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Attached for your review are the recommendations for
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States dollar and local currency costs of a project to provide
technical assistance and credit tor the reconstruction and
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PERU - SMAIL BUSINESS (EARTHQUAKE AREA)

SUMMARY AND RECOMMENDATTIONS

1. BORROWER: The loan will be made to the Goverrment of Peru (GOP).
The GOP will designate ite Commission for Reconstruction and Reha-
bilitation of the Farthquake Zone ("CRYRZA") as the Execuiing
Agency for a program of sub-lending through local banks, branch
banks, and cther financial agents ("Local Banks") to finance recons-
truction snd develomment of Small Business in the ares most seriously
affected by the earthquake of May 31, 1970.

2. AMDUNT OF LOAN:

Not to exceed $2,500,CO0.

(&3]

PROJECT TESCRTPTIOY: The project consists of the establishment cf

a special fund (CRECE* TUND) in a Fiducilary Benk which can be drawm
upon by Local Banks to make short and medium term sub-loans to

small and medium industries and businesses in the Disaster Area.
Fach sub-loan will require at least 10% participation by the Local
Bank in the sub-loan from its own resources and must be approved

by CRYRZA. The project will also provide for the training of a CRYRZA
technical assistance staff which will overeee the project and render
aseistance to the sub-borrowers. The total emount of the loan will
be available for conversion to local currency.

4. PURPOSE OF THE PROJECT: The project is designed to assist in the
recovery of the Disaster Area by:

a. Reestablishing and developing local industry and ccmmerce.

b. Stimulating the production of gobds and provision of services
necessary or useful to the people of the disaster ares, partie-
ularly those needed for major reconstruction activities.

c. Generating employment opportunities.
d. Stimulating private initiative through support of small business.

Most small enterprise in Peru does not have adequate resources to
recover from major catastrophes, and, lacking complete collatersl or
equivzlent guarantees, has little access to credit at reasonable
terms. Thus, CRYRZA, in conjunction with its broader plans, has
requested assistance in financing the credit needs of private entre-
preneurs in rebuilding the small industries, services and commercial

YoTes 1o tho §ooerntive form of the verb "to grow" in Spanish ard is
an acronym for 'Crealius para la Reconstrucecion de Comercio y Empresas’.

NOTE: Exchange Rate: $1 cquale 43.38 Soles.
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establishments which previously provided much of the employment
in the area, as well as providing needed goods and services.

Through sdequate credit, it is intended to make it possible for
small entrepreneurs in the disaster area fto increase production,
improve their incomes, and become a stronger force in the econo-
mic, social and political life of their region. It is a counter-
part to similar activitles being carried out for the benefit of
small farmers.

Assuming an average loan of $4,600 (200,000 soles) it is estima-
ted that over 800 small enterprises would obtain assistance under
this project over a 3-year period, and that over 2,400 new job
opportunities, directly related to this loan, would be created.

FINANCIAL PLAN: Loeal Currency

Expressed In
U.S. Dollars
A, Sub-projects

A.I.D. contribution (85%7) $2,450,000

Participation of Local Financial

Agents (10%) 288,000

Sub-borrower equity participation (5%) 144,000
$2,882,000

B. Technical Assistance

Consultants (AID) $ 50,000

Staff (CRYRZA/GOP) 5 years opn 375,000
$ 525,000

TOTAL Progranm $3,307,000

ALTERNATE SOURCES OF FINANCING: EXIM Bank, IBRD and IDB have all

expressed no interest in financing this project. Neither local
nor foreign private credit institutions would be likely to provide
the concessional terms needed by the GOP, ‘

STATUTORY CRITERIA: "All statutory criteria have been considered.

VIEWS OF COUNTRY TEAM: Humanitarian assistance in relief and

rehabilitation of the Earthquake area is high among USG and GOP
priorities.

The project is expected to have an immediate beneficial effect on
the econcmy of the Area by providing employment and needed goods
end gerv’ces, and improvins income distribution, and additionzlly

to benefit Peru by reducing migration from the Disaster Area
toward the Lima/Callao area.
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RECOMMENTATIONS: It is recommended that AID make a loan to Peru
of an amount not to exceed $2,500,000 for the subject project,
Terms of the Loan would be the most liberal permitted by the
Forelgn Assistance Act l.e. 40 years, 10 year grace period with
interest at Z during the grace reriod and 3% thereafter,

Prior to disbursement for sub-loans, CRYRZA shall furnish AID with:

1) A detalled administrative and policy manual setting forth all
pertinent lending policies, procedures and criteria to be
applied in sub-lending,

2) Evidence of satisfactory arrangements by CRYRZA for providing
necescary technleal assistance and administrative support,

PROJECT COMMITTEE;

William McP Jones - Project Chairman, USAID/Peru

Edward Butler - Community Development Officer
USAID/Peru -

George Gebhart ~  Economist, USAID/Peru

Luis Morales - Cooperative Advisor, USAID/Peru

Arthur Mudge - Asslistant Director for Capital
Pro jects, USAID/Peru

Richard Seifman - Loan Officer, AID/W

Leonard Rosenberg- -  Economist, AID/W
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Section I, BACKGROUMD AND LOAN OBJECTIVES

A. . Background and Need for Assistance to Small and
Medium Business

On Sunday afternoon, May 31, 1970, occurred what has
been called "The most destructive earthquake in the history of the
Western Hemisphere". In Central Peru, 70,000 people were lost, 150,000
injured, and the mzterial damage was estimated at more than $500 million.
In March, 1972, another disaster occurred - severe flooding on the Nor-
thern and Central coast. (Annexes VI and VI provide additional data on the
earthquake, the disaster area, rehabilitation efforts to date, and the
Planned reconstruction of the area).

In a study by the Latin American Institute of Planning /
(ILPES), the role of small enterprise in the Disaster Area was evaluated.—
The study concluded that the greatest negative effect af the earthquaka
on the econowy of the Disaster Area was "the weakening of small and rcd-
ium industry, considering both the stoppage of production and the para-
lysis of the commercial and administrative function, and tha* a vicious
circle of progressive impoverishment of the Zone has been established
by the deterioration of purchasing power (as much by unemployirent as by
the destruction of shops, ete) which reduces employment and, in turn,
further reduces purctasing power." In other words, the effect of the
multiplier principle on the down side reinforced the direct impact of
the disaster.

The availability of credit to small and medium sized
businesses under existing banking practices is almost non-existent.
Without such credit availability, the time required for the rehabilita-
tion of this key economic sector will be lengthened substantially with a
consequent widening of the gap between jobs made available and the grow=
ing labor force.

While the plans of the GOP provide for the formation of

a small indu.try office and the development of the infrastructure for
small industries and crafts, the existing plans are two to five years
from fruition. To provide some immediate relief and assistance which
will enable the small entrepreneur to reestablish his business and to
assist in the reccnstruction of the area, the GOP has requested that
AID help in establishing a Small Business Reconstruction and Develop-
ment Fund.

Plan for Rehahilitation and Development of the Zone Affected by the
Earthquake, O2DEN, ILPLS, CEPAL, Lima, March 1971, 3 Vols.

D0TE:r Luouane: Roter B eqals 348 Soles.



B. Loan Objectives

1. Reestablishtment and Development of Local
Industry and Commerce

The intent of the loan is to provide a fund which
through sub-lending will assist small and medium enterprises to recons-
truct facilities, rveplace lost equipment, and, in general to repain and
improve their economic position.

The tasks ol the small entrepreneurs in the disaster
area are varied; Annex VIII provides some general information on the
types of small business activities in the area. 1t includes almos!
every conceivable type of business activity.

Typically, small retailers or tradesmen have regular
customers and it is expected thzt they extend credit. They are the dis-
tribution outlet for local producers and the market for middle whole-
salers in the area. In scme cases they function as the channel for dis-
tribution of government food assistance or other like services. Their
reestablishmenrit can instill confidence in the community that the situa-
tion is normalizing and commerce returning.

Further, it is expected that sub-loans will be made
to provide for the creation of new small industries and/or the expansion
of old ones which will supply materials for the reconstruction of the
Disaster Area, most of which, up to now, have been brought in from out-
side the area.

Assuming that the avérnge loan is for $4,600 (Soles
200,000), more than 600 businesses will obrain assistance from this pro-
ject in the first rwo years.

2. Development of Services, Industry and Trade
Complementary for Major Reconstruction
Activities

Of the industries and commerce established by sub-
loans provided by this loan, a considerable number are expected to be
engaged in the manufacture or provision of materials and services re-
quired in the reconstrmiction., Theie is a lack of local brick plants;
there is no local manufacture of door znd window frames, building
hardware, and similar items; ‘herce will be @ need for new equipment and
furniture for homes and business establistments. Considering that
70,000 housecs will have to be replaced and possibly 10,000 business



establishments,- it is reasonable to assume that a significant portion
of these‘requirements could be manufactured locally, This would re-
quire new brick piants, and woodworking plants, to say nothing of
requirements for glass, plumbing, electrical, and hardware firms.

D« Gereration of Additional Employment Opportunities

It is estimated that, prior to the Earthquake, small
basiness and commerce provided 25% of the tota) employment in the zone
and 59% of the non-agricultural enployment, (See Annex VIII, Table 2, for
complete employment data) The reconstruction of the Disaster Area will
create a larger requirement for small business, The propossd loan of
$2,500,000 will zreate a total investment of approximately $2,830,0600
and this will provide in the first five years more than 1450 1hans
averaging $4,000 for 2 vears with ¢ months grace, The best {-~frrmation
avallable indicates that, a business with this amount of capital enmpicys
from 2 to 4 employees. Using the figure of 3 jcbs created per loan,
4,350 jobs woild te directly created in 5 years by the project,

b, Entrepreneurial Development
The GOP plan for the reconstruction and rehabilita-
tion of the area states specifically that the major portion of the tas
of reconstructior of Industry, services, and commerce will be borne by
the private sector, The only assistance planned for this sector is the
provision of some credit for arteshans and the construction of some
commercial centers in-the poorer housing areas,

The present project is directed to the small ard
medium entrepreneur and is decigned to assist him, on a business basis,
to build or r=build his enterprices on his own initiative, Compleinn-
tary technical assistance wiil be supplied; and it is expected that
many small entrepreneurs will have o reasonable opportunity to stublish
themselves, who otherwise would either fail or never emerge,



Section II - ECONOMIC JUSTIFICATION
A. Coastal Area

The coastzl region of the Disuster Area contains ap-
proximately 7.5% of Feru's population and 57% of the populatizn of the
affected area (1,528,000), About 58% of the population of this coastal
area is urban. (Sec Acnex VIII, Table 1).

Historically all of the coastal cltles have recelved a
flow of migrants from the Sierra, most of whom, with relatively short delay,
have continued on to the the Lima-Callao metropolitan area., In addition,
these cities have traditionally lost a significant portion of their
Indigennus populations to Lima-Callao, Cne of the most serlous effecis
of the earthquake of May 1970 was to accelerate this migration, thus
straining even more th:z already inud2quate capaclty of these coastzl
cities and Limz-Callao to supply the necessary job opportunitles and
social services,

The average unemployment rate in the coastal area 1s
estimated at 35% of ‘he labor force of 324,000, with the rate in Chimbote,
one of the major urban areas, reaching 50%, This severe unemployment,
together with the high underemployment rate existing in the area, points
up the severity of the economic and social problem facing Peruvian offi-
cials in their rehabilitation and reconstruction program, This lack of
Jjob opportunities is also a major factor causing the flow of migrants
to the ima-Callao area,

Economic activity along the coast consists of relatively
highly productive irrigated agriculture situated in long river valleys
formed by the run off frcm the Siersa and a varied industrlal structure
composed of a few large scale cnterprises and a large number of medium
and small scale firms., In addition, there exists a large number of in-
dividual or family artisan shops located primarily in the cltles,

A1l agricultural production along the coast requires
irrigation because of the complete abscrce of ralntullsy and irrigation
systens have been established bringing extensive areus under cultivation,
These irrigation systems were budly dimaged by the floods of March, 197,
The principal crops produced ure sugar, cotton, corn, rice, beans and
potatoes, Productivity is high compared with agriculture in the Slerru,
but low by international stiandards,

The currcnt government's agrarian reform efforts have
cesulted in the expropriaticn of many of the large haclendas (including
;ome sugar plantations) and their redistribution to cooperatives and, in
some cises, Lo individual compesinos,  ALD 1s currently proposing a loan
et $5rillion for orienloural ercdit within the earthquake sone, which
chould nelp in reducing rural under-empioyment and provide some stimulus

o~

-~



to those' farms supplying agricultural inputs, The employment generating
effects of this program will not be large, however,

cities and producing primarily for export (including a4 sugar complex and
several fishmeal plants) and a large number of medium and small size
firms located primarily in the urban areas, In addition, there are
innumerable 1 or 2 worker artisan  shops which in total were estimated
to have employed on a full or part-time basis over 32,000 persons., (See

Annex VIII).

Most of the medium and small size firms are undercapi -
talized and highly inefficient which keeps the quality of the predicts
low and their prices high and prevents the firms located in the area
from selling outside of the immediate vieinity, In addition, these firms
are unable to obtain credit with which to'increase their efficlency and
the size of their operaticns due to their low levels of profit arnd in-
vestment, Thus, thay are caught in a vicious circle: no capital, therec-
fore inefficiency; inefficiency,therefore no access to credit and thus
to capital, As a result, these firms continue to produce inefficlently
and a large part of the areas® markets are served by producers outside
the area,

B, Mountain Area (Sierra)

The mountainous area of the gzone contains approximately
650,000 inhabitants or about L3% of the population of the affected arca.
The population growih rate of this area is only 0,7% reflecting the
heavy outmigration to the coast, The urbanization phenomenon is affect-
ing this area as well, Since the migration consists of the younger
more able members of the work force, there is a tremendous loss of man-
power to the arca resulting in a high dependency ratio and low
productivity,

The agriculture in the area is highly inefficient due
to a combination of factors including the leaching and erosion of soilc
by heavy rains, lack of capital and technical know how, and bad nunape-
rent practices on the farms, Most of the farming is done in small vy llevg
interspersed amotyz the mountaing with the farms situated around small
villages which are lhe centers of the 2conomic and social activities in
thelr areas, 'There is very little unused land avallable in thig area,
As previously noted, i proposed AID loan of $5 million for apgricultural
credit will provide some stimulus to Sierra agriculture.
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4. Relationship to National Industry and Commerce
Developnent Plans

The long term rehabilitation and reconstruction plan
for the Disaster Area has been meshed with the Peruvian National Develop~
ment Plan for 1971-75. The goals of these two plans coincide with res-
pect to the economic and social development of the northern region of Peru
(which includes the Disaster Arca) and, in fact, the study document which
provided the basis for the rehabilitation and reconstruction plan was de-
veloped by the Regional Development Planning Office of the Northern Region
in conjunction with advisors from the Economic Commission for Latin America.
This same document was als? a basic document in the development of the
National Development Plan.-=

The public investment expenditures proposed for the
region in the rehabilitation and reconstruction plan are included in
those proposed in the National Development Plan 1971-75, and Lhe seclor
programs coincide in the two plans.

= O0p Cit



Section III BORROWERS EXECUTING AGENCIES
A. CRYRZA

"The Commission for Reconstruction and Rehabilitation
of the Zone Affected by the Earthquake of May 31, 1970" (CRYRZA) was
established by the GOP to coordinate all national and international re-
lief and reconstruction efforts in the area devastated by the Earth-
quake. It has further been charged with coordinating the execution of
the national development plan for the Disaster Area.

For the execution of tnese assignments CRYRZA has been
allotted 2% of the naticnal budget for the biennium 1972-73% Head-
quartered in Huaraz, one of the Sierra cities most seriously damaged,
its people are wellacguainted wich the problems and needs of the area.
Headed by a Peruvian Army General, CRYRZA now has a civilian and mili-
tary staff of engineers, architects, and economists, and is rapidly
increasing its number of professionals. CRYRZA intends to hire 4~5
qualified technicians to work full-time in the promotion and supervi-
sion of this project. They will be located in areas determined by the
anticipated demarld for credit. [These sub-areas are now considered to
be Chimbote, Huaraz, and possibly¥ Trujillo considering the degree of
damage suffered from recent flooding..

It is noteworthy that CRYRZA, by its initial approval of
a sub-loan, technical assistance to the sub-~borrower. and decisions as
to policy on the collection of delinquent accounts . will retain control
of every activity carried out under the loan. To assist it in its super-
vision it will receive monthly reports on Fund operations from the
Fiduciary Bank which will consclidate the information received on the
loan applications from the Local Banks. Further, it will be advised
of delinquencies immediately upon their occurrence.

B, Fiduciary Bank

The Central Reserve Bank of Peru appears to be the most
appropriate repository for the TFund. With considerable staff experienc d
in rediscounting transactions, a number of Funds operating in a similar
fashion, and familiarity with AID procedures, the Central Bank should
easily accomodate the Small Business Fund in the limited role the Fidu-
ciary will have in Fund operations.

The Fiduciary will rely on CRYRZA and the Local Banks
for sub-loan review and approval, on the Local Banks for normal collec-
tion of principal and interest and on CRYRZA for protection against
dacapitalization of the Fund. The prime tasks of the Fiduciary will be:

& The amount alloted is $91.1 million.



a) to disburse funds against satrisfactory documenta-
tion from the Local Banksj

b) request additional drawdowns from AID when the
Fund has reached a replenishment level; and

c) submit reports and maintain records pursuant to
AID and GOP requirements,

The Central Reserve Bank, by virtue of its prestige
and regulatory powers,should be able to command responsive action from -
the Local Banks and already has established contact with the head
offices of all credit institutions expected to participate in the pro-

gram.

In the selection of the Central Bank as Fiduciary, the
fact that it has no branch banks in the disaster area was carefully con-
sidered. The loss of local contact was, aside from factors already men-
tioned, considered to be of less importance than the advantage of having
an independent fiduciary who would not compete for sub-loans and would
therefore cause no reduction in the possible number of participating cre-
dit institutions.

C. Participating Credit Institutions (Local Banks)

The Local Bank may be any financing agency which is
approved by the Superintendency of Banks. This includes the GOP deve-
lopment banks, GOP owned commercial banks and private commercial banks.

There will be available in the Disaster Area 47 offices
of the various banking institutions entitled to make loans under the
program. Located in 19 cities and towns, all major population centers
are represented and it is felt that all potential borrowers will have
reasonably ready access to an eligible local bank..

Local Credit Unions and Credit Cooperatives will be eli-
gible to participate once an acceptable method of operation has been ¢--
tablished.



Eligible Banking Establishments in the Disaster Area

Offices in the Area

1. Government Development Banks 15
a. Banco Industrial 3
b. Bauce Minero 2
€. Banco Agropecuario 10

2. CGovernment Commercial Banks
(Banca Asociada) 12

a. Banco Popular
b. Banco Internacional

Lo(»

3. Private Commercial Banks 14

a. Banco de Crédito
b. Banco Nor-Periy

I &

4. Credit Unions and Mutual
Savings and Loans

|-

£
~

TOTAL FLIGIBLE AGENCIES

(Other banking establishments in the area are: Govern-
ment owned Central Mortgage Bank - 2 Agencies, . Govern- .
ment Fiscal Agency - Banco de la Nacidn - 86 agencies),

The banks listed as eligible to serve as local financial
agents are closely supervised by the Superintendency of Banks and are con-
sidered financially responsible. (See Annex 1IX).

The three Government Development Banks (Industrial,
Agricultural and Mining) are highly specialized and are not expected
to contribute much toward the disbursement of the proposed loan,

The cormercial banks, both public owned and private, are
expected to prove the major instruments in the disbursement. They are
reasonably competitive, well statfed, and, the private banks especially,
are innovative. The local offices in the Disaster Area are full line
banks, able to give complete banking service at the local level (Agencies
and branches in the same city with a full line bank were not listed).
These banks are generzlly capable of performing the lending, customer assis-
Lance, and collerrion sarviens tequired under the loan., (See Annex 1x ).



D. Local Credit Committees

The Local Committee will provide advisory services to
the CRYRZA representative in the area, but shall not have a vote on
credit approval, As now conceived, they will be composed of appropri-
ate members of the community, and will be selected by the CRYRZA represen-
tative,

The Chambers of Commerce of the three principal cities
in the Disaster Area have expressed interest in the project and have
offered their assistance. Prominent businessmen in the area have offe-
red their support. It seems, therefore, that CRYRZA will be able to obtain
competent local assistance in the evaluation of sub-borrowers and their

projects.



Section IV PROJECT ANALYSIS

A. Size of the Program and allocation of resources
by sub-region,

The total resources generated by the fund are approxima-
tely $2,880,000, The CHYRZA representative in each sub-region will be
glven a quota against which he may approve sub-loans. This quota will
be assigned initially by CRYRZA with A,I,D, concurrence and will be
based on anticipated demund and reconstruction priorities, Should expa-
rience require reallocation of those quotas, CRYRZA will make such re-
allocation, with AID concurrence,

MAJOR UIBAN CENTHRS IN THE EARTHQUAKE 20M:

% of Pooulation Tentative Allovation

Population Affected of the rFurd
Chimbote/Santa 167,700 : 85% 60%
Trujillo 120,000 18% 16%
Huaraz 28,000 70% 10%
Huarmey 11,600 50% L%
Casma 8,600 100% 6%
Caraz 8,500 50% 3%

B, Promotion of the Program

CRYRZA will undertake the promotion of the program, A--
descriptive memorandum will be cent to each eligible Local Bank, all .
Chambers of Commerce and Industry, the media, and to each CRYR:A office
in the Disaster Area. Seminars for CRYRZA representatives, nunuyers of
interested Local Banks and potential borrowers will be held to explaln
the eligibility criteria, terms und conditions, and the mechanics of the
operation, 1In addition, the following actions are considered prerequi -
sites to assure successful impiementation of the loan:

1) Indoctrination sessions for the personnel of the
Local Banks, These would serve the primary purpose of developing uni-
form criteria for review of locan applications, emphasize the innovatjve
elements of the credit policies and provide a forum for discussions of
operating problems which would be of common interest to personnel of
the local banks, the flduciary bank and CRYRZA, These would be conducted
by such technical consultants as required and personnel from CRYRZA and
probably in the form of one day seminars held quarterly throughout the
first year,



2) Promotional sessions with potential sub-borrower
groups, civiec associations, Church leaders, Peace Corps Volunteers,
GOP Agencies, Area Development Agencies and the media to provide ample
information on activities whicl; the loan will support, procedures, re-
payments, etc, These sessions will provide the broad informational
base necessary to reach all potential sub-borrowers, furnish feed-
back on loan execution and difficulties encountered by loan commitiees,
sub-borrowers, etc,, and provide for effectlve coordination at the
local level,

These sessions would be directed by the Technical
Staff which CRYRZA will have recruited to assist in loan implementy-
tion,

3) Promotional campaigns will be designed to assure
that all potential sub<borrowers become familiar with the loan
objectives,

c) Community Participation
The loan will focus primarily on the major towns with-

in the Disaster Area, Although it is anticipated that . many
communities will participate in the activities supported by the loan,
it is estimated that 70%Z of the projects will come from the urban
areas of' Chimbote and Huaraz, the two major towns affected by the
Earthquake of 1970 and, in the case of Chimbote, more recently by flash
flonds, '

Chimbote, the larsest city on the coast and
considered a development pole, now has a population estimated at
167,700, and conservative estimites indicate that it will double within
the next five years, Potential sub-borrowers are spread throughout
the city, mainly in the center of the town and the commercial aress now
expanding along the Panamerican Highway., Huaraz, the largest city in
the mountain area, has a populition estimated at 28,000 with growth
projection to 50,000 by 1975, Sub-borrowers here are concentrated in
the city and its expanding suburbs,

The sub-borrowersare for the most part already organize-
in local chaplers of the Peruvian,Chamber of Commerce and possessthe
leadership and capabilities to promote and carry out mojects with
little external stimulus,

Tt is anticipated that cooperative production groups
already operating, or to e formed, in the Disaster Area will utilize
lean funds for expancion of their facllities, purchase of equipment and

operating cupital,



There are already 19 cooperatives operating in the
Earthquake Zone, and about 12 wmore in a stage of organization. They
have a capital base in the vicinity of $4.6 million, most of which is
held by two credit unions, i.e. San Francisco de Asis in Huaraz and
San Francisco de Sales in Chimbote. Both credit unions have branches
in even the smaller towns in the area, have business dealings with
local banks and enjoy z gnod reputation in the bhusiness community.
It is anticipated that these credit unions will be in a position to
solicit loans for their members for productive business purposes and
could serve as puaranlors. Although both credit unions are affilia-
ted with the Central Credit Cooperative Bank, these two organizations
do not yet enjoy rediscount privileges with any of the GOP banks.
Therefore, loans to credit unions will at first be channeled through
the local private banks. Repayment of these lcans would be made by
the credit unicn to the local bank. Credit unions, due to their
experience in hardling small to medium sized loans mostly with "charac-
ter" guarantecs, ave aluo in a pisirtion to assist the CRYRZA repre-
sentatives in overcoming the existing resistance to leoans to small
business with little security.

D. Types of Sub-Lcans (eligible activities)
1. Nature of Business

The loan will be directed toward small and medium busi-
ness* (in United States terms "very small business") wnich, for the purposcs
of this paper, is defined es a business which has at the time of the sub-loan
application, gross sales of less than two million soles ($46,000) per
year and a capital of less than one million soles ($23,050). Exceptions
to those limits may be made in the case of larger loans to Cooperatives.

No requirement as to numder of employees will be used, as the main thrust
of the loan is toward the creation of employment opportunities. The prac-
tice of a prefessicen, such as lawyer, accountant, engineer, architecrt,
doctor, etc., will be excluded. Otherwise, the project can be in any
legal activity except direct investment in mineral extraction, fishmeal,
agricultural production, or entertainment.

2. Purpose of the Financing

. Loans_will be reviewed by CRYRZA representatives with
woelght to be given to the following objectives:

2) Repuir of demonstrable damage suffered in the
earthquake or flooding,

b) Provision of materials and services needed for
reconstruction of the zvea, aud

¢) Employnnt creation.

¥ Dee Annex VIII, Table 2
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Sub-loans may be made for the acquisition or repair
of capital goods to expand or improve production or services, or for
working capital to purchase raw materials, build up inventories of mer-
chandise, pay salary and other operating costs, and, in the case of
artisans, to meet family living expenses during the lag between produc-
tion and sale.

3. Eligibility Criteria

a) At least three years residence in the Disaster
Area, ’

b) A good credit record, or two character references
from other entrepreneurs, priest, school teachers, police etc,

c) A reasonable amount of experience in the field
of business for which the credit is requested, or a related field.

d) Operation of a going concern or other satisfac-
tory indication of entrepreneurial skill.

e) A viable project in view, either reconstruc-
tion, purchase of production equipment, replacement of destroyed stock
in trade, or creation of a new enterprise designed to assist in the re-
construction of the area, etc.

f) Personal participation by the owner of the
enterprise in the production and/or management aspects of the enterprise,
devoting a majority of his time to these activities.

8) Insufficient earningsor assets to qualify for
a normal banking credit for his project. A borrower who has sufficient
assets to hundle his normal business but iasufficient for a new and
desirable project or expansion would be eligible.

E) Terms of sub-loans to sub-borrowers - Justification
1. Interest Rates

The legal maximum interest allowed banks is 12% per
annum, but the banks are authorized an additional 1% service charge, a
1% risk charge, and are required Lo collect a .9% tax quarterly. Over
and above this, the banks are allowed to collect a fee for cprrespondence,


http:majori.ty

placing the tax stamps on the notes, and other miscellaneous charges, such
that the effective rate usually exceeds 18%, Two banks in Lima make
small business loans at these rates. Financieras and other private de-
velopment banks, who can lend for more than one year, charge additional
fees aad interest, and an effective rate of 25% is normal,

‘The GOP Industrial Development Bank lends at lower
rates and for longer terms both to large and small enterprises., The
usual small business loan by the Industrial Bank is at 9%, before taxes.
A special redisccunt fund to develop the Regional (non-Lima) Banks esta-
blisted in October, 1971, by the Central Reserve Bank of Peru offers an
interest rate of 10%Z to certain small businesses. Rates lower than 9%
can occasionally be obtained from government banks but only by special
dispensation and at the cost of months of negotiations in Lima by the
borrower,

The infilation rate in Peru is about 7% per annuam.
While it is desired that the struggling small businessmen should gat
maximum benefit from the concessional terms of the loan, the GOP ard
AID have agreed thac excessively concessional terms to the sub~borrowers
could do them a disservice in tending to foster enterprises which could
only survive on such concessions.

A financing fee of 8% per annum on the declining
balance exempt from taxes was determined to be an appropriate starting
point, subject to further review and adjustment, as necessary.

: An interest charge of 8% to the sub-borrower allows
for the following spread:

Interest cost to the sub-borrower 8.0%

Less: 137% interest on the 10% parti-

cipation by the Local Bank 1,3%

3% service charge on the 90%

Fund participation 2.7

Total to Local Bank 4,07
4,07

Less: 1% charge by Fiduciary Bank
on 907 Fund participation

Gross revemite of Fund

w
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INTEREST RATES EFFECTIVE IN PERU

Data as of Sep. 30, 1971

KEY: AN

=, annual
SA = semiannual
Q = guarterly
dect.= discounted
comp.= compounded

COST OF MOCNEY

('PERAT ION Rate to Savings Time  Bonds & Rediscount Rate
Borrower Accounts Deposits Dividends ~ BCR -
Cor:ercial Banks: 5% Comp SA 7% Comp Q
Lima: 90 day notes Commercial 14% AN dsct. '9,5% AN dsct
Authorized Overdrafts " Not Eligible
Outstanding balance " 13%Z AN
Stand by fee " 1%2 Q
Regional banks 54 Comp SA 7% Comp Q
Provinces: 90 day notes Commercial 13% AN dsct. 6% AN dsct
Authorized Overdrafts " Not Eligible
Outstanding Balance " 12% AN
Stand by fee " = Q
Special Development Fund (BCR)
180 day notes, Specified enterprises 10% AN dsct. 2% AN dsct.
Financieras, Private Development Banks Not Eligible
Term loans, over 1 year 187 AN & UP Not Eligibile
Mortpage Banks (GOP) 10/11%7 AN’ Not Eligible 9% Not Eligible
Constructicn Bank (Private) 14% + 6% Not Eligible 10%
Government Development Banks Not Eligible
Industrial Bank
Normal Loans 147 AN 4% AN dsct
Jungle loans 9% AN 4% AN dsct
Special projeets (political) Lower 47 AN dsct
Ag;riculture Bank
Norral loans 7% AN 2% AN dsct
f.ice Program 7% AN 2.25% AN dsct
Misning Bank 5% AN 4% AN dsct
Credit Unions !
Lima 9% AN 6% AN <
Travinces 8% AN 6% AN ~
'
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(2) Formula By Which Fee Derived

Once the amount of appropriate compensation for
servicing the GOP share is daternined, a second critical factor is the
formula by which i: i35 derived. Stated as a percentage of amounts collectet
the Local Bank service fee could provide a significant incentive for ef-
ficient sub-loan collection. Also, lopically, after the initial proceeding
of making rhe loan, wich could be covered by a transaction fee, costs of
administering a luvan gznerally remain constant throughout the 1ife of the
loan

Unfortunately, the Peruvian commercial banks are
accustomed to think of administrative costs as a part of the interest spread
i.e. - a percentape per annum of outstanding balance, just 1like the intarest
charge for use of money. Where, as under present commercial banking practic
the loans are mace for cne year or less, the differenca tends tn De muon,
But for longer term loans ic i3, of course, fallacious tn think of purely
administrative costs a3 a percentage of outstanding balance, since cuch
costs tend o remain constant rather than decrease as the balance ot the
loan decreases. Moreover, a service fee computed as a percentage of
outstanding bLalance provides not un incentive, but rather a possible dis-
incentive, for efficient collections which would reduce the outstanding
balance of principal.

There are however, other programs, such as the AID
Nousing guaranty projects, in which Peruvian banks have been persuaded to
take their service fee as a percentage of collections; and it is hoped
that such a formula can be arranged with the commercial banks participat-
ing in the subject program. ‘

In any event both the fee and the formula will be
subject to periodic review by CRYRZA and AID in determining their effect
upon perform:nce of the Local Banks, and ad justments will be negotiated
as indicated.

3. Collection Responsibility for Sub-loansg
a) Normal

As presantly conceived the local bank will be
responsibie for nermil colleeation activities, and the service charge wili
cover the necessary expenses., I™s includes notification of payment dua,
inspection vigits by tie Bank staff and follow up by a collection ageut,
It aiso includen usual legal services short of litigation,
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b) Delinquencies

In the case of a note unpaid beyond the due
date and the customary 8-day grace period, the Local Bank will imme-
diately notify CRYRZA, and automatically file a "Protest", as it would
in similar circumstances with its regular customers, similarly debiting
the account for the notarlal charge of about $2.00. Having taken this
step, the bank will then review the account and see if there are alterna-
tives to legal collection.

The continuing personal contact implicit in the
technical assistance to be rendered by CRYRZA to the sub-borrowers and
.the inspection visits customary in Peruvian banking practice should
assist in the early identification of sub-borrowers in difficultics,
and, in many cases, obtain solution of the sub-borrowers problem. For
example, if the problem is liquidity, with' the sub-project functioning
satisractorily, and cculd be solved by a short term moratorium on
orincipal payments, the Local Bank with CRYRZA concurrence could grant
the moratorium as it nornally would in assisting a client to fulfiil
his obligations.

In any moratorium or renegotiation, CRYRZA and
the Local Bank must agree, as each has an incerest in the loan. Should,
however, either CRYRZA or the Local Bank feel that its investment is
in danger and insist on collection by legal means while the other insists
that collection by other means is more desirable, then the party ad-
vocating the more lenient method will have the option of purchasing the
interest of the other party. :

A recent study by the Small Business Administra-
tion in the USA pointed out that 50% of small business failures occur
in the first 24 months of operation and 25% in the following 12 months.
Assuming that the experience encountered in Peru is about the sama,
the average delinguency will occur before the pledged asset is com-
pletely wasted.

c) Uncollectible Accounts

In the event that CRYRZA and the Local Bank
agree that there are no alternatives to legal procedures to recover the
debt, they will proceed in one of the following ways to execute seizure
(embargo) or -ommence litigation:

1) Utilizing the legal collection services avail-
able to the Local Bank, with the Local Bank acting-as the authoized agent
of the GOP in the suit or seizure, and dividing the costs pro-rata; or
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2) Utilizing CRYRZA's own legal staff to effect
collection, again dividing the costs pro-rata; or

3) CRYRZA entering a separate action, utilizing
its own'attorneys, to protect the GOP's interest. The costs of collection
of the Fund's portiosn ¢f the debt would come from the interest earned by
the Fund. Should such coscs, plus the principal and interest written off
as uncollectible, exceed the amount earned by the funds, CRYKZA will
replenish the fund for “he excess.

G. Fiduciary Bank

The Fiduciary Bank will act as deposgitory of the Fund and
will receive and disburse the monies of the-fund as agreed between CRYRZA
and the Bark, The sorvice fee to the fiduciary has been apgread between
CRYRZA and AID at rot to exceed 17 per annum on the outntanding
balance of the fund.

The service fee allowed the fiduciary covers the povfsrmance
of the transactions involved in obtaining the funds from AID, disbursing
them to und cellecting them from the Local Financiai Agenss, and the
rendering of a montfhly report of tund operaticns to AID and ¢FYRZA, ir
such form as they will nrescribe, chroughout tne 1ife of the Cund.
Considering that the fees currently charged by local banks for similar
services are comparable and that the fees authorized in the recent housing
loans and housing guatantees are similar, it is considered that the 17 fee

)

for the Fiduciary is justifiable.

The Banco Central de Reserva is currently considering the
matter of fiduciary fee and it appears that it should not exceed 1% of
outstanding principal.per annum.

The reuainder of the interast collected from the sub-
borrower afrer daducticn of the Locai Banks' fees and the Fiduciary Fee
is the gross income of the fund and will be retained in the fund, available
for relending and for maeting the expenses of collection and Bad Debts.

H, Technical Assistance
1. Provided by the Loan

A basic consideration in the formulation of this :o-
ject hag been the provision of adequate technical assistance to the 5. -~
borrower. Experience in the United States and other countries has siisup
that such assistance is critical to the success or failure of the venru:cs

financed.

The present loan is an entirely new concept within
Peru aud v iz agreed by CRYIZA aird AID that censultancs with exrericnaon
and bnag=ba: 2lineld by criploye? ro tratn the technical staff of 1 1 5
Pelisons Laralse el by LLYHSN, wsslsl in prepaving the Credit Menual apd
give the necessary prelimlnary instruction to the personnel of the Locul
Banks, CRYRZA adiinistrators and others interested in the operation of
the project.


http:experi.nc
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To finance this assistance, up to $50,000 of loan
proceeds may be tsed.

2. Provided by CRYRZA
a) Technical Assistance Staff

CRYRZA has undertaken to provide from the funds
provided by its biennial budget the full time services of a Technical
Assistance Staff of from 3 to 5 technicians who are, or will be, trvained
to assist sub-borrowecs under this loan. This contribution, which is
estimated to cosc around $75,000 per year and will include che necessary
administrative support, will be supplemented bty the occasional services
of other technicians of the CRYRZA staff.

CRYRZA does not now have the necessary tech-
nicians. However, they have undertaken to employ them and to utilize the
tectnical assistance component of the Loan to train them in the necessary
skills. CRYRZA does have the administrative staff, with offices in al1l
large population centers, to render adequate administrative support. The
Technical Assistance Staff will be composed of industrial engineers,
accountants, economists, or other suitable disciplines and will be located
in the areas of major potential demand. It will render assistance to the
sub-borrower as follows:

1) Promotion of the Program

A member of the Technical Assistance Staff will
visit developing small business areas, including the pueblos jdvenes
(concentrations of recent inmigrants, low salaried employees, unemployed,
etc.), and will talk to likely snmall entrepreneurs, speak before their
organizations, and explain the purpose of the loan and its availability.

2) Preparation of the Sub-loan application

The Technical Assistance Staff member will
often be the first person contacted by a potential sub-borrower and wil?
assist him through the introduction:to a banker. Whether contacted first



or not, when necessary a member of the staff will assist the prospec-
tive borrower in preparing a simple and informal feasibility study.
He will also assist, if required, in the preparation of the sub-loan
application.

3) Approval of the sub-loan

The Teclinical Assistance Staff member, when
necessary, will cooperate with the Local Bank in determining the credit
worthiness of the project. He will assess the validity of the project,
consulting as necessary with local businessmen, Chambers of Commerce,
Cooperative Councils, and other sources. He will insure that the pro-
ject falls within the CRYRZA guidelines for approval and that there are
funds available in the allotment. With ¢his iaformation, he will nor-
mally act as approval officer for CRYRZA.

4) Implementatica of the sub-project

Following loan approval, the Technical Assistance
Staff member will give technical, managerial, financial, and administrative
advice as requirzd. It is expected that periodic visits to each sub-
borrower will be made and that, during these visits, problems can be
identified and solved before the sub-borrower gets in trouble.

5) Collection follow-up

The member of the Technical Assistance Staff
charged with the supervision of a client who becomes delinquent will
advise CRYRZA and the Local Bank as to the most desirable procedure in
the circumstances.

b) Credit Maaual

A Credit Manual will be prepared by CRYRZA for
the information and use of the local CRYRZA representatives and the Local
Banks., 7This manual will cleariy state the purposes of thie loan, the
rules on eligibility of sub-bLorrowers, the rules on types and terms of
sub-loans, and the operating procedures prescribed.

- ITt7is anticipated that the outside consultants
employed with the Technical Ascistance component of the loan will
assist i the development of the Credit Manual.
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, The Manual will also serveas a promotional
document and will be distributed to the local Chambers of Cammerce

and other interested parties.

The Manual will be periodically revised as
experience in the implementation of the project dictates.

3. Provided by Local Bank

The Local Bank, as a matter of normal banking
practice, assists the customer in the preparation of the 1loan appli-
cation and the simple statement of financial affairs which accompanies
it. Further assistance and advice is given to clients on request.

Banks normally visit a new client's establishment several times during
the course of a loan and these "inspection" staffs are equipped to render
some assistance and adavice to the client.

I. Alternative Methods and Sources of Financing
1. Methods

At the outset of the project, various alternate
methods of financing were considered. Considering the needs to be met,
their urgency, and the requirements for speed and flexibility in handl-
ing the administrative details, the decision was made to use the methods
described above.

One alternate was the selection of an intermediate
credit institution which would make all sub-loans.. The Industrial Bank
of Peru (BIP), a GOP development bank, is chargedwith small industry
lending. The bank bas traditionally required massive guarantees and
has, therefore, made few loans in the area covered by the present loan.
Prior to the earthquake, this bank had made 4 loans to medium industry
and none to small enter: rise in the Disaster Area. In 1971, it made 21
loans to medium industry and 5 to small enterprise in the Disaster Area.
The BIP is now in reorganization and it will be at least one year before
it will be ready to undertake a new assignment of the magnitude of the
subject project. Other possible choices as sole sub-lender either were
not equipped to handle smallloans for business, were not represented
in the zone, or were privately owned banks and therefore not acceptable
to the GOP as ICI's.

The division of the fund among several banks was
also considered and discarded as lacking flexibility and being too dif-
ficult to control.
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Section V. FINANCIAL ANALYSIS
A. Financial Plan by Source and Use of Funds

1. Funds provided in thousandsof U.S. Dollars

Funds for Technical Total

Provided by Sub-Lending Agsistance
A.I.D. $2,450 $ 50 $2,500
Local Banks 288 (L 288
Sub-borrowers 144 - 144
_ §2,882 § 50 32;932
CRYRZA (5 yrsi = $375 375
TOTAL $2,882 $425 $3,307

(L

Some Technical Assistance will be given by Local Banks.

2. Fund Revenue in thousands of U.S. Dollars in 5 years
at a maximum lending rate of $1,250,000 per year;

Interest charge to sub-borrower at 8%
on the declining balance (assuming an
average loan of $4,610 for 3 years with

6 months grace) 813
Less: 13% per annum on 10% loaned by -
Local Baaks $132
3% per annum service charge 275
TOTAL To Local Banks 407
406
Less: 1% per annum service charge
—_ of fidueiary bank 91
Net to Fund 315

B. Need for Local Cost Financing

Considering that the pgreater part of the subloans w«re
expected to 1o for locz2dl censtruction; equipment purchases will be of
& wide vuriety ol crmller items wiaich can be purchased locally as reguired;
and the size and varlety of sub-borrowers expected would obviate direct
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importe or bulk purchases, the GOP has requested authorization for

local expenditure of the entire amount of the AID loan (with the
possible exception of dollar costs associated with technical assistance
procurred from 941 ‘countries). Because of the humanitarian purpose of
the loan and the type and size of procurement contemplated (construction
activity will be the largest single element of procurement), it is felt
that the request of the 0P {s fully justifiable.

AW e LwMMUL Y va vl Uve wme m-- — - caie -

C. GOP Inputs

1. Replenishment of the Fund for uncollectable accounts

After deduction.’ of Local Bank interest and service
fees and Central Bank fiduciary fee the remaining net income of the
Fund will be available to cover bad debt losses and expenses of col-
lection. To the extent that such losses and expenses exceed the net
income of the Fund, CRYRZA would be required to protect the Fund against
cecapitalization by annual replenishment from its ordinary biennial
budget or other funds. This provision could also ténd to encourage a
business like attitude by CRYRZA in exercising its loan approval function.

2., Technical Assistance Staff

As described in the section under Technical Assistance,
CRYRZA undertakes to provide a Technical Assistance Staff of three to five
men from its own funds, together with the necessary administrative support.
The cost of this team and its support is estimated at$75,000 per year.

D. Utilization of Repayments

Repayments of sub-loans, together with interest received
after payment of the fiduciary's fee, will be added to the Fund and made
available for relending under the terms and conditions of the Fund for
the 1ife of the Fund, which is presently estimated at 5 years from
the date of the initiel disbursement by A,I.D,

Upon the termination of this period, the proceeds of
the loan will be used for such purposes as may be agreed between the
GOP and A.I.D.

E. GOP
1. Monetary Policy

The current monetary policy in Peru is Jesigned to
stimulate private investment by making money sufficiently available for
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those firms wishing to invest within the context of Peruvian Reform.
However, interest rates (which are fairly insensitive to changes in the
money supply) and collateral requirements on loans (especially to small
borrowers) are such as to discourage many from investing. Thus, the
bulk of the investment now taking place is being financed from profits.

Also, there is considerable, but diminishing, uncer-
tainty in the minds of many private businessmen with respect to the nature
and extent of the structural reforms being pressed by Peru's current
government, and thus the demand for money is not as strong as it would
otherwise be. The inflexibility of interest rates prevents any signi-
ficant decline in the cost of money. In recent months a large portion
of the increase in the money supply has been invested in government bonds
and mutual savings associations, rather than invested directly in private

industry.
2. Palance of Payments

Feru's balance of payments showed a large surplus in
1970 ($320 million) an¢ a moderate deficit in 1971 (575 million), with
trade balance surpluses of %429 nillion and $14C million respectively in
the two years. At the end of 1971, Peru's net international reserves
stood at approximately $345 million, or 45% of 1971 impérts.

Assuming Peru fulfills its National Development
Plans for 1972-75, its projected balance of payments deficit for the
period will total $731 million, or more than double its current net
international reserves. Recognizing the magnitude of the problem the
GOP has requested assistance from foreign governments and foreign pri-
vate banks. The U,5, private banks with loans outstanding to Peru have
agreed to a reschaduling of a large percentage of these loans and have
granted substantial now loans to Peru. At the recent consultative group
meeting on Peru initiated by the World Bank, Peruvian officials were pro-
mised substantial foraign financing for projects to be carried out within
the tramework of the Naticnal Development Plan. This financing, if actual-
ly forthcoming, should be sufficient to cover most of Peru's needs over
the period, with very little reserve loss for the country. If this financ-
ing is not forthcowing in the magnitude requied, Peru will probably fail
short of its development goals, with corresponding reduction in itz !’
ance of payments,deficits and some loss of reserves.

Peru's debt service payments will approach 20% of :n~-
nual exports for the years 1972 through 1974, after which they should
fall to less than 154 of exports. The current GOP has refrained from
acquiring wadditional short term foreign debt, and is making a serious
effort to plan its debt structure for coming years.

F.  Tmpict on U.S. Economy
Although the loan will be disbursed in local currency it is
a small loan, entirely for humanitarian purposes, and is expected to have a



negligible effect on the U.S.
made shelf items are purchased
will be some beneficial effects

eéconomy. To the extent that u.Ss.

to aid in the reconstruction there
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Section VI. IMPLEMENTATION PLAN

A. Execution

1. Authorization of Loan (A) May, 1972
2. Termination of Negotiations and

Signature of loan agreement A + 2 months
3. Conditions Precedent Met A + L months
4. First Disbursement by ATD A + 5 months
5. Final Disbursement A + 36 months

B. Procurement

Upon the meeting of the Conditlons Precedent for the
first disbursement under the loan, CRYRZA, with AID concurrence, wiil
proceed to contract the consultants required to train the technical
staff (See IV H 1). These consultants will be obtained from the USA
or Code 941 countries.

AID will defray the costs of these consultants upon
presentation of appropriate vouchers.

C. Disbursement Proceedures

Upon meeting the conditions precedent for the first
disbursement for relending under the loan, AID will, after obtaining
the necessary disbursement authority, deposit in the CRECE fund in
the selected Fiduciary the soles equivalent of $250,000.00 to cover
the estimated requirements of the fund for 90 days. At the end of
the first month and each month thereui'ter, the Fiduciary will prepare
a listing of disbursements from the fund to the local banks, detuiling
the sub-borrovers and furnishing such information regarding them as
AID may require. When the accumulated disbursements from the fund
reach $125,000.00, or such other amount as may be agreed with the
Fiduciary, AID will replenish the fund for the amounts disbursed.
This periodic replenishment wil) continue until the loan is fully
disbursed.

D. Reporting

The monthly reports from the Fiduciary, listing the
disbursements to the lceal banks,will also furnish a 1ist of the
sub-borrovers, giving the. name, address, type of business, amount
and term of the sub-loan, and such other information as AID may
require. The monthly reportz will also include details as to
repaylicuts aad e overall status ef the fund.

CRYRZA will submit a quarterly narrative report
covering fund operations, probiems encountered, and such other infor-
mation as may be required by AID for the proper monitoring of the Fund.
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E. Monitoring

The monitoring of' Lhe luan will be the respenaibility
of a Project Manager and & Loan Officer (who may be the same person)
assigned by the Mission.

It will be the responsibility of the Project Manager
to review the monthly reports recelved from the Fiduciary and o
satisfy himself that the sub-louns are bonagide and meet the establtahed
criteria. l!Having dune 50, he will approve the liating for AID replenigh-
ment of the rund es ‘lescribed above.

The Project Manager will Also be tue AID representative
at the periodic meetings between CRYKRZA, the local banks, and AlD ror
consideration of sub-loan operations.



Section VII, ENVIFOMMENT
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on the environment have been earefully comsidered and it has bees
coneluded that the resultant effects will be Begligivle,

In reaching this conclusion, the faet that the losa
Proposes to rinence & multiplieity of sualler enterprises TATORgh
the medium of local banks vas consideved, The enviroanesial
isplications viil, therefore, be diffieult, if pot inposaible 1o

predict and therefore should mot be requived, However, theve is
Httle immediate possibility of sigaificant sdverse envirommestal
izpact from this loan comsidering the siate of developnest of ke
Earthquske Area and the spallness ef the sub-projecis,
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CERTIFICATION PURSUAN'I" 10 SECTTON 611 (e) OF THE
FOREIGN ASSISTANCE ACT OF 1961, AMENDID

I, Louis V. Perez, Director of the Agency for International
Development in Peru, do hereby certify that, to the best of my know-
ledge and belief, Peru possesses both the financial and human resour-
ces to effectively utilize and maintain the project for assistance to
Small Business (Earthquake Area) proposed to be financed by an A.1.D.
$2.5 million dollar loan to the Government of Peru. In so certifying,
I have taken into account the utilization of similar projects in Peru
previously financed or assisted by the United States, and I have
particularlv taken into account the capabilities of the proposed
implementing agencies, CRYRZA, the Central Reserve Bank and the
Peruvian banking system, in past performance of functions similar to
those assumed by them in the subject project, and the memorandum dated
April 29, 1972, from the Assistant Director of Capital Projects,
USAID/Peru.

May 1, 1972 ,/45(,@4 v /@47

Date Louis V. Perez
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MEMORANDUM

April 29, 1972

TO

Mr, Louis V, Perez

Direcfgzﬁg;]
FROM Arthun'i«yé/gb——-

Assistant Director for Capltal Projects

SUBJECT: Section 611(e) Certification for Proposed Small
' Business Loan for the Disaster Area

Section €11(e) of the Foreign Assistance Act, as amended, requires that
before development loans are made for any capltal assistance project
estimated to cost In excess of $1,000,000, the Administrator of AID

must have received and taken into consideration a cexrtification from

the principal officer of AID in the country in which the project is
located as to the capability of the country (in both financial and

human resources) to effectively maintain and utilize the project, taking
into account, among other things, the maintenance and utilization of
previous projects in such country previously financed or assisted by AID,

The proposed loan for small business rehabilitation and development is
a new concept in both method of operation and the field of small in-
dustry and commerce in which it will operate, CRYRZA, the Central Bank
and the private barks, the agencies to whom the various functions of
project implementation would be assigned, have, in the past, in per-
forming similar functions, proven reasonably capable, Accordingly, I
consider that they have the capability to carry out the subject project,

On the basis of the information contained in the loan paper, I recommend
that you sign the attached certificatlon,
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Mr, Louls V, Perez

Director

Agency for International Development
Lima,~

Dear Mr, Perez:

This letter constitutes the official application of my Government to
the Agency for International Development for a loan, on AID's most
concessional terms, of $2,500,000 to assist in financing the rehabili-
tation and development of small and medium size business and industry
in the area affected by the earthquake of May 31, 1970, The Borrower
would be the Government of Peru, and the Executing Agency would be
CRYRZA, A description or the program is attached hereto,

As you know, the earthquake and flood disasters serlously affected a
large number of small business and commercial establishment in the
Zone which employed many people, Financial assistance is tn-cefore of
high priority to permit the recovery of such firms or cooperatives,
Moreover, the provision of credit to small wori:uy enterprises will
greatly assist these to participate in the reconstruction program and
lay a base for development of the area.

In order to assure adequate administration of the program, the Govern-
ment, through CRYEZA, will provide additional technical personnel
(estimated at 5) who will be responsible for supervicion of the credit
program and for technical assistance needed by borrowers, The Govern-
ment, through CRYRZA, will assume the credit risk under the progranm,

Sincerely,

Minister of Edonomy and
Finance

Attachment
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ATTACHMENT

PROGRAM FOR CREDIT TO SMALL AND MEDIUM SIZED BUSINESS
AND COMMERCIAL, ESTABLISHMENTS IN THE AREA AFFECTED BY
THE EARTHQUAKE OF MAY 31, 1970

Borrower: The Government of Peru, acting through the Minister of
Economy and Financa,

Executing Acencys CRYRZA.

Purpose of Loan: To establish a fund for relending to small and medium
slzed businesses in the Disaster Area through established banking
channels,

Fiduciarv of Fund: Banco Central de la Reserva,

Eligible Sublending Agencies: Offices and agencies in the area of
Government Developrent Banks, Government owned Commercial Banks,
Privately cwnzd I'sgional and Commercial Barks, Credit Unions and
Credit Cooperatives, The sub-lending agency must participate in.
tr> loan with a minimum of 10% of the loan advanced from its own
funds,

Eligible Sub-borrowers: Any Cooperative, firm or private individual,
resident in the area and engaged in an industrial or commercial
pursuit, whose capital does not exceed S/.2 million,whose annual
sales do not exceed S/,5 million, and whose application for a
loan is approved by CRYRZA,

Terms to_the Sub-borrowers:. Interest of from 8 to 10% per annum on the
outstanding balsnce, depending on the size of the loan, grace
period of not to exceed two years, and total time for repayment of
not to exceed 10 years, Guarantees would be required only to the
extent of the pledge of the assets acquired with the proceeds of
the sub-loan,

Fees to_the Sub-lending Agency and Fiducliary: The sublending bank
would be entitled to a return of 13% per annum on the portion of
the loan advanced from its own funds and a management fee of 3%
per annum on tho balance, The fiduciary would be entitled to not
more than 1% per annum on the cutstanding balancej both fees to
be drawn from the collections of interest from the sub-borrower,

Disposition of Repavmants of Principal and Interest Collected by the
Fund: Repayments of princiral to the fund and interest collected by
it are *a be avallabvle for relending. However, a provision for

unccllectivle aczcunts in tho amount of 2% por annum on the
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outsqﬁ?ding balances will be established within the fund and will
he avallable to covar accounts not collectible and the costs of
collection by legal means,

Annually, for the 5 year life of the fund, losses from uncéllectible
sub-loans in excess of the provision will be made up by the S0P,

Technical Assistancer CRYEZA will supply a technical assistance staff,
estimated at S persons, who will ass¢st the sub-borrowers in the
preparation of itheir loan applications and in the operation of their
businesses, Fron the proceeds & the lozn, up to $50,000 will be

. made available for the provision of technical specialists to ausist
in the prorotion of the loan, the wrlting of a credit manual, ard
the training of the technical staff to be furnished by CRYRZX,

Taxes: Sub-loans grantad by the fund provided by this loan will be
exempt from all stamp taxes, as presently provided by existing
legislation,


http:loan,.up
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CHECKLIST OF STATUTORY CRITERIA
(Alliance for Progress)
The following abbreviations are used:
FAA - Foreign Assistance Act of 1961, as amended
App - Foreign Assistance and Related Agencies Appropriations Act, 1971
MMA - Merchant Marine Act of 1936, as amended

COUNTRY PERFORMANCE

Progress Towards Country Goals

1. FAA £ 208; £ 251 (b).

7

A. Describe extent to which
country is:

(1) Making appropriate efforts
to increase food production and
improve means for food storage
and distribution.

(2) Creating a favorable cli-
mate for foreign and domestic
private enterprise and invest-
ment.

(3) Increasing the public's
role in the developmerrtal
process.

The GOP has an active agricultu-
ral credit program for both large
and small farmers. A top priority
activity of the GOP is the Agra-
rian Reform program which is de-
signed to bring new lands under
cultivation.

In the context of its industrial
reform program (industrial Law)
and its balance of payments mana-
gement, the GOP is actively seek-
ing foreign and domestic priva<n
investments in areas identif!.a
as being essential to gro.:...

Newly decreed programs in ’ndustry
(Industrial Law), fishing (Fishing
Law), and Agrarian Reform are
specifically designed to achieve
this objective.



(4) (a) Allocating available
budgetary resources to
development.

(b) Diverting such re-
sources for unnecessary
military expenditure (see
also Item N° 16) and in-
tervention in affairs of
other free and indepen-
dent nations. (See also
Item N° 14).

(5) Willing to contribute funds
to the project or program.

(6) Making economic, social,
and political reforms such as
tax collection improvements and
changes in land tenure arrange-
ments, and making progress to-
ward respect for the rule of
law, freedom of expression and
of the press, and recognizing
the importance of individual
freedom, initiative and private
enterprise.

(7) Adhertpg . to the princi-
ples of the Act of Bogota and
Charter of Punta del Este.

ANNEX IV
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Sizeable portions of the GOP
national budget are being allo-
cated to the top priority pro-
grams of educational, agricul-
tural and industrial reform.

GOP Military expenditures for the
years 1971 and 1972 are $433

million or 16% of the total two-
year budget. No known interven-
tion in affairs of other nations.

The GOP committment to supply
technical assistance staff an
administrative support rlus
thelr undertaking to reimburse
losses from bad debts for 5
years is considered ample proof
of their willingnass to contri-
bute. '

While freedom of press and of
expresslon has been somewhat cur-
tailed in recent yearg tax collec-
tions nave improved, laws are
enforced and land reform has been
given high priority. GOP is mak-
ing significant efforts to improve
quality of judiciary.

Sound monetary and fiscal poli-
cles leading to real growth in
GNP, stable prices, and a balance
of payments surplus, coupled v -n
significant economic and social
reforms designed to restructure
the Peruvian society along morne
equitable lines, clearly indicate
Peru's compliance with Alliance
for Progress goals.



(8) Attempting to repatriate
capital invested in other coun-
‘tries by its own citizens.

(9) oOtherwise responding to
the vital economic, political,
and social concerns of its
people, and demoustrating a
clear determination to take
effective self-help measures.

B. Are above factors taken into
account in the fumnishing of the
subject assistance?

Treatment of U.S., Citizens

2,

S
o

FAA 5 620 (o).

If assistance is to government, is
the government liable as debtor or
unconditional guarantor on any debt
to a U.S citizen for goods or ser-
vices furnished or ordered where
(a) such citizen has exhausted
available legal remedies, and

(b) debt is not denied or con-
tested by such government?

FAA £ 629 (&) (1).

If assistance is to a government,
has it (including government agen-
cies or sub-divisions) taken any
action which has the effect of na-
tionalizing, expropriating, or
otherwise seizing-ownership or
control of property of U.S, citi-
zens or cntities beneficially,
owned by them without taking steps
to discharge its obligations to-
ward such citizens or entities?

ANNEX IV
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Recent decrees requiring full
repatriation of foreign capital
of Peruvians have had an impor-
tant impact on the balance of
payments and make available re-~
sources for investments in Peru.

The GOP appears to be responding
to the economiec, political and
social concerns of its people,
particularly the poor, and has
strenthened self-help measures
as indicated above.

Yes.

No known recent instance.

In 1968 the GOP expropriated the
holdings of IPC, a company bene-
ficially owned by U.S. citizens.
It has been determined that » -rgy-
priate steps to discharge i:,
obligations have been taken by

the GOP, within the meaning of

the statute.



4. FAA_§ 620 (0); Fishermen's Protec-

tive Act. 5.5.

If country has seized, or imposed any
penalty or sanction against, any U,S,

ANNEX IV
Page 4 of 16

No known seizure during past
year.,

fishing vessel on account of its fish-
ing activities in internarional waters.

a. has any deduction required by
Fishermen's Protective Act been
made?

b. has complete deniel of assist-
ance been considered by A.I.D.
Administratar?

Relations with U.S. Govermment and

Other Nations

5.

FAA £ 620 (d).

If assistance is for any productive
enterprise which will compete in
the U.S., with U.S. enterprise, is
there an agreement by the recipient
country to prevent export to the
U.S. of more than 207 of the enter-
prise's annual production during
the life of the loan?

S

FAA 5 620 (j).,

Has the country permitted, or
failed to take adequate measures
to prevent, the damage or des-
truction Ly mob action, of U.S.
propervty?

FAA S 620 (1).

If the country has railed to ing-
titute the investment puaranty
program for the specitic visks of
cxpropriation, i convertibility

ov confiscation, nas the A.L.D,
administration within the past
year considered denying assistance
to such poveriuient for this reason?

No claim has been made and
therefore no deduction is re-
quired by the Fisherman's
Protective Act.

The Administrator has taken
into consideration prior
selzures of U,S, fishing
vessels by the GOP in his
determination to continue
to furnish assistance to
Peru.

No such enterprises to be
assisted.

No known recent instance.

The Administrator has taken
Peru's limited guaranty pro-
gram into concideretion in
determining Lo continue ‘o
lurnish assistance to Peru.
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8.

9.

10,

11,

12,

FAA £620 (9.

Is' the government of the reci=-
pient country in default on
interest or principal of any
A.I.D. loan to.the country?

FAA £ 620 (1).

Has the country servered diplomatic
relations with U.S.? If so, have
they been resumed and have new
bilateral assistance agreements
been negotiated and entered into
since such resumption?

FAA 2 620 (u),

What is the payment status of the
country's U.N, obligations? 1If
the country is in 2rrears, were
such arrearagestaken into account
by the A.I.D. Administrator in
determining the current A.1,D,
Operating Year Budget?

S

FAA 5 620 (a).

Does recipiant country furnish ag=
sistance to Cuba or fail to take
appropriate steps to prevent ships
or_aircraft under its flag from
carrying carpoes to or from Cuba?

FAA_ 3 620 (v),

If assistance is to a povernment,
has the Secretary of State deter-
Wined thae it i not controlled
Ly the Iarernational Communist

Moy e
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No.

No.

GOP budget authorizes expenditur
for delinquent U¥ ques and pay-
ments on regular budget acecount,
The GOP has stated its intentier
to liquidate delinquent obli-
gations. Peru's arrearages
considered in determining the
current 0YB,

wer

No known assistance to Cuba cr
carriage of cargoes to or -
Cuba by Peruvian flag ship:. A
commercial sale of fishrme-j BEYS
made to Cuba and was carri:d to
Cuba in Cuban vessels,

Yes.



13.

14.

15.

*16.

S

FAA s 620 (f).

Is recipient country a communigt
country?

S

FAA 3 620 (i).

Is recipient country in any way
involved in (a) subversion of,

or military aggression apainst,
the U.S. or any country receiv-
ing U.S. assistance, or (b) the
planning os such subversion or

aggression?

S

FAA 5 620 (n),

Does recipient country furnish goods
to North Viet-Nam or permit ships or
ajrcraft under its flag to carry.
cargoes to or from North Viet-Nam?

See last page
"Military Expenditures
FAA _§ 620 (s).

17.

What percentage of country budget
is for military expenditures? How
much of foreign exchange resources
spent on military equipment? How
much spent for the purchase of
sophisticated weapons systems?
(Consideration of these points to
be coordinated with PPC/MAS).

ANNEX 1V
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No.

No.

No known instances.

In 1970, Peru's defense expendi-
tures represented 18.7% of cen-
tral governments expenditures.
0f the two-year 1971-72 budget,
16% is earmarked for military
expendlitures.,

In 1969 (the latest year for which
data is available), the GOP spent
$249 million in foreign exchange
on military 1lmports.

With respect to sophisticated
weapons systems, Peru purchased .0
mirige type aircraft, plus sparn
parts, for a total of $28 million i:
1968, repayable over 8 years beginn‘
as of 1970.

The Administrator has taken these
matters into account in determinins
to continue to furnish asasistanee
to Pcru









27.

28.

29,

30.

FAA £ 251 (b) (3).

Information and conclusion
on activity's relationship
to, and congistency with,
other developrent activities,
and its contribucion to
realizable long-range objec-
tives.,
S
5

FAA 251 (b) (7).

Information and conclusion on
whether or not the activity to
be financed will contribute to
the achicvemsnt of self-sus-
taining growth.

FAA 2 281 (a2).

Describe extent to which the
loan will contribute to the
objective of assuring maximum
participation in the task of
economic development on the

part of rhe people of the
country, through the encourage-
ment of democratic, private and
local governmental institutions.

FAA 2 281 (1),

Describe extent to which program
recognizes the particular needs,
desires, and cavnacities of the
people of the country; wutilizes
the country'< intellectual re-
sources to encourape institu-
tional developmentt and supports
civic education and training in
skilis required tor effective
participation in governmental
and politicnl precesses cssential
to self-poveranent.

- 9 -
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The proposed program will con-
tribute to the reb uilding of
small business and the provi-

sion of employment in a disaster
area. See also Item 25,

The promotion and assistance
to small enterprise will con-
tribute significantly to long
term self sustaining growth.

The loan is designed to assist
the reconstruction and develop-
ment of private enterprise and
strengthen the capacity of the
Peruvian commercial banking
system to contribute to develop-
ment of new private enterprises.

Program contemplates a signifi-
cant self-help input at the
community level to satisfy

needs of the highest priority

in the disaster zone. By promo:~
ing a cooperative effort, tha
program strengthens democr.:j -
processes at the grass-~root:
level,


http:democrz.c2
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31.

32.

33.

34,

35.

S

FAA s 601 (a).

Information and conclusions whether
loan will encourage efforts of the
country to: (a) 1increase tha flow
of international trade; (b)
private initiative and competition;
(c) encourage development and use
of cooperatives, credit unions, and
savings and loan associations; (d)
disccurage monopolistic practices;
(e) improve technical efficiency
of industry, agriculture, and
commerce; and (f) strengthen free
labor unions.

FAA ©

619,
If assistance is for newly indepen-
dent country; 1is it furnished
through multilateral organizations
or plans to the maximum extent
appropriate?

FAA & 251 (h).

Information and conclusion on
whether the activity 1s consistent
with the findings and recommenda-
tions of the Inter-American
Cemmittee for the Alliance for
Frogress in its annual review of
national developuent activities.

FAA & 251 (p).

Information and conclusion on use
of loan to assist in promoting the
cooperative movement in Latin
American.

FAA & 209; £ 251 (b) (8).

Information and conclusion whether
assistance will encourage regional
development programs, and contri-

biite to the economic and political
integraticn of Latin America.

foster

P
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(a) not significantly;
(b) yes, loan will help to

" restore the economic life

of several communities;

(¢) not particularly;
(d) by fostering new enter-
prises will promote free
competition; -
Yes, by assisting communi-
ties with the reconstruc-
tion of commerce and
industry.
(f) no.

(e)

Peru not newly independent.

The CIAP review of Peru emphasized
the justifieable need of interna-
tional financial assistance to
Peru's development programs.

Sub-loans may be made to local
cooperatives, thussupperting the
cooperative movement in Latin
America.

Not directed toward regional
development.



Loan's Effect on U.S. and A.I.D.

Program

36.

37.

38.

39.

40.

FAA & 251 () (W); 2 102,

Information and conclusion on possi-
ble effects of Loan on U.S5. economy,
with special vecference to areas of

ANNEX IV
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. ‘Apart from possible purchase of
some U,S. goods and services,
loan is for local costs with

substantial lsbor surplus, and extent negligible effect on U.S. eco-
to which U.S. comnodities and assist- nomy, slight adverse effect om

ance are furnished in a manner con-
sistent wich improving the U.S.
balance of payments position.

601 (h),

’

FAA 8

Informatiecn znd conclusion on how
the loan will encourage U.S. pri-
vate trade and investment abroad
and how it will encourage private
U.S. participation in foreign
assistance programs (including

use of privete trade channels and
the services of U.S. private enter-
prise).

S

FAA 3 601 (d).

If a capitael project, are engineer-
ing and professional services of
U.S. <irm., arnd their affiliates
used used to the maximum extent
consistent with the national
interest?

nn

FAA 602,

Information and conclusion whether
U.S. small business will partici-
pate equitaoly in the furnishing
of goods and services finance by
the loan.

FAA 2 620 (h).

i1l the loan promote or assist the
foreipn aid projects or activiries
of the Comminist-itloe countries?

U.S. balance of paynents.

See item 36.

Services of U.S, Peruviany Code
941 firms may be used for tech-
nical assistance as appropriate
All other financing for local costs
of sub-borrowers under ICI guide-
lines.

See items 36 and 38.

Loan agreement will specifically
provide against such eventualit:.



41.

FAA S 621.
If technical assistance is finan-
ced by the loan, information and
conclusion whether such assistance
Wwill be furnished to the fullest
extent practicable ‘'as goods and
professional and other services
from private entecprise on a con-
tract basis. If the facilities

of other Federal agencies will be
utilized, information and conclu-
sion on whether they are particu~
laily suirable, are not competi-
tive with private enterprise, and
can be made availeble withou®
undue in:erfecence with domestic
programs.

S

FAA s 252 (a).

Total amount of maney under loan
which is going directly to pri-

vate enterprise, is going to inter-
mediate credit institutions or
other borrowers for use by private
enterprise, is being used to finance
imports from private sources, or is
otherwise being used to finance
procurements from private sources.

Loan's Compliance with Specific

Requirements.,

43.

44,

FAA £ 201 (d).

Is intcrest rate of loan at least
2% per annum during grace period

and at least 3% per annum there-
after.

s
FAA 5 608 (a).

Information on mecasures to be
taken to utilize U.S, Govern-
Ment excess personal property
in lieu of the procurement of
new items.,
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It is contemplated that tech~-
nical assistance will be pro-~
vided by private enterprise on
a contract basis.

It is contemplated that, excest
for technical assistance to be
procured from private sources

by GOP, all loan funds will be
used to finance procurement from
private sources by private bor-
rowers, through private financing
institutions.

Yes.

A1l loan financing, except pos-
sibly technical assistance, to
be local costs.



45.

46.

47.

48.

49.

50.

FAA 5 604 (a).

Will all commodity procurement

financed under the loan be from
U.S. except as otherwise deter~
mined by the President?

FAA s 604 (b).

What provision is made to pre-
vent financing commodity pro-
curement in bulk at prices
higher than adjusted U.S.
market price?

FAA & 604 (d).

If the he.t country discriminates
against U.S. marine insurance
companies, will loan agreement
require that mirine insurance

be placed in the U.5. on commodi-
ties financed by the Loan?

S

FAA 5 604 (o),

If off-shore rrocurement of agri-
cultural commodity or product is
to be financed, is there provision
against such procurement when the -
domestic price of such commodity
is less than parity?

S S
FAA & 611 (n); App s 101.

If loan finances water or water-
related land resource construction
project or pregram, is there a
bencfit-cost computation made, in-
sofar as practicable, in accordance
with the procedures set forth in
the Hemorandizn of the President
dated Mav 15, 19627

FAA £ n11 (o),

It contracis for construction are
to b Yinanced what provision will
be maske that they b let on a com=
poetitive il to poxinem extent
practicable?

ANNEX IV
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Yes.

Not Applicable.

Loan Agreement will so specify.

No financing of such procure-
ment is contemplated.

No large scale water or water-
related land resource construc-
tion project or program will be
financed.

‘No such financing is contemplated.



51.

52.

53,

54,

55.

56.

57.

FAA § 620 (g).

What provision is there against
use of subject assistance to
compensate owners for expropriated
or nationalized property?

FAA § 612 (b); & 636 (h),

Describe steps taken to assure
that, to the maximum extent pos-
sible, the country is contribut-
ing local currencies to meet the
cost of contractual and other ser-
vices, and foreign currencies
owned by the U.S, are utilized

to meet the cost of contractual
and other services.

App. & 104

Will any loan funds be used to
pay pensions, etc., for military
personnel?

App. § 106.

If loan is for capital project,
is there provision for A.I.D.
approval of all contractors and
contract terms?

S
App. s 108.

Will any loan funds be used to
pay U.S. assessments?

App. & 109,

Compliance with regulations on
employwent of U.S. and local
personnel for funds obligated
after April 30, 1964 (Regulation
7).

FAN 3 636 (i),

Will any loan funds be used to
i e nerchege, long-tern
lease, or exchange of motor
vehicle manufactured outside of
United States, or any gmranty
of such 4 transaction,
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No such financing contemplated.

GOP will cover all local costs
of CRYRZA administrative person-
nel. . No excess U.S. owned
currencies are available in
Peru.

No.

Loan agreement will so provide.

No.

Loan Agreement and implementa-
tion letters will provide for
application of Regulation 7.

No.



58.

59.

60.

61.

*16.

App. § 501 ,

Will any loan funds be used for
publicity or propaganda purposes
within U.S. not authorized by
the Congress?

FAA § 620(1),

If construction of productive
enterprise, will agzregate
value of assistance to be
furnished by the United
States exceed $100 million?

FAA 5 612(d) .

Does th> United Stetes own
excess foveign currency and,
if so, what arrangements
have been made for its
release?

MNA % 901.b.

Compliance with requirement

that at least 50% of the

gross tonnage of commodities
(computed separately for dry
bulk carriers, dry cargo liners
and tankers) financed with funds
made available under this loan
shall be transported on private-
ly owned U.S.-flag commercial
vessels to the extent that

such vcesels are available at
fair and reascnable rates,

FAA £ 491

Has the government of recipient
country failed to take adequate
steps to preveat narcotic drugs
and otier controlled substances
(av de{in2d by the Comprehensive
Drug Aberne Previencion and Control

Acl or 1Y/v) produced or processed,

in whole or in part, in such

ANNIEX TV
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No.

Not applicable.

No U.S. owned excess
foreign currencies available.

The Loan Agreement will
provide for compliance
with the 50% U.S. flag
shipping requirements.

No. The GOP has taken

such measures as are within
its capacity to control
narcotics traffic and ig
cooperating with U.S. efforesg
to eliminate productinn

and trade in narcotics.



16.

Cont'd.

country, or transported through

such country, from being sold
illegally within the jurisdiction

of such eountry to U.S, Government
personnel or their dependents,

or from entering the U,S. unlawfully.

ANNEX 1V
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THE EARTHQUAKE OF MAY 31, 1970

Relief and Reconstruction Efforts to Date

1. History
Earthquake of May 31, 1970 and its aftermath:

On the afternocn of Sunday, May 31, 1970, occurred what UNESCO
was to call "the most destructive earthquake in the history of the
llestern Hemisphere®. MNews of enormous damage in the coastal cities
was received ecrly, but only on the second.day after the quake did the
cloud of dust which had covered the beautiful valley of the Callejon
de Huzylas disappcar and reveal what was worse; the north-wzll of
23,000 foor Huzscaran bhad fallen into the valley and buried the town
of Yua w. In tha 42 seconds of the carthquake, according to the
officiai Covernient figures:

20,000 vere killed, 20,000 were missing, and 150,000 injurad;

Of 33 towns, 15 lost more than 80% of their houses;

70,000 hemss weve destroyed az well as 6,730 school rooms and
uncounted business buildings; :

90% of the electric power was gone;

77% of the roads were destroyed, together with the only railroad;
83,000 square kilometers (7% of Peru's total land area),
1,700,000 persons (13% of the country's population) were signifi-
cantly affected, and the total damage was estimated to exceed
$500 million.-

Immediate relief was prompt and effective. Sixty nine nations
and interaationzl ovrpganizations provided in the form of grants, com-
moditic:, or orher ~esistance, some $44,268,000 for immediate relief;
the lnited Sveves and its U.S. Voluntary Agencles contributing
$26,796,446 or U4 of the total. By this magnificent effort, the
injured veceived care and the survivors recelved food and shelter.

2, Present Cituation in the Zone Affected by the Earthquake

The inmediate relief of the Zone Affected by the Earthquake (su...
Afectata por el Sismo - ZAS) having been handled, the Government of
Peru rurned ite attontion to the long-range problem of reconstructic-.
To that ced, 1t established "“The Commission for Reconstruction and
Rehab:iiiraticn of rhie Zone Affected by the Earthquake of May 31, 197y
(CRYRZAYY s & szparate entity within the government, gave its head
Cabir:: rauk and completo nower of declsion and action within the ZAS,






ANNEX VI
Page 3 of 3

Even thoupgh the need, the demand and the interest for housing by the
people of the .egion is intense, much progress still needs to be made
in thiy sector.

Thz lerger industries in the ZAS, the steel mill at Chimhote,
sugar mills, and tie Fishmeal factories scattered along tha Coast,
were, becawse of theii better construction, among the least affected
by the earthquake and were able to resunme normal actlvities within a
few weeks.

Small businesses, both industrial and commercial, normally occu~
pied buildings of che adobe construction typical in the area, and suf-
fered the loss of buildings, stocks, machinery, and equipment, and fur-
niturs cnd fiyoires.  Further, iny established businesses sufferad
the loss of markets for their Proaucts znd services. In general, these
sialler boziyessos havo bueen Lutible ro resume normal activicy dua «g
the lack of funds to replace and rebuila.

Adding to the effects of thn initial disaster, in March of 1372,
the rains in the Andes were the hesviest experienced in 59 years and
the rivers i the Ccer ares floved their banks, dostroying comauni.
cations, flooding touns, and ruining crops and irrigation systems.

Again, it was the small business man who suffered the greatest loss.
Operating on the narrowest of margins, the loss of a few days salzs, or
a small percentage of his stock in trade can be sufficient to drive him
out of business and back among the unemployed.

3. Framevorik for the A,I1.D. Program in the ZAS

The COP plan for the reconstruction of the disaster acea is enten-
sive. Concurvens with the reconstruction, the GOP wants to develop the
disast=r areas into an area of greater economic potential and to raise
the svanderd af living for the peopie in the area. In order to mect this
objective, the GOP has arranged for planned cities and cormunities, has
plarned projects in the areas of health, education, agriculture, community
facilities, infrastructure, conmuniry organizations, industyry, tourism,
housing, mining, fishing, communication and transportatinn,
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Planned Financial Assistance (GOP and other donors)

The following table f1lustrates the extent of the GOP's planned
efforts in the disaster area and summarizes thie reconstruction plan.
The amount of Financing required is an estimate. It is anticipated
that 517 of the resources will come from international ccrporations and
{nstitutions. 30% rrom GOP revenues, 2% from GOP owned decentralized
institutionssand 8% tvom private corporaticns and cooperatives.
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o e

FIRANCIAL SCURCES

AMOUNT PROGRAMMED

TOURISH 1. Restore archeclcpic sites such Public Trzasury More than S/.42,000,000
as Sachia and Chavin
2, Construction of tourist hotels and
hosteles .
3. Promote tourism and provide in-
formation wi
4, Construction of Tourist Infor-
mation Centers
EGUSING AYD LRBAN CFOT details of this program see
BEVTLOFMENT section 2.3)

TRANEPCRTATION
AND
CCrIUNICATION

Airports for Trujillo, Huuraz,
znd Chinbote

Improvement of Salaverry and
Chimbote ports. Construction of
a new prot in Bahia de Salinas
Improvement and asphatting of
major roads in the area _
Improverent of telephone and
telegraphic facilitles

Public Treasury
IDB Loan

Cther Foreign Assistance

S/.4,850,000,000

POWER

Power networks for Huaraz, Caraz,
Carhuaz, and Ranrahirca

E1 Chorro Hydroeiectric Power
Plant in Santa River

Construction of thermal plant in
Chirbote (60 Kw ) zand two 150 kw
2veops in Chicama V,iley

“racemission lines from Lima to

“iow;tilo, and from Lima to Chim-

bote

Public Treasury
AID :
ForeignAssistance

About S/.4,000,000,000

f Jo £ o38g

‘.'!?‘Ki?A XaNNY



SECTCRS

GENRRAL DESCRIPTION OF
PLANNED PROJECTS

FINANCIAL LOLRCES

EMOUNT PROCRIMED

(coatinnation

TUNER

Feasibility srtudies for rural
alectricity

Rehabilitation of =ervices in all
cities of thie di-istar ropion

PRIMSTION

or

INBISTRY

Special Credit progrsn through

the Banco ladustrial

Foimaticn of an Industry Assistance
Office

Infrastructure for small industries
and crafts to be developed

Studies and fezsibility plans
Promotion and improvement of larger
industries

Pulflic Treasury
Banco Industrial

Private Sources

s/. 6,172,000,000

HINNING

Exploration and feasibility studies

Minning Projects

Public Treasury
Foreign Assistance
( POLAND)

Private Assistance

s/. 180,000,000

s/. 2,000,000,000

SISHING

1.
2.
3.
4.

6.

Scientific and Technical research
Fishing Production

Marketing

Training

Consumer Promotion

Complenentary Construction and
Egnipment

Fublic Treasurer
Foreipgn Assistance

s/.4,280,000,C00

f Jo f a%wq
I1A
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d) PReconstruction Plan for the Earthquake

In the early rehabilitation and reconstruction Flanning in the
aftermarh of the carthquake the COP decided that it would not merely
replace the proverty that existed in the area prior to the earthqu-ke,
but rather it would undortake an economic and social developwent p.ogram
for the area which would 1ifr it out of ite previous stagnant economic
and social situation. With this in mind, a new agency was establishad
(Comisidn de Peconstruccidn y RBehabilitacidn de 1a Zona Afectada -~
CRYRZZ) churged vith the responsibility of planning and executing a
program for the rohabilitation and reconstruction of the area. The
specitic objectives of the agency weret

1) The gradual and effective participation of the population
in the basic decisions affecting them, especially with raspect ta the
rehaliilizotion and rocupstruction efffort,

2) The acceleration of the process of structural reform in
the areas of agriculture, mining, credit, industry, education, ete.

bl

3) The extension of social services, especially to marginal
groups.
4) The introduction of an economic policy which maximizes

production and productivity with emphasis on reinvestment of resources
generated in the avee, plus state investment and incentives for private
investment.

5) The reorientation of migration flows from the zones of
high perulation density to areas constituting centers of demand for
labor and econtiac frontier arecs.

The Consissicn divided its work into three different stages.,
The first stape 1nvolved providing inmediate emergency services to the
area, including the evacuation of those hurt and/or orphanad by the di-
Saster, the pravision of emergency food items, the opening of ro:uds,
and the construntion of provisional housing. The second stage involved
those worl© necueszzy for the normalization of the cctivities paralise
by the earthquala, such as repairing roads, restablishing communicat -
Lines, reooving rabble from city streets, etc. The third stag lnvoivoa
the plunaing and execution of a program to provide for the social ar
econcrie developint of the area.

At the present time, the first “wo stages have been completed,
and the 2Yan for the Rebabilivarion and Roconstruction of the Affectod
Area b e Ao iened sl i in the procrss of being implemented.


http:econc.li
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The Plan is no less than a regional economic and social deve~
lopment plan for the northern region of Peru. It involves considera-
ble State participation in the economy of the region, especially in
the establishment of infrastructure. The major public works to be ini-
tiated within the next year as foreseen in the Plan include: the re-
location to more secure areas of several cities, including Chimbote
(the major coastal city with some 168,000 inhabitants); expansion of
the road system to proviZe ail weather transport to several cities here-
tofore isolated, plus the improvement of the Pan-American highway and
several cther roads, imprevement. and expansion of airport and terminal
facilities in the area, extension of telecommunication and telephone
Systems to several additional urban centers; Tehabilitation and impro-
venment of the electrical system throughout the areaj agricultural
improvement projects involving cattle, seeds, etc., plus the provision
ot agricultural teols acd equipment and credit, and the extession and
iuprovement of lvrigation systems;  the construction of 44 basic
school centers and 23 educational establishments in rural and urban
areas, plus the repair and improvement of many others; the repair and
re-equiping of 3 liospitals, 8 health centers, and 6 sanitary posts,
plus the construction and equippng of 2 hospitals, 5 health centers and
assistance to 6 vural hospituls, the extension of drinkable water to
40 localities, sewers for 8 small cities, and the construction of over
13,000 sanitary centers in the area; the construction of commercial
centers and brickmaking plants in various localities » the repair of
tourist hotels in two m~ >r cities in the area; and the construction
of several thousand nec.: sing units.

The entire reconstruction and rehabilitation (Development)
program is expected to take ten years, and studies are currently
underway to flesh out the program,
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ESTIMATED POXULATION OF THE DISASTER AREA
As of May 31, 1970
Coastal Area Mountain Area TOTALS
URBAN 514.800 58.8% 163.800 25.1% 678.600 44%
RURAL 301.400 41.2% 488.600 74.9% 850.000 56%
TOTALS 876.200 57.3% 652.400 42.7% 1,528.600 10C0%
(Total Population of Peru: 13,171,800)
Active Manpower (15-64 years) 565.582 377
Actually Employed (See Table 2) 413,000 277
Difference 152.582 10%
Estimated persons per family 5,51
Growth Rate: Average 1.7%
Coast 2.8%
Sierra o 7%
Source of Tables: Plan for Rehabilitation and Development of the

Zone Atfected by the Earthquake; ORCEN, ILPES,

CEPAL; Lima, Morech, 1971, 3 Vols.
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ESTIMATED EMPLOYMENT IN THE DISASTER AREA

As of May 131, 1970

Total %

Agriculture 233,767 5646
Fishing 14,945 3.6
Mining 3.687 .9
Power 1.600 5
Industry (Registered - See Table 3) 15,235 3.7
Small Industry and Handicrafts (See Table 4) 52.500 12.7
Commerce 39.000 9.5
Transportation 8.700 2.2
Other services 5.900 1.4
Banks and Finance +500 2
Education 11.500 2.8
Health 2,400 .6
Government 22.000 5.3
TOTAL 413,000 100.0

"Small ‘and Medium Business" employment includes: Employees % of Above Total

Medium and Small Industry (Registered) 1,200 .3
Small Industry and Handicrafts 52,500 12,7
Commerce 39,000 9.7
Transportation 8.700 2.1
Other Services 5.900 1.4

TOTAL 107,300 26.0

Note: Includes part-time employment
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REGISTERED INDUSTRY IN THE DISASTER AREA

May 31, 1970

N°e of Gross value
Esta- of Production
blish Millions ot

ments Soles Employeet
LARGE INDUSTRY1 (10 or more employees) 158 8,364 14,036
Fishmeal processing 67 4,672 5,535
Food processing (mainly sugar mills)2 32 2,483 4,192
Transportation material 10 44 264
Printing 7 19 183
Furniture Factories 7 28 235
Chemicals 7 165 510
Beverages 6 192 336
Leather goods 4 12 79
Clay products 4 17 107
Clothing & shoes 3 4 48
Machinery 3 107 572
Textiles .2 11 105
Metal working 2 57 95
Steel mills 1 537 1,609
Rubber goods 1 1 10
Unclassified 2 15 102
MEDIUM INDUSTRY" (5 to 10 employees) 128 89¢
936
SMALL INDUSTRY' (under S employees) 101 4 293
TOTAL Registered Industry 387 9,300 15,235

Mote 1 - Classifications ‘used by Ministry of Industry and Commerce.

Mete 2 - Only one of the above listed "large" enterprises is in the Sierra,
a {leur i1l in Huaraz employing only 12 persons.



SMALL INDUSTRY AND HA

NDICRAFT

May 31, 1970

Establishments

Textiles, leather & wearing apparel
including weavers, spinners, tailors,
hat and shoemakers

Metalworking of all types including
goldsmiths, pipefitters, watchmakers,
tinsmiths, electiricians

Woodworking, from carpenters to cabinet
makers

Construction including masons, painters
tileworkers, plumbers

Food industry including bakers, butchers,
grocers, etc.

Personal services including barbers,
laundries, photographers, printers

Sundry services

TOTAL

37,500

ANNEX VIII
Table 4

Page 10 of 10

Coast ~  Sierra
9,300 6,700
3,400 1,300
2,300 1,600
4,800 1,200
2,200 1,500
1,300 400
700 800
24,000 13,500

Each

Fach establishment has been assumed by CRYRZA to emply 1.5 persons.
establishnent has also been assumed to produce approximately S/.120,000 per
annum, about $2,800, which would yield per emnioyee about $1,860 per year.

Tn addition, it has been estimated that one out of every two agricultural
laborers works three months of the year at some handicraft at home to piece
out his income - an additlonal labor force of 233,767 persons working 1/4

time.
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Banco de Crédito del Perd

This commercial bank is a privately owned corporation with 901.3 million
soles ($21 million) of paid-in capital. It is the largest commerclal bank
operating in Peru. Founded in 1888, it has 100 small branches (agencies)
in Lina and Callzo and branches in every principal clty of Peru. It has
correspondent Banks all over the world and direct representatives in the

United States of America, Germany, Japan, Amsterdam, Spain, Mexico, etc.

Table I, shows the growth and composition of its financial position from
1967 to 1971.
TABLE I

Historical Financial Position of Banco de Credito
(1967 - 1971)

ASSETS 1967 1968 1969 1970 1971
(figures in billions of soles)™
Current Assets 8.2 8.9 9.2 10.2 11.2
Pernanent Investments 6.5 6.7 6.6 9.0 7.6
Fixed Assets 0.1 0.3 0.4 0.5 14 &
Total Assets 14.8  15.9 16,2 19.7 19.4 ($440 ml1lion)

LTIABTLITILS

Current Liabilities 8.1 8.6 9.2 11.0 11.9
Long~term Liabilities 6.3 6.8 6.4 8.1 6.3
Equity

Paid-in Capital, Reserves &

Profils 0.4 0.5 0.6 0.6 1.2

fotal Llabilitices 14.8 15,9 16.2 19.7 19.4 (5440 miliion,

4 Exchange rate 51 = 43,38 soles
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The Bank's profits for 1971 amounted to 65 million soles.or $..5 million,
more than triple. the 1962 level of profits.
Table II shows the deposits received by the Bank since 1967,

TABLE I1I

Deposits Received by Banco de Credito

(1967 - 1971)

1957 1968 1969 1970 1971
(figures in billions of soles)®

Time deposits 1.7 1,8 2.0 2.3 2.2
Sight deposits 4,0 4,2 4,5 6.0 6,7
Savings 2.3 2.5 2ol 2.7 3.0

[ ] L] L . L] (r 7
8,0 85 9.2 1.0 1.9 Gy

We can conclude from Table II that sirht deposits, on the average, astounted

to 507 of total deposits all along the time period. Total deposits in 1971

increased 4874 over 1967
Table 11l shows the loan portfolio of the Bank broken-down by economic

activity.

TABLE 1II

Loan Portfolio of Banco de Credito by Econonie

Activity for 1967 - 1971

1967 1964 1969 1970 191
(figures in billlonn of solos k

Productive Activities 2,0 3,0 3.5 b P 3.9
Commerco 2,1 2, 2.1 2.1 2.4
Others 0.7 O, H4 lol 13“ 1,3

So" ()-1 607 f),H 70"

St Wi

B ] oo w5

T IFCan e tate 91 = 43,38 solao

(élillon)
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BANCO NOR-PERU
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This regional Bank is a private ccrporation with 25 million eoles of paid-

in capital, and was founded in 1961 to serve the North Region,

The principal office is located in Trujillo; and the branches are located

in the following cities:
Chiclayo
Puerto Pimentel

Pacasmayo

San Pedro de Lloc

Cajamarca
Puerto Salaverry
Chimbote

The Banco Nor-Peru has been designated by Banco de la Nacion as its author-

ized agent to operate in the "divisas" market, thus the Banco Nor~Peru corre-

sponds with several foreign Banks,

Table I, shows the composition of its financial position for the years 1969

and 1970, I have not been able to get the General Balance sheet for 1971 due

to the distance.

TABLE I

YEARLY FINANCIAL POSITION OF BANCO NOR-PERU

(in million of soles’i®

ASSETS

Current assets
Investments
Fixed assets

Total Assets

LIABILITIES

Current Liabilities
Long term Liabilities

& Exchange rate $1 = 43,38 soles

17,
32.
13,

[o- < 38 3

229,2
200, 4

($11.9 million)
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Paid-in Capital, Reserves &

Profits

Total Liabilities & Net Worth

Ratio of current asse
current Liabilities

The Banks' net profit for 1970 was 3
million for 1969,

T

Page 4 of L
34,2 35.4
463.8 526,1

ts to

1,38 timed 1,30 times

.7 million soles compared with §.3.5

ABLE II

DEPOSITS RECEIVED BY BANCO NOR-PERU

(in mi

Sight deposits
Time deposits
Saving

Total

Saving deposits in 1970 increased 40,

Total deposits in 1970 increased 417

1lion of soles)%
1969 1970
159 220
194 280
268 376
Deposits 621 876

7% over the 1969 year.
over the 1969 year.

TABLE III

LOAN PORTFOLIO OF BANCO

NOR-PERU BY ECONOMIC ACTIVITIES

(in million of soles)¥

Productive Actilvities
Commerce
Construction
Agriculture
Others

Tota

The loan portfolio of Banco Nor-Peru
fipure in comparison with 332 million

31.9% in 1970,

% Exchanee rate S1 = 43,38 soles

1970
153 45,94%
91 27,317%
16 4.88%
16 4.84%
56 17,037%
1 332 100,002

in 1969 was 251.,8 million soles; this

for 1970 represents an increase of

($11.9 million)

($19.9 million)
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THE CENTRAL RESERVE BANK OF PERU

Financial Andysis

The Central Reserve Bank of Peru is the central bank of igsue of the GOP,
maintaining its monetary reserves and accounts. It also performs the
functions of Central Banks in other countries and those of the Federal

Reserve Banking System in the U.S. A,

Its capital and reserves have shown an impressive 10 year growth from
$1,858,700 at December 31, 1961, to $7, 183, 500 at October 31, 1971,

the latest information available,

BALANCE SHEET

(In Millions of Solet;)t
October 31, 1971

ASSETS
Cash and Cash Items 11, 688
Foreign Currencies 188
Due from GOP, Banke and Bankers 15 640
Investments 2,471
Sundry assets 2,967
Total Assets 32,960 (5749 nilitown)
LIABILITIES
Money in Circulation 19,960
Deposits at sight ani other 4,213
Due to Internationzl Institutions 3,415
Deposits in Foreign Currency 188
Sundry Liabilities 4,872
Capital and Reser ves 312
Total Liabilities 32, 960 <$749 mi?licn)

& Exchange rate $1 = 43.38 soles
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APPLICABLE LAWS

A, Banking Laws
1. Restraints on Long Term Lending by Commercial Banks

Article 62 of Law 7159 prescribes that a Commercial Bank
may make loans to be reiabursed in a period not exceeding one year.
Law D/L 18957 of September 15; 1971 prescribes that Private Finance
Companies may not lend for period of less than one year.

Law D/L 18967 of October, 1971 covers Regional Banks and, in
general, repeats the requirements for the commercial banks.

2. Maximum Interest Rates

The maximum interest rates allowable in Peru are established
by the Central Reserve Bank of Peru under the authority of Article 4 of
Decree Law 18944 of August 31, 1971, These rates, as published in the
official gazette "El Peruano" for September 6, 1971, are as follows:

a) Maximum interest on any type of loan of moneyt 127 per An.
b) Maximum charge for commissions, premiums,

fees, and similar, in normal lending operations:

and in credit obtained through the discount of

commercial paper, or its renewal, an additional 1% per An.
c) A charge, conmensurate with the amount of the

transaction, to cover "Postage'", "cost of plac-

ing tax stamps", "transfer of funds", etc.
d) Standby fee on unused line of credit:

1% per quarter. 4% per M.

B. Tax Laws
1. Stamp Taxes on Transactions

Notes and other obligations which are drawn and paid in the
country pay stamp taxes as fnllows:

On the amount borrowed:

0.9% per quarter, maximum per annum 3.6%, plus

S/. 2.00 per document, and

S/.10.00 per document

On renewal of the same note an additional .45% of principal

Or upon issuance of a new note in substitution .675% of principal
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2. Tax Holidays in Disaster Area
a) Decree Law N° 18308, and Supreme Decree 188-70-EF grant
exeaption from the stamp tax on all operations in effect on May 31, 1970,
and subsequently entered into as followst

1) Persons who suffered damage of less than

504 to their goods or incomes till Dec. 31, 1970
2) Persons who suffered damage of over 50%
duly certified by CRYRZA till Dec. 31, 1972

3) New enterprises directly related to the
reconstruction and rehabilitation effort
and so certified by CRYRZA till June 30, 1976

b) New enterprises directly related to the reconstruction and
rehabilitation effort, so certified by CRYRZA, are under Decree Law N°
18308 are granted exemption from duties, tariffs, consular fees, etc. on
imports till June 30, 1976.

c) Enterprises engaged in the reconstruction and repair of
roads into and within the Callejon de Huaylas financed by International
organizations are exempt from all 1axes, per Decree/Law N° 18799, until
December 31, 1975.

d) Under the 1lndustrial Law N° 18350, tariff incentives are
given to industries outside of Lima, the tariff reduction dependent on
the type of preferenced industry. This is in keeping with the present
intention of the Andean Pact countries to work out special regulations on
import duties for lesser developed zones. The Andean regulations will
probably embrace not only disaster but economically depressed areas as
well.

Businesses in theArea now qualify for some tariff exemp-
tions and it is assumed that CRYRZA and the Local Bank would advise
sub-borrowers of such opportunities.

C. Industrial Reform Law

One of the announced priorities of the Revolutionary Government ot
the Armed Forces of Peru was the "achievement of permanent self-support-
ing development of industrial activity destined to lead to economic
independanc To that end, on July 27, 1970, The General Law of Industry,
was issued.—

Y Decree Law N° 18350, subsequently amplified and regulated
by laws N° 18384, 18977 and 19262.
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In brief, the major provisions of the laws are as follows:

1) The low divides all indusirty activity into classes according
to a system ot development priorities and provides incentives tor the
higher priorities in the form of reduced ‘import duties and taxes.
Industries of the first priority arc reserved for the GOP but it may,
at its discretion, allew private operation of a first priority indus-
try under contract, or private participation in a mixed public/private
enterprise,.

2) The law also offers tax and tariff incentives for those enter-
prises established in geographic areas whose development is of priority
interest. Some incentives are available td almost any industry esta-
blished outside of the Lima-Callao area, with the highest incentives
for those established in the junpgle areas of the Amazon.

3) For the emptoyees, the law provides that all companies with
more than five employees or more than one million soles annual revenue
(5$23,050) shall have a "Comunidad Industrial* to which all full time
employees belong and which shares in the profits and management of the
company, 254 of the net income before income taxes is alldted to the
employees; 10% payable annually in cash in proportion to the employee's
annual salary and 15% paid into the Comunidad Industrial to be used for
the purchase of equity in the company, The Comunidad must purchase
equities in the company until ir has 507 ownership, thereatter the 15%
of net income must be used for the purchase of other eligible equities.

4) TForeign capital is restricted to indusiries of low priorily
and to less than majority ownerstiip of any industry.

Because of the Comunidad Industrial and the GOP reservation of
priority industries for public ownership, there has been little domes-
tic-investmeat and virtually no foreign investment for the past two vear.
However, recent indications are that domestic investment is increasing
and will further increase when the funds taken out of agriculture by the
Agrarian Reform Act are applied to industrial investment.

The smaller entrepreneur has not been greatly affected by this law.
In the first place, the bulk of the smaller industries are excluded as
they have neither five employees nor annual income of $/.1,000,000
($23,050). In the second place, and most ‘mportant, community and
cooperative effort and ownership have been for generations the way
of 1life of a majority of the Peruvian pecple.

The enactmentsof a Small Industries Law and of a Law of Commerrial
Establishments have been scheduled for this year and it is anticipated
that these new laws will, in one way or another, carry similar provisions.



ANNEX XTI
Page Ut of 4

For the Peruvian entrepreneur, the Comunidad Industrial is now
a fact of life on almost every level; there are no alternatives and
the problem has now become that of cfficient operation under the new
rules.

In the size business to which this loan is addressed, there should
be no deterrent effects either from the existing laws, or those now
projected, as the community idea is generally accepted and will have
little effect on existing management or ownership techniques.
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Tentative Operating Procedures

A. Fiduclary Bank
1. Initial establishment and replenishment of the Fund

Upon the completion of the Conditions Precedent for the first
disbursement under the loan, AID will deposit in the CRECE Fund in the
selected fiduciary the soles equivalent of $250,000.00 to cover the
estiinated requirements of the fund for 90 days. At the end of the first
month, and each month thereafter, the Fiduciary will prepare a listing
of disbursements from the Fund to the Local-Banks detailing the sub-
borrowers, and forward it to AID with a request for replenishment of the
fund for the amounts disbursed during the month. AID will review the
request and, after approval, deposit the sol -amount into the CRECE
Fund., This periodic replenishment will continue until the loan is fully
disbursed.

2. Disbursement

In accordance with local banking practices used for the
rediscounting of commercial paper, the Local Banks will forward to
the Fiduciary Bank, attached to a debit note, the signed loan con-
tract of the sub-borrower showing the amounts and due dates of the
fund portion of the sub-loan authorizations approved by the CRYRZA
representative, together with a copy of the CRYRZA approvail letter.

The Fiduciary bank will verify that the documents and signa-
tures are in order and will procced to credit the accounts of the
respective Local Banks for the Fund portion of the principal of the
sub-loans.

3. Collection
a) Normal
The Fiduciary Bank, on maturity of any obligation, will
charge the Local Bank with fund's portion of principal and the intercst
due. Collection would then be made by the Local Bank in due course.

b) Delinquent

the Local Bank has primary responsibility for collection
and, since the account has been charged to it and represents an outlay
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of its funds until settled, will press for early settlement.

Should this be unavailing, it will notify CRYRZA of
the failure of the sub-borrower to meet his obligation and propose
further action. At the same time, it will harge the Fund's portion
of the delinquent account back to the Fiduciary Bank attaching a
copy of its letter advice to CRYRZA as authority. The documents
reflecting the obligatior of the sub-borrover will be retained by the
Local Bank pending.agre: ent with CRYRZA as to proceedure.

Upon raceipt of the charge covering the Fund portion of
a delinquent account and/or the charge for legal fees duly authorized
by CRYRZA, the Fiduciary Bank will credit-the account of the Local
Bank and charge a special sub-account within the fund accounts. Sub-
sequent recoveries of accounts previously written off to the special
sub-account will be credited to that account.

The Fiduciary Bank will take no part in any collection
effort or legal action. The interested parties being CRYRZA as the
operator of the Fund for the GOP and the Local Bank as an agent for
CR/RZA and/or in its own right.

B. Local Banks
1., Initial Review

A sub-borrower may initially contact CRYRZA or his Local Bank
to r2quest information regarding a loar, In either case the first
stage in the preparation of the loan application will be done by the
sub-borrower and the Local Bank. The Bank shall assist and advise his
client in the development of his plan, and assure that all necessary
information, such as a simple balance sheet and adequate consideration
to working capital requirements have been provied. The Bank will
naturally have made a review of the credit worthiness of the borrower,
determined that he is eligible under the program, and that the proposal
is of a nature uappropriate for consideration under the CRECE Fund
criteria. Having so analyzed the project the Local Bank then prepares
a covering letter requesting CRYRZA to approve the proposed credit under
the CRECE Fund.
2. Submission to CRYRZA

This covering letter together with the Loan application form
is submitted to the regional CRYRZA representative charged with res-
ponsibilities under this program. CRYRZA is required to designate
4-5 officials who will be located in Chimbote, Huaraz, perhaps Trujillo
and any other strategically located city in the area in which a signi-
ficant volume of sub-lending business is anticipated. This official-
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shall function as the authorizing apent for sub-loans on behalf of
CRYRZA, as well as the program monitor. Within theallocated amount
set by.CRYRZA for the sub-region, the official shall Le able to
approve loans in his area without reference to any other CRYRZA office
for review.

To assist the CRYRZA area representative and provide adequate
interest and input from the local community, CRYRZA will appoint a
representative (s) of the private sector to serve as an advisor on
sub-loan approvals. The chosal representative (s) shall meet on a
regularly scheduled basis, preferrably weekly, Lo review proposals
submitted by the Local Banks. The CRYRZA vepresentative will evaluate
the project primarily from the standpoint of meeting development plan
objectives, that is to say, whether the project fits in with the sub-
regional plan generally, provides employment for local residents, and
have satisfactory linkages with other commercial activities., He will
naturally assure himself that the project is reasonably feasible from
an economic and financial standpoint, but for this expertise he will
predominantly rely on the judgement of the Local Bank, He may,
however, request greater participation by the Local Bank if he con-
siders the terms too favorable.

The local private sector representative(s) will furnish the
background and assessment of both the project and the borrower from
the local community's viewpoint, particularly on matters which would
not appear on the face of the credit application.

3. CRYRZA Approval

After discussing the credit applicaticn at the regularly
scheduled meeting with the local comnunity representctive, noting any
comments, and reviewing the application relative CRYRZA criteria, the
CRYRZA represenrative will approve or disapprove the application and
will be required to notify the Local Bank of the action taken,

The notification shall consist of either a rejection of the
application with a concise statement of the reason, a request for
specific additional information or advice on whar is under review and
therefore delaying final action, or final approval,

Final approval notification will consist merely of the approval
of the Local Bank's covering letter which will authorize the Local Bank
to make the loan under specified terms and conditions, and to obtain
from the Fiduciary reimbursement from the CRECE Fund for the appropriate
share of the loan amount taken by rhe VYund.

This notification will have to bLe made before the next repularly
scheduled mecting with the local comudnily representative,
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4, Borrower Notification and Execution

The Local Bank will then be required to advise his customer
within one week after receipt of the action taken by the CRYRZA re-
presentative.

In the case of approval, the Local Bank will request the
borrower to come to the bank to sign the notes and loan contract which
have been prepared. The Local Bank will execute the notes both for
itself and on behalf of the CRECE Fund, arid will at that time disburse
the necessary funds, setting up a separate account for the credit.

Disbursement of the sub-loan will normally be made by the
Local Bank to the sub-borrower in a single payment of the total amount.
However, when in the opinion of the Local Bank and/or CRYRZA a more
c¢areful supervision of §uP-borrowers account is necessary, either of
the following courses might be followed:

a) When it is for recurring operating expenses, disburse-
ments may be made monthly or in other periodic increments as needed, or

b) When the loan is for the purchase of raw materials, machi-
nery, or other goods, disbursement may be made against documentation from
the supplier.

When the loan involves supplier discounting the supplier will
be advisedj and, before any discounting of the customers note, evidence
that the customer is in possession of the goods shall be required.

This will include registration ot the goods in the 'Registro de Ventas",
acknowledgement by the customer of receipt, or other such arrangements.

5. Local Bank Recovery from tLhe Fund

The sub-borrower having completed the loan contract and the
supporting notes, the Local Bank will prepare a debit note, attach a
copy of the loan contract, and forward through banking channels to Lhe
nearest branch of the Fiduciary for credit to the Local Bank's account
(normally, all banks in Peru maintain an account with the Central
Reserve Bank). Credit will be given as outlined above in I A 2.

6. Local Banks Collection Responsibilities

On the due date of any obligation, the Local Bank will proceed
to collect the account, crediting the Fiduciary with the Fund's portion.
In the event of a delinquency it will proceed as described in 1.A.3 to
charge the Fiduciary for the Fund's portion of the delinquent Xccount.
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7. Normal Banking Pracrices

Some commercial banks in Lima do make loans to small businesses
of the type considered for the CRECE Fund. Usually they are extended
to past clients who have compensatory balances in either commercial or
personal accounts with the bank, and furnish high quality security.
With new accounts they require credit references, and perform credit
checks which include evaluation of the borrower performance on pre-
vinus credit. This information is obtained in coordination with other
banks and the Local Chamber of Commerce. A simple balance sheet state-
ment is required of all borrowers. Credit is customarily furnished in
three ways:

a) The "'Pagare' (promissory note);

b) Current Account Crediting (authorized overdrafts); and
c) Supplier note discounting (Letras)

a. The use of a promissory note is probably the favored

transaction, being simple a cash transfer in return tor a promise to
pay. Since the Central Reserve Bank will not discount notes of over
90 days and the 9 per mil stamp tax is payable quarterly, notes are
usually prepared payable in 90 days and renewed at the end of that
period, the new note reflecting the usual net charges on money lent in
this fashion. The rate includes 127 interes, 1% per service charges,
1% for risk and about 1% per quarter for stamp taxes, depending on the
size and length of time for repayment. (around 18%). The one year
lending limit imposed in the banking law has not restricted the banks
from serving the longer-term lending needs of preferred customers.
Refinancing of notes, or "renovacidn" is the customary practice for
extending credit for two or three years, and in this manner there can
be provision for a grace period, rarely more than six months and never
exceeding one year.

b. Current Account transactions (Cuenta Corriente) allow
the Bank to authorize overdratts on the Borrower's account. The banks
charges on this type of lending ave 12% interest and 1% risk charge on
the money actually used, plus 1% per quarter for the total amount of
the overdraft authorized, plus, of course, the stamp taxes. This metlod
of lending is now disfavored by bankers because of the lack of a dis-
crete document against which they may legally proceed if necessary.

Ce Supplier note discounting involves a supplier discounting
the note of his customer und serving as the guarantor of repayment to
the bank. The supplicer takes a lien on the goods sold to his customer
as his assurance of repayment, and discounts the customers note with
the bank with full recourse. The bank can then, at its option, procedcd
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for recovery against the supplier or the supplier's customer and
is guaranteed by the pledged assects.

This mechanism is not a cash transaction to the hor-
rower since he receives goods, aud further requires registration of
the sale of the goods in an official registry for the supplier to
obtain his chattel mortgage. Therefore, it could provide a mecha-
nism for assuring end-use of funds lent for capital financing.

d. Collection Procedures

The procedure for collection varies slightly from
bank to bank but typically involves automatic transference to the
collection department after passage of an 8 day grace period and the
initial step in the legal process. Under Peruvian law, the creditor
is entitled to publish a "Protesta" when a debt is due but unpaid.
This amounts to notarial publication of the failure to pay in local
journals, and costs about $2.00. Despite this publication, the Bank
can decide to refinance the note, but in any case the cost of the
Protest is debited to the borrower's account.

Failing some satisfactory resolution of the non-pajyment,
the bank can take the protest to the judge and request an "“Embargc"
or execution of the lien on the goods. In certain cases, the judge
may choose to include the seizure of other property to cover the non-
payment. This action must be taken within 6 months of the issuance
of the protest or the right to this summary action is lost.

The creditor does not lose, however, his right to the
usual legal action. This is considerably more cumbersome and costly
and may require years before execution of judgement. This right he
retains for three years.



FUND OPERATIONS - EXAMPLE 1

N\ Ye ar
PRINCIPAL 1 2 3 4 5 Total
Fund Principal beginning of Year $ - $291 $857 $1,280 $1,272 $ -
Advanced by USAID 1,250 1,000 200 - - 2,450
Collections of Principal 249 750 1,210 1,171 1,171 4,551
Interest (1) 41 65 67 70 72 315
Available for lending 1,540 2,106 2,334 2,521 2,515 7,316
Loans - fund portion (90%) 1,249 1,249 1,054 1,249 1,249 6,050
Fund Principal end of Year 29 857 1,280 1,272 1,266 1,266
Local Bank Lending (10%) 139 139 117 139 139 673
Total Loaned 1,388 1,388 1,171 1,388 1,388 6,723
Number of Loans 301 30 234 301 301 1,458
INTEREST (1)
Interest charge 8% 105 169 173 180 186 813
Less: interest on Local Bank particip.-(13%) 17 28 28 29 30 132
Subtotal 88 i 141 145 151 156 681
Less: Service fee to Local Bank on
fund participation (3%) .35 57 59 61 63 275
Subtotal 53 B4 86 90 93 406
Less: Service charge to fiduciary on
fund participation (1%) 12 19 19 20 21 91
Interest income to fund 41 65 67 70 72 315

Assumptions: - Lcans average 200,000 soles ($4,610.43)

- Loans average three vears with 6 month grace period, interest on first six months payable at
end of sixth month, principal and interest payable ronthly thereafter with equal principal
payments and interest on declining balance.

- Maximum lending rate of rund - $1,250,000 per year.
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FUND OPERATIONS - EXAMPLE 3

Year
1 2 3 4 5 TOTAL
PRINCIPAL
Fund Principal - beginning of year $ $150 $367 $682 $822, S -
Advanced by USAID 1,250 1,000 200 - - 2,450
Collections -~ Principal 94 377 608 748 915 2,742
~ Interest (1) 30 64 72 71 69 306
Available for Lending 1,374 1,391 1,247 1,501 1,806 5,498
Loans - fund portion (90%) 1,224 1,224 565 679 820 4,512
Fund Principal - end of year 150 367 682 822 986 586
Local Bank Lending (10%) 136 136 63 75 91 501
Total Loaned 1,360 1,360 628 754 911 5,013
Number of Loans 236 i 236 109 131 158 870
INTEREST (1)
Interest charge at 8% 107 194 198 198 197 894
Less: Interest on local Bank particip.(13%) 17 32 32 32 32 145
Subtotal 90 | 162 166 166 165 749
Less: Service fee to Local Bank on
funds participation (3%) 47 76 72 73 74 342
Subtotal 43 85 94 93 91 407
Less: Service charge to fiduciary on
fund participation (1%) 13 22 22 22 22 101
Interest Income to Fund 30 64 72 71 69 306

Assumptions: Loans average 250,000 soles (S$5,763.02).
Loans uverage 5 years with 6 month grade period, iuterest on grace period payable at end of
six months, principal and interest payable monthly thereafter in equal installments.
Maxinum lerding rzte of fuad $1,225,000 par year.
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LOAN AUTHOKIZATION (Draft)

Provided from: Alllance for Progress lunds
PERU: Small Business Credit Loan

Pursuant to the authority vested in the Deputy U. S. Coordinator,
Alliance for Progress, by the Foreign Assistance Act of 1961, as
amended, and the delegations of authority issued thereunder, I
hereby authorize the establishment of a loan ("Loan"), pursuant
to Part I, Chapter 2, Title VI, Alliance for Progress,'to the
Government of Peru ("Borrower") of not to exceed two million five
hundred thousand United States dollars ($2,500,000) to assist in
financing the United States dollar and local currency costs of &
project to provide technical assistance and credit for the recon-
struction and development of small businesses in the area affected
by the earthquake of May 31, 1970 ("Project")! The Loan shall be
subject to the following terms and conditions:

1. Interest and Terms of Repayment.

Borrower shall repay the Lecan to A.I1.D. in United States dollars
within forty (40) years from the date of the first disbursement
under the Loan, including a grac: period not to exceed ten (10)
years. Borrower shall pay to A.I.b. in United States dollars
on the disbursed balance of the Loan interest at the rate of
two percent (2%) per amnum during the grace period and three
percent (3%) per annum thereafter.

2. Other Terms and Conditions.

(a) Goods, uervices (except for ocean shipping) and
marine insurance financed under the Loan shall have

their source and origin in Peru or in countries



(b)

(d)
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included in Code 941 of the A.I.D. Geographic Code
Book. Marine insurance may be financed under the
Loan only if it is obtained on a competitive basis
and any claims thereunder are payable in freely
convertible currencies. Ocean shipping financed

under the Loan shall be procured in any countries

~ included in A.I.D. Geogrephic Code 9ll.

United States dollars utilized under the Loan to
finence local currency costs shall be made available
pursuant to procedures satisfactory to A.I.D.

Prior to the first disbursement or the issuance of
any commitment documents under the Loan, Borrower
shall submit to A.I.D., in form and substance satis-
factory to A.I.D., evidence that a special fund has
been created in the Banco Central de la Reserva for
administering the Small Business Credit program.
Prior to any disbursement of Loan funds for subloans,
Borrower shall submit or cause to be submitted to
A.I.D., in form and substance satisfactory to A.T.D.,
an implementation plan for the Project, which plan
shall include, but not necessarily be limited to:

(1) detailed sublending policies, procedures and

criteria;
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(11) a plan or system for providing technical
assistance as needed to sub-borrowers.
(e) The Loan shall be subject to such other terms and

conditions as A.I.D. may deam advisable.

Deputy U. S. Coordinator

— Date





