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INFORMATION MEMORANDUM FOR THE \A

FROM:  LA/IR, 'John\H. Breen £

APR 181974 .

The DAEC will review the subject IRR on Friday, April 19, at 2:30 p.m.
The project proposes & loan of $10 million to the GOP to assist in
establishing a Fund in the Central Bank to provide credits on reason-
able terms to rural enterprises which have not had access to such
credit before. The GOP would contribute $4 million to the program,

of which $1 million would be for administrative expenses and technical
assistance., The implementing agency would be the Ministry of Industry.
The proposed project had its origin in and would be modeled on the two
existing A,I.D, loans for community development and small business
credit in the earthquake zone. The overall thrust of the program would
be directed at accelerating rural development.

The Congress has not been previously notified of our intention to
go forward with this project.

The following issues will be reviewed by the DAEC:

l. The presumption as to the feasibility of the proposed program

is apparently based in large measure on the experience gained under

Loans 052, Community Development, and 053, Small Business, and the
similarity of the proposed program to those two existing loans. However,
the nature and form of operation of these two loan programs is not
described in sufficient detail to permit an evaluation of this similarity
or lack thereof. This needs to be discussed. As a part of this discus-
sion, the Mission should also clarify which agency will bear the subloan
credit risk, as well as what interest spread and level of effective
return to the lending agencies is believed necessary to induce their
participation. There are several other questions to be examined concerning
the proposed subloan terms, including why a concessional interest rate
would be justified, and why a variasble rate is proposed.

2+ What locational and swhsectoral criteria will (or should) be
established for the use of the Rural Enterprise Fund? How is "rural
enterprise" defined? Should financing be limited to agro-industrial or
agri-business operations, or open to all rural-based enterprise?

The IRR states that entrepreneurs and business which "have not generally
had access to credit on reasonable terms" will be one of the major
groups assisted by the loan. How does the Mission propose that the
Borrower/implementing agency insure that the relatively more developed
firms located in the rural sector who generally have had access to
credit from commercial banks do not avail themselves of the proposed
subsidized credit to be made available (ise., the credit substitution

problem)?
RECORD GOPY



3.« On what basis were the areas selected in which it is proposed

that program resources be concentrated? What complementury GOP

rural development activities are underway in these areas as opposed

to other potei.tial areas? The IRR indicatec that the Mission believes
it desirable to provide "substantial resources" to the earthquake

zone. Is this advisable given our desire to signal that we are no
longer confining our assistance to the disaster zones? How much of

the loan resources, if any,should be allocated in the earthquake zone?
What would be the likely impact on the size of the loan if the disaster
zone were excluded?

4. How does the Mission propose to firm up the estimates of demand
for the proposed credit during intensive review?

5« The IRR does not indicate how the success of the project will be
evaluated. Vhat factors or outputs (other than Jjobs created) will
be examined?
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ME MORANDUM June 19, 1974 \
MEMORANDUM L_VT{I 2
TO : LA/DR, Mr, Frederick Schie C,{

y JX.

USAID/Peru, C. Gregor

FROM

SUBJECT: IADB COPESCO Loan and Its Relationship to USAID's
Rural Enterprises Development Loan (RED).

Mr. Sidney Schmukler, in his letter to you dated June 3,
1974, advises that IADB has no interest in financing the
RED project, and that their COPESCO project has a project
element oriented toward improving the quality of artisanry
in the Cuzco and Puno areas.

I met with Snr. Pedro Schlesinger, an IADB loan officer for
Peru, to discuss the relationship Letween AID's RED project
and the COPESCO artisanry element, It appears from a joint
review of the COPESCO/BID project document that the follow-
ing information is pertinent:

1. The COPESCO project will be primarily for financing
tourism, and will have several stages. Only the first stage
is written up at this point, however, for which the IADB ’
financing contribution is about $£26 million.

2. Of this contribution, $.75 million is due to be
spent for technical assistance, of which some $.16 million
will finance advisors in tanning and leatherwork, gold and
silver metalwork, and product marketing. These adviscrs will
be deputed to EPPA (Empressa Peruana de Promocion Artesanal),
an organization formerly located in the Ministry of Industry
and Commerce, and now in the Ministry of Industry.

3., There are no project credits to finance new or
expanded artesania operations.

Conclusion: USAID's RED project and the COPESCO artesania
program element should prove to be complementary in that the
COPESCO program will create more demand for artesania  the
RED fund could provide whatever financial assistance might

be necessary to create or expand existing artisan operations,
and the combination of IADB advisory inputs and the technical
assistance envisaged under the RED project should prove
adequate to develop both products and enterprises.,

Attachment:
Copy of Mr., Schmukler's Letter

cc: LA/DR, MBrown
LA/DR, ELijewski

LA/DR, ABacic BEBOHD cgmv
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INTER-AMERICAN DEVELOPMENT BANK

WASHINGTON, D.C. 20577 rbl,(,

CABLE ADDRESS
INTAMBANC

June 3, 1974

Mr. Frederick Schieck

Assistant Director

Office of Develorment Resources
Department of State

Agency for International Development
Washington, D.C. 20523

Dear Mr. Schieck: : %

With reference to your letter of April 30, 1974 regarding a proposed
AID loan to the Government of Peru for Rural Enterﬁrise Development,
we wish to inform you that at present the Bank is mot interested

in this project. -,

We wish to note, however, that at present the Bank is considering

the COPESCO project which has a relatively small but important sub-
_oroject oriented toward improving the quality of artlsanry in the ~
Cuzco and Punq_gregs. Should the Cuzco and Puno areas be included

in the AID project, we feel Tt would be interesting Lo examime—that .. 4
part of the project jointly, since the execution of the CNPESCO

project will increase substantially the demand for artisan products

for which increased amounts of credit will be necessary.

Sincerely yours,

T A A

[\ "(‘, n (8N4 ’ Wt
of
Sidney Schmukler
Assistant Program Advisor
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LA/DR January 7, 1977

)

USAID/Peru

o Do

Loan No.527-1-057
Probhlem

1) To extend the terminal commitment and disbursenent dates undexr the
subject loan by eighteen months, making a total loan disbursement period
of 45 months, and 2) to amend the Loan Authorization and Loan Agreement
to permit a transfer of up to $3.0 million from ORDEZA management in the
Earthauake Zone to the Rural Enterprises Development Fund administered
by tii. Industrial Bank fox sub-lending in additional sierra departments.

Background

The subject loan of $10 million was authorized June 28, 1974, and
executed November 25, 1974. Initial CP's were met on April 23, 1975.
The current TCD is January 31, 1977, and the TDD is July 31, 1977, 27 months
from the date of compliance with initial CP's. The purpose of the project
is to provide credit and technical assistance under reasonable terms and
conditions to enterprises located in selected rural areas of Peru.

As originally designed, ORDEZA was to continue its activities in the
Barthguake Zone initiated under A.I.D. Loan No.527-L~052 (Community
Devclopnent) and No.527-1~053 (CRECE Fund - Small Business) with up to
$4 million of loan proceeds, which included $300,000 for TA; as counter-
part, the GOP would assume all administrative costs, vciued at §1 million.

The balance of the Loan, or $6 million, was allocated to the Irdustrial

Bank of Peru to establish a Rural Enterprises Development Fund for lending
in four southern departments (Ayacucho, Cuzco, Junin and Puno); with the
exception of $300,000, which was reserved for TA, these loan proceeds were
to be used, together with a GOP counterpart contribution of $4 million, to
capitalize the Fund. Pursuant to the Loan Agreement, reflows under sub-
loans made by ORDEZA with loan funds would be channclled into the Fund for
future re-lending by the Industrial Bank.

LIMITED DISTRIBUTION
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f_jlnancial Plan (In US.$000)

Industrial Bank ORDEZA
A.L.D.  gop A.LD.  gop
Sub~lending 5,700 4,000 3,700 -
T.A. 300 - 300 -
Adninistration - 800 - 1,000
Total 6,000 4,500 4,000 1,000

Due to changes of key personnel in ORDEZA beginning in January, 1975,
which brought critical policy changes, the ORDEZA portion of the rroject
was plagued with delays and administrative problens £xon the start.

ORDEZA submitted its Operations Plan in June 1975 which, after significant
raevision, A.X.D. approved in Saeptember, 1975, fulfilling subsequent con-
-ditions precedent to disbursement (Saction 3.03). Bince then, persistent
shortages of personnel and transportation, intra-agency dissension, and
poor management hava xaesulted in very 1little performance. To date, after
fifteen months, ORDEZA has committed only 5/.13.5 million (roughly
$200,000*) to two approved sub—projects, and has made no disburgerments.

An additional six sub-projects totalling 6/.80.8 million (xoughly

$1.1 million*) have bean prepared by ORDEZA for USAID review. Two of
thesn have been approved conditioned on the extension of the ToDD, three
more have been submitted to USAID and are under review, and one is expected
to be submitted this mwonth. The Mission has decided to pormit the current
TCD to lapse, leaving at least approximately §2.6 wmillion and possibly more,
in uncomaitted Loan funds,

The Industrial Bank also demonstrated poor performance in the initial
phases of th: project. It submitted an Operations Plan in May, 1975, which
A.LI.D, approvad in Juns, 1975, fulfilling subsequent CP's (Section 3.02).
shortly thereafter, the Bank underwent a major internal re-organization
which occasioned key personnel ghifts. Little attention was given to
the Fund, laxgely because of general confusion regarding allocation of
reaponsibilities for Fund udministration within the Bank. %here was no
sub-lending until Movember, 1975, and the rate of activity remained low
through June, 1976. By that date, 12 montchs after meeting subgequent
CP's, the Bank had cariitted funds to 243 sub-loznm, totalling
8/.38,486,000 (roughly 3855,000%¢),

After molidation of the re-organized Bank management, the new
Bank Manager becams pctively involved pirsonally in the project and took

* at 8/.70 = US.§1
** 2t 8/.45 = Us,$1
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decisive action ¥o clarify administrative responsibilities, to promote
Fund activity in the branch offices, and to arrange for technical assist-
ance to accelerate sub-loan identification and study. In July, 197G, in
the course of a Mission review of the Bank portion of the project, per-
formance targets wero established for July, August, and Beptember. USAID
consideration of an extension of the terminal dates was explicitly con-
ditioned on the Bank meeting these targetm. These targets were met, and
exceeded, and in a formal review with the Bank in early November, it was
ooncluded that USAID would saek an extension of the termincl dates to
permit full utilization of the balance of the loan allocation to she Fund.
(See Annex I for detailed documentation.)

In the six months from July, 1976, through December, 1976, an
estimated S/.160,000,000 (roughly $2.5 million¥) was committed to
approved sub-loans; this total is an increase of 400% over sub-~loan
commitments in the preceeding twelve-month period. (Please refer to
Annex II, which shows monthly and cuwnulative sub-lending activity from
project initiation.) Moreover, the existing backlog of sub~-projects
under study will permit the Bank to fully commit by January 31, 1978, the
balance of the Fund's existing capital within the fouxr original departments.
(see Annex III, showing the Bank's projected schedule of sub-loan coumitimnents
of original Fund capital.)

Simultaneously, the Bank has effectively institutionalized Fund
operations. An office for management of the Fund has been established
within the Bank's Divigion of Stuiics and Development; this office is
headed by the Fund Coordinator, -::0 has direct lines of cormunication
with the Financial and General Managers of tha Bank. A Fund pranotor in
each branch office participates (as a non-voting member) in all meetings
of the branch's credit committee in its pre-qualification of sub-borrwwers
and approval of sub-loans. Sub-loans requiring approval at the principal
office in Lima are presented by the Chief of the Branch Office.

A major step in instituticnalizing the Fund in the Bank, and which
accounts for much of the recent progress in Fund operations, was the
General Manager's decision to sign “umbrella® contracts with several private
consultants to provide required technical assistance. Under these agrecoc-
ments, separate contracts have been signed to identify investment
possibilities, to develop potential sub-projects, to analyze their
feasibility, and to provide on—going technical supervision of sub-project
{implemantation. To date, gontracts have been signed for 77 project
possibilities govering a potential Fund investment in gub-loans totalling
approximately S/.402 million. The great majority of these are for invest-
ment possibilities in rural associative enterprises which, for lack of
funds and entreprensurial experience, are unable to develop projects on
their own. b .=

]

D LD

* at 8/.65 = UB.$1 77
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Given the excellent progress and active interest shown by the Bank,
and the poor performance of ORDEZA, the Mission began considering in its
October review a transfer of ORDEZA'g uncommitted loan resources to the
Fund for investment by the Bank. Thig possibility has been discusged
with the Bank and the Ministry of Economy and Pinance, the Borrower under
the loan. After extensive discussion andi caxeful study of preliminary
data, the Mission has developed this proposal for congideration by the
Bureau.

Discussion

The Misaion proposal comprises the following actions: first, the
extension of the TDD under the ORDEZA portion to permit implementation
of only those sub-projects approved prior to the current TCD of January
31, 19771 second, the extension of the TCD and TDD undex the Bank portion
of the loan by eighteen months; third, the re-allocation of up to
$3 million of loan funds originally intended for sub-lending in the
Barthquake Zone by ORDEZA, uncommitted as of the current TCD, to the
Fund in the Industrial Bank; fiurth, the extension of Fund operations
into the mierra departments of Apurimac, Huancavelica, Huanuco, and
Cajamarca; and fifth, the negotiation with the GOP of additional covnter-
part financing to maintain the current 60:40 proportion of A,I.D. and GOP
contributions to the Fund.

Vith respect to the ORDEZA portion of the project, the Mission has
concluded that ORDEZA's past periormance and present proepocts offered
no justification to consider an extension of the TCD.* Thecefore, the
current TCD will lapse, leaving approximately $2,6 million in loan funis
uncommitted if the Mission approves the six remaining sub-projects pre-
pared by ORDEZA for loan financing. The Mission wishes to extend the
TDD to permit the orderly implementation of several sub-projects which
have been fully developed and analyzed, which are ready for execution,
but which require a disbursement period exceeding the six-month period
remaining prior to the TDD, (8ee Annex IV for a list of sub~-projects
which have been developed by ORDEZA for USAID review prior to the TCD,)
Furthermore, an extension is justified in view of the fact that the
exlisting disburgement paricd is nine months short of the noxmal period
prescribed under PD-57 (i.e. 36 months from the date of compliance with
initial cp'g).,

With respect to the Industrial Bank portion of the project, the
Mission has concluded that an extension of the TCD and T0D i3 both .._
raquired and justified and that the Bank could effectively utilize (up )
to §3 million of loan funds uncommitted by ORDEZA. These conclusio

¢ based on the Bank's demonstrated interest in the loan and its in-
stitutional capacity to execute it as designed. The extension request

* Moreover, a recent GOP decision reducing the area under ORDEZA
Jurisdiction limits ORDEZA's ability to invest Fund remources in
the future.
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disbursement period. The Bank estimates that the Current balance of
Fund resources (1.8, the original $6 million in A.I.D. loan fundg and

$4 million in gop counterpart) will be fully conmitted by January 31,
1978. Additional time {8 requested to permit cowdtment of new regourcesg

for transfer to the Bank, since the %CD has not yet Passed, and since

the TCD mugt await AID decision on a Top exteision. The minimum amount
availabla for transfer would be 92.6 million, {f all pending ORDEZA sub-
pProjects ang associated technical assistance costs are approved ag loan
comaltments. If none of these are approved, tha uncomnitted balance of
ORDEZA funds would total $3.8 million, However, the Mission Proposes

to transfer no more than §3 million to the Bank., 71t is possible there-
fore, that a balance of the original ORDEZA allocation may be de-obligated.
Below are shown the two extreme caseg of alternative allocation of the
cuxrently unconmitteqd balance of ORDEzA tunds:

Case I: Maximum ORDE7ZA Comitmnentg Case II: Minimum ORDEZA Comuitnentsg
ZAllocation $4,000,000 Allocation $4,000,000
Comaitinents to date 200,000 Commitments to date 200,000
Potential Commitments 1,200,000%
Minluun uncomnitted Maximum uncomnitteq
balance $2,600_,_000 balance $3,800,000
Transfer to Bank $2,600,000 Transfer to Bank $3,000,000
De~obligation $_ 800,000

* Including total value of pending sub-loans and supportingy
technical assistance costs,
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In essence, the Mission's proposal to tranafer loan funds for utiliza-
tion by the Bank 48 an alternative to the de-obligation of much-necdod
financling for dovelopment of the rural glorra of Pexu. The potential
developnent impact of this prxoposal is major, and fully consistent with
the Congressional Mandate of generating incame and employment for the
ruxal poor. Rural enterprises development is the slexrxa's only realistic
alternative to a subsistence agricultural econcmy which is Inadequate to
support a growing rural population. In order to exploit this alternative
financial and technical assigtance is desperately necded for investnent
in nevw and existing entexrprises in snall-scale rural industry, services,
and comnerce. The traditionsl banking system, both state and private,
does not provide invastient credit on terms and conditions appropriate
to finance inexperienced or marginal entrepreneurs located in depressed
slexxa departuents, nor the required teclinical aasistance to identify,
study, and suporvice sub~loan invastments,

A recent shift in gop policy favoring the private sector provides
sn excallent clinate for giving additional suppoxt to the operations and
objectives of the Funl. Fiscal and monctary measures are baing designed
to encouraye privete investment in all econouic sectors. Coupled with
this is a continued concern with generating rural income and enploynent
opportunities to redress reglonal econoitic inbalances and to ctem the
tide of urban migration; an investuent promotion progras entitled GEAR
(Generacibn de Ewpleo en Areas Rurales) was latnched a fov wonths ago

LINITED DISTRIBUTION
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under the auspices of the Ministry of Industry and Tourism. The Fund
fits exceodingly well into the pattern of these initiatives. In such a
climate of increased GOP suppost, the development impact of additional
Yesources for the Fund would ba considerable.

Moxeover, the Mission'g Proposal offorg leveragae to negotiate
additional Gop counterpart to be devoted to activities endorsed by tha
Congresaional Mandate. The Mission proposes to condition the trancfer
of additional A.I.D. loan funds to the Bank on the provision of Gop
financing required to maintain the current 60:40 proportion of A.I.D,
and GOP contributions to the Fund. fThig financing would be made
available from the Bank'sg operating profits, and would thercfore not
have to compete for axceedingly scarce Gop 1977-78 budgetary funds.
This would represent a het increase in new Gop counterpart financing
of up to §2 million, sinca no cash counterpart for sub-lending was
required under the ORDEZA portion of the Loan,

The Bank hag proven itself to be an effective and appropriate
institution to adninister the Fund as degigned. Since adninistrative
issues were resolved by June, 1976, the pexformance of the Bank in
operating the Fund and designing a progran to meet the Projectt's TaA
requirewents has been excellent. Recent USAID visits to the four
branch offices confixmed that sub-lending operations have conformeq
to Fund criteria and thst Fungd objectives and brocedures are well-
established and accepted,

Moreover, the Fund hag received maximum Support at the highest
levels of Bank management, particularly from the General Manager, Under
his leadership, and with his continued support of the Fund Coocdinator,
all Fund-related matters are given priority attention; recent examples
are changes and increaseg in branch office bersonnel, greater autonony
at the branch level, and increased authority for the Fund Coordinator.
Underlying thig interest is the commitment of Bank manageament to the
importance of the Fund'g raolicability throughout the sierra, and eventral-
ly, on a national gcale. The Fund ig viewed as a valuable opportunity
to devonstrate the feasibility ang effoctiveness of alternative banking
methods, such as the subgtitution of feasibility analysis and contractad
technical supervision of Sub-projects for traditional commercial
guarantees and a morae aggressive approach by branch offices to lending
to new clients in yural areas.,

While recognizing the need for g Loan Authorization amendment, the
Mission considers ite proposal to expand the Fund into additional sierra
departments to be consistent with the original concept of the project,
a8 presented in the Capital Asgistance pa - First, the departmentsg
oxiginally designated as target areas under the Bank purtion of the
project were selacted on the basis of relative poverty, adequacy of
physical and institutional infragtructure, and lack of aufficient davelop-
ment oredit. (Ses p.45 of the CAP,) Apart from meeting these cxiteria,
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there wera no unicue features about any of the original dapartaents
which would resteict the projoct to those four. The inclusion of

tha Eaxthquaka Zonc was based on estiintes of uncatisfied demand undoy
loans 052 and 053 and the prior existonce of ORDEZA's adninistrative
frasework for extending such credit. Unfortunataly, such a faworable
ingtitution:l basis no longer exists.

Second, it is cleax fxaa the orlginal project design that tho
rmediun-tarm puxpose of the project is to fnstitutionalize the Rural
Enterprisans Develojaent Fund in the Industrial Bank. Both the CAP
(p.119) and tho Loan Agreement provide for the xgpaynent of sub=-lorns and
all interest under the ORDEVA portion to the Pund in the Bank. This
provision indicates th:it pub-lending by ORDEZL wes conceived as an
interinm measure while the Bank acquired sufficient axperience to minage
additions) Fund capitalization,

In effect, thon, tho Mission's proposal does not daviate from the
project purpoge, which, ac presented in the CAv, Lgs to institution:lize
a0 integrited projronm of financial and technlcal assistance to assict
axicting and new rural enterprises cpd to consolidate that oy under
the Fund established in the Bank.

The selection of the deportients for exponding Fund operations g
wade in collaboration with the Bank on the basis of the gyvae criteris
used in the selection of the origin-l four departeents. In this
selection process, both USAID and the Bank gave carefil considar tion
to retzininy the Earthguake Zone as a target area under the project,
but ultimately rojected it for ressons of sduinistrative sencitivities.
The Bonk's reluctance to operate the Pund in the Earthcuake Zone starn
from a justifiable fe:x th:t it would have to overco.c a poor laaoe
Wkl negative expoctations currently attached to the project in the arxa:
ouing €» 4ts history under CROCIA. Morcover, OROC.A's jurisdiction-~1
sensitivities and understonduble resentient over losing its shire of
lo.n resourcer migzht glve rise to ebstruction of Bonk activities if the
B nk wore to assuuc project reapongibilities in the Zone. Besldes,
principal reflows and interest payments under 052 and 053 continue
to be a source of concessional credit for future rural enterprise
development in the Zone; approximately $/.303 million (roughly $430,000%)
in reflows remain uncommitted to date.

Having rejected the possibility of operating in the Earthaquake Zone,
the Bonk proposed, in the follovin; order of priority, the departments
of Hu:nuco, Cajamarca, Apurinac, and Muancavelica. All of these meot the
original criteris stated in the CAZ. Hu-muco and Cajunirca are xaned
17th and leth awong 23 departaonts on a mscale of gocio-econusic
marginality,#* falling into the fourth quintile of relative poverty,

* at 5/.70 = US.51
**  Based on a USAID-financed study of poverty in rerg, whick used
1971 census data,
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and Huancavelica and Apurimac are ranked 2lst and 23rd, respectively,
falling into the fifth, or lowest, quintile. (Sce Annex V for a
sumaxy description of these four department. )

The axtension of Fund operations into Huancavellos and Apurimac
would complete the covarage of the "mancha india" of southern Peru
and would permit a consolidation of the Fund's Jurisdiction throughout
the poorest region of tha country. while these .departments are served
by "agencies" of the Bank, which do mot have the“staff and autonomy
of a branch, they fall within the Jurisdiction of the branches of
Junin and Cuzco, where Fund operations are already woll-established.
While each of these two Bank agencies would require a Fund promotox
asgigned full-time to the project, additional staff agsistance in gub-
loan study and approvals would be readily available £rom the neighboring
branch office. 1In a preliminary evaluation of investment possibilities
in these two departments, the Bank has identifiea sub-projects totalling
5/.43 million in Huancavelica, In Apurimac, 6/,65.7 million in potential
sub~projects have been identified in the province of Abancay alone; the
province of Andahuaylas, for which data have not been collected, is
expected to offexr greater investment potential, (See Annex IV for a
detailed listing of investuent possibilities.)

The inclusion of Huanuco and Cajamarca in the Fund's Jurisdiction
would represent a logical next step in extending Pund operations
throughout the sierra. These two departmentg are ranked among the
Rational Planning Institute's priority areas for future investment.
Operating the Fund in Cajamaxca has the additiom ) advantage of
complanenting the sierra irxigation loan project; the Bank expects
to promote industrialization of dairy products with Fund resources
in that zone, which would provide an assured market for livestock
production increases realized through irrigation. Both these depart-
ments are served b y fully staffed Bank branch offices, but would
nevertheless require thae assignment of ona full-time promotor for each
branch., Since these departments have greater physical and institutional
infrastructure they offer eignificantly greater investment potential
than the southern departments. In Huanuco, the Bank hag identified
sub-projects valued at 8/.121.8 million and an additional s/.156.6
million in investment posaibilities have been identified by the regional
planning office. (These figures do not include existing proposals which
do not have prelimincry cost estimates. Soa Annex VI.). Fund investment
potential in Cajamarca bas not boen quantified, for lack of detalled
duta, but based on Pund experience in the original four departments,* a
mininuwa of 6/.50 million could be camitted to sligible sub-projects.

* where sub~lending under the Fund since January 1976 almost
doubled the level of branch office disbursemants pxior to
active operation of the Fund.
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Baged on these prelininary data, a conservative estimate of
orodit demand demonstrates that additional Fund resources can be
reddily committed. Assuming a maximum transfer of $3 million of
A.XI.D. loan funds*, and a negotiated 40% counterpart totalling
$2 million, the amount of additional Fund resources would total
$5 million, or approximately 8/.350 million.of which approximately
5/.330 million would be available for sub~lending,.** A cursory
raview of investment potential in these four additional departuments
produced a list of potential sub-projects representing a total
Fund investment of 5/.437,1 million, plus many moxe proposals
which do not yet have cost estimates. More: in-depth study by
contracted consultants would certainly reveal additional investrent
opportunities. Additional demand for Fund credit is expected to
continue in the original four departwments as well. However, this
figure is an assurance that additional fund resources could he
conmitted within the expanded area of Fund operation in the time
allowed by an cxtension of the terminal dates. (See Annex VII for a
schedule of projectad sub-loan comnitments of transferred funds
through July, 1978.)

Reflows to the Fund of interest and principal from outstanding
sub-loans are not expectcd to be significant enough to mect even a
minor share of the immediate cradit demnand. The cumulative total of
reflows is expected to be on the ordex of $500,000 by the end of
CY 1977, xeaching approximately $1 million by mid-CY 1978. Delayed
i{nitiation of sub~lending by both the Bank and ORDEZA and extended
maturity periods required in ORDEZA's livestock sub~-projects have
retarded the rate of capital reflow into the Pund. An injection of
naw capital to the Fund at this time will permit the Fund to carry
on a significant level of sub-lending activity during this period of
low sub-loan reflows.

Reconmendations

1. That A.I.D./W approve the Miusion's request to extend the
terminal dates under the subject loan by eighteen months, establishing
a new TCD of July 31, 1978, and a new TDD of January 31, 1979;

2. Thst A,I.D./W approve the Mission's request to amend the subject
Ioan Authorization (i) to transfer up tc $3 million from ORDEZA manage=-
ment in the Earthquake Zone to the Ruxal Enterprises Development Fund
in the Industrial Bank, and (ii) to expand the jurisdiction of the Fund
to include the departments of Apurimac, Cajamarca, Huancavelica, and
Huanuco; and

* Of which up to $300,000 would be resexved for TA, pex original
allocation of ORDEZA's portion of the loan.

** At 5/.70 = US.$1; future devaluation of the sol will be compensated
for by periodic price increases.

LIMITED DISTRIBUTION
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3. That the Mission be delegated authority to negotliate with the

GOP a Loan Agreement Amendment consistent with the terms and conditions
of the amended Loan Authorization.

LIMITED DISTRIBUTION
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ACTION MEMORANDUM FOR THE ACTING ADMINISTRATOR 28 a4 W77

THRU: ES | A5
AR/PPC, Alexander Shakow?Q’

FROM: AA/LA, Donor M. Lion, (Acting) L

Problem: To amend the loan authorization and extend the terminal commit-
ment and disbursement dates under Peru loan 527-W-057 - Rural Enterprise
Development.

Discussion: This $10 million loan was authorized June 28, 1974, and the
loan agreement was signed November 25, 1974. The current TCD and TDD,
January 31, 1977 and July 31, 1977, respectively, were established in the
loan agreement in accordance with the three year implementation plan pre-
sented in the Capital Assistance Paper. However, several months passed
before the loan agreement could be signed, and due to oversight these
dates were not revised at the time the agrecment was signed. Thus, the
present project implementation period is only 32 months from the date of
signature of the agreement.

The purpose of the project is to provide credit and technical assistance
to enterprises located in selected rural areas of Peru. The loan was
divided into two portions, with each portion treated separately in the
loan agreement. The first was for $4.0 million to be administered by the
Organization for the Regional Development of the Affected Zone (ORDEZA)
to continue its activities in the Earthquake Zone initiated under A.I.D.
loan 527-L-052 (Community Development) and loan 527-L-053 (Small Business
Fund). The balance of the loan, $6.0 million, was allocated to the Indus-
trial Bank of Peru to establish a Rural Enterprises Development Fund for
lending in four southern departments (Ayacucho, Cuzco, Junin, and Puno).
Reflows from sub-loans made both by ORDEZA and the Industrial Bank are to
be channelled into the Fund for future re-lending by the Industrial Bank
throughout Peru.

Both portions of the loan were plagued by initial delays and administrative
problems. Shortages of personnel and transportation, intra-agency dissen-
sion and poor management have continued to hamper ORDEZA's operations, and
its performance has been poor. Of the $4.0 million entrusted to ORDEZA,
only $200,000 has been committed to date, with an additional $.7 to $1.,5
million in sub-projects conditionally approved, under review or just sub-
mitted. In the case of the $6.0 million Fund portion of the loan, the
Industrial Bank has been performing extremely well. Performance standards
get during a July 1976 Mission review have been met and exceeded @pproxi-
mately $2.5 million was committed between July and December 1976), prin~
cipally due to clear assignment of administrative responsibilities, promotion
of Fdhd activities and arrangements for technical assistance to accelerate
Sub-loan identification and study.

P

iﬁ:vieﬁ of the poor performance of ORDEZA in contrast with the excellent
prbgressyachieved by the Bank, USAID/Peru has requested the transfer of up to

E0ONG COFL
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$3.0 million* from the ORDEZA portion of the loan to the Industrial Bank
and the termination of further ORDEZA involvement in the project. Speci-
fically, the Mission proposed the following: (1) maintain the current

TCD of January 31, 1977 for the ORDEZA portion of the loan but extend the
IDD by eighteen months to permit implementation of those sub-projects
approved prior to the TCD; (2) extend the TCD and TDD for the Industrial
Bank portion of the loan by eighteen months; and (3) reallocate up to $3.0
million of loan funds originally intended for sub-lending by ORDEZA to the
Industrial Bank, and extending Fund operations into the sierra departments
of Apurimac, Huancavelica, Huartuco and Cajamarca.

An extension of the TDD for the ORDEZA portion of the loan is necessary for
orderly implementation of the two approved sub-projects for which funds have
been committed, as well as for those sub-projects which have been approved
but for which commitment of funds has been conditioned upon extension of

the current TDD. These sub-projects are ready for execution, but require

a disbursement period exceeding the six months remaining prior to the cur-
rent TDD,

As indicated above, the performance of the Industrial Bank in operating the
Fund since June 1976 has been excellent. The $2.5 million committed to
approved sub-projects between July and December 1976 represents an increase
of 400% over sub-loan commitments in the preceding twelve month period, and
the existing backlog of sub-projects under study will permit the Bank to
fully commit the Fund's remaining capital ($3.0 million as of January 1977)
for eligible sub-projects within the four original departments. In addition,
the Bank has conducted a preliminary review of investment potential in the
proposed four new departments and has already produced a list of potential
sub-projects totaling approximately $6 million, and will be developing other
sub-project possibilities over time. Based on the Bank's recent performance
and the efforts currently underway, the Mission feels confident chat the

Bank can effectively utilize the remaining $3.0 million of uncommitted Fund
resources plus the approximately $3.0 million of loan funds to be transferred
from ORDEZA within the requested terminal date extension.

The proposal to expand the Fund into additional sierra departments is
consistent with the original concept of the project: to institutionalize
an integrated program of financial and technical assistance in support of
existing and new rural enterprises, and to consolidate that program under
the Fund established in the Industrial Bank. The extension of Fund opera-
tions into Huancavelica and Apurimac would complete coverage of the Fund's
Jurisdiction throughout the poorest region of Peru, and the inclusion of
Huanuco and Cajamarca in the Fund's jurisdiction represents a logical next
step in extending Fund operations throughout the sierra.

* The specific amount of loan funds available for transfer to the Bank
from ORDEZA cannot be precisely determined since commitments to sub-projects
approved by the Mission prior to the TCD have been conditioned upon a IDD
extension. The minimum amount available would be $2.3 million, 1if all
pending ORDEZA sub-projects and associated technical assistance costs are
approved as loan commitments. If none are approved, the uncommitted
balance of ORDEZA funds would total $3.1 million. However, the Mission
is requesting no more than $3 million be transferred, and any available

funds exceeding that amount would be deobligated.
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The selection of Huanuco, Cajamarca, Apurimac and Huancavelica as the
departments in which to expand Fund operations was made in collaboration
with the Bank on the basis of the same criteria used in the selection

of the original four departments (i.e., proverty, adequacy of physical and
institutional infrastructure, and lack of sufficient development credit).
There were no unique features about the original departments which
restricted the project to those four; however, as a means of keeping the
fund manageable in its first years of operation the initial project

area was limited, Careful consideration was given to retaining the
Earthquake Zone as a target area for the Fund, but it was rejected
primarily because of potential problems in overcoming the poor image and
negative expectations currently attached to the project. The possibility
of ORDEZA's jurisdictional sensitivities causing obstructions to Bank
activities in the Zone was another factor leading to this decision.

After an initial slow start with the Industrial Bank, the project caught
on and has rapidly gained momentum. It has become a priority activity
which the Bank seeks to expand nationwide. The potential development
impact of the project in the rural sierra of Peru is significant, and its
thrust is fully consistent with the Congressional Mandate of generating
income and employment for the rural poor. Rural enterprises development
is the sierra's only realistic alte:native to a subsistence agricultural
economy which is inadequate to support a growing rural population. In
order to exploit this altermative, financial and technical assistance

is needed for investment in new and existing enterprises in small-scale
rural industry, services, and commerce. Approval of the recommended
actions will help provide this assistance.

The L.A. Bureau has reviewed the Mission request and supports the proposal.
If the proposal is approved, the GOP has agreed to maintain the 60:40 AID-
GOP contribution ratio to the Fund, which represents a net increase in new
counterpart financing since no cash counterpart for sub-lending was
required under the ORDEZA portion of the loan. In addition, the Mission
has agreed to incorporate the following conditions: to agree with the GOP
on commitment and disbursement targets to be achleved within one year from
the date of the extensirn (i.e., January 31, 1978) and to deobligate any
shortfall from the target levels; and obtain specific GOP agreement that
any approved sub-projects which shall not have been completed by the new
TDD shall be completed by the GOP from its own other sources.

The extension proposal would bring the life of the project to 50 months, or
slightly over four years and thus within the limit prescribed by PD-57, as
amended. Given the type of prog-.am involved, and the fact the program
directly responds to A.I.D.'s New Directions, we believe this is a
reasonable period.
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Recommendation: (1) That you approve the extension of the terminal dates
of the subject loan by eighteen months, establishing a new TCD of July 31,
1978, and a new TDD of January 31, 1979; and (2) that you sign the attached
amended Loan Authorization (TAB A) which authorizes transfer of up to $3.0
million from ORDEZA management in the Earthquake Zone to the Rural Enter-
prises Development Fund in the Industrial Bank, and the expansion of the
Fund's jurisdiction to include the departments of Apurimac, Cajamarca,

Huanuco and Huancavelica.
Approved: Jp/Z«/e?D é L-L[ﬁ“‘,

Disapproved:

/. Vi
pate: [ /'?//77
/4 / 4

Attachments:
TAB A - Amended Loan Authorization

TAB B - PP Supplement

Clearances:

GC:GMorgan 4/ Date /2“7
SER/FM:TBlacka // (4 Date er")ZZ”Z
PPC/DPRE:EHogan;IN-Bate )/25/77

7

I
LA/DR:KKelli[; fah:1/27/77:%29152
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DEPARTMENT OF STATE
AGENCY FOR INTERNATIONAL DEVELOPMENT
WASHINGTON, D. C. 20523

OFFICE OF
THE ADMINISTRATOR

A.I.D. Loan No. 527-W-057
(Ref: AID-DLC/P-2051)

FIRST AMENDMENT TO LOAN AUTHORIZATION

Provided From: FAA Section 106 (Selected Development
Problems)
PERU: Rural Enterprises Development

Pursuant to the authority vested in the Administrator,

Agency for International Development ("A.I.D."), by the
Foreign Assistance Act of 1961, as amended, and the dele-~
gations of authority issued thereunder, I herkby amend the

Loan Authorization, dated June 28, 1974, which authorized

the establishment of a loan to the Republic of Peru of not

to exceed ten million United States dollars (U.S. $10,000,000),
(The "Loan"), to provide financing and technical assistance

to rural enterprises in Peru, as follows:

Sub-part (ii) of the introductory paragraph of the Loan
Authorization is amended to read:

"(ii) Notwithstanding Sub-part (i), but within the
$10,000,000 limit of the Loan, up to $9,000,000 may be
used for financing and technical assistance to rural
enterprises through the Rural Enterprises Development
Fund of the TIndustrial Bank of Peru in the rural de-
partments of Cuzco, Puno, Junin, Ayacucho, Huancavelica,
Apurimac, Cajamarca, and Huanuco."

As amended hereby, the Loan Authorization dated June 24,
1974 remains in full force and effect.

% C/Lc&/ ‘4/(.1 ¢ {sa ‘“\v\

7

Clearances: . Acting’ Administrator /
Kkelly, LA/DR_{{ pate rZ??ZZf /;

CWeinberg, LA/DRbﬁﬁDate 111y / (/71
EHogan, PPC/DPR Date] hJ- /[ Date
PBirnbaum, AA/PP ate//31 /17

TBlacka, SER/FMf Sk Date’]}s/?

GMorgan, GC 4 ¢ Date /9 ) .
EGirard,AAEf\ft Date__,_ﬁE,-) GC/LA,TLGelger:lb:l/26/7%/p7/¢
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ACTION MEMORANDUM FOR THE}ACTING ASSISTANT ADMINISTRATOR (LA)
FROM: LA/DR, Charlesé}. Weinberg

Problem: To extend the terminal date for signing an amended Loan
Agreement for the Peru Rural Enterprise Development loan (527-w-057).

Discussion: The Rural Enterprise Development loan was authorized
June 28, 1974, and the loan agreement was signed November 25, 1974.
The purpose of the project is to provide credit and technical
assistance to enterprises located in selected rural areas of Peru.

The loan was divided into two portions, with each portion treated
separately in the loan agreement. The first was for $4.0 million to
be administered by the Organization for the Regional Development of

the Affected Zone (ORDEZA) to continue its activities in the Earthquake
Zone. The balance of the loan, $6.0 million, was allocated to the
Industrial Bank of Peru to establish a Rural Enterprises Development
Fund for lending in the southern departments of Ayacucho, Cuzco, Junin,
and Puno.

Although both portions of the loan were plagued by initial delays and
administrative problems, ORDEZA's operations continued to suffer from
poor management and intra-agency dissension. By January 1977 (the
original TCD), ORDEZA had committed only $1.7 million of loan funds.
On the other hand, the Industrial Bank overcame its initial problems
and has been performing extremely well. Performance standards set
during a July 1976 Mission review have been met and exceeded.

In view of the poor performance by ORDEZA in contrast with the
excellent progress achieved by the Bank, the Mission requested that
the loan be amended to authorize the transfer of uncommitted funds
from the ORDEZA portion of the loan to the Industrial Bank in

order to extend Fund operations to four sierra departments (Apurimac,
Cayamarca, Huanuco and Huancavelica). The Mission also reauested
that the TCD for the Bank portion of the loan and the TDD for both
portions be extended by eighteen months (See TAB B).

The Acting Administrator approved this amendment to the loan on
January 31, 1977, and, in conjunction with this approval, the

AA/LA, on February 3, 1977, signed a delegation of authority for

the Mission to negotiate and sign an amendment to the loan agreement.
The delegation was effective through May 28, 1977.

RECORD GOPY
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The Mission has been negotiating the terms of an amendment with the
GOP since the signing of the delegation of authority. Switching
funds from ORDEZA to the Industrial Bank has been a delicate and
time consuming issue in the negotiations. ORDEZA has been arguing
that funds should not be transferred but rather that additional

time be authorized for it to commit the $2.3 million remaining at
the TCD. Final resolution was not possible until recent discussions
between Peruvian Embassy and AID/W officialg convinced the GOP

that AID would not reconsider its decision to transfer funds to

the Bank.

Based on this recent discussion, the GOP on Friday, May 27, 1977,

sent a letter to the Mission approving the draft amendment to the

loan agreement and advising the Mission that it wishes to sign the
amended agreement.

In order to sign the amended loan agreement, however, additional
time is required to prepare the necessary legal documents -- i.e.,
the documentation for issuing a Supreme Decree which authorizes

& GOP representative to sign for the government. Although the GOP
has indicated that approximately two to four wekks are required

for issuance of the Supreme Decree, the Missionfhas requested that
the terminal date for signing the amended loan agreement be extended
by 60 days to allow for unforeseen delays.

Even though the effective date of the current delegation of authority
has lapsed, I believe the unique circumstances surrounding the
negotiation of an amended loan agreement for this project warrant

the approval of the requested extension. The Mission could not
request an extension until it had received notification that the
amended loan agreement would be approved by the GOP, and, as has
been noted, it was not until Friday, May 27, 1977, that such
notification was received. The Mission contacted AID/W immediately
and recommended that the request be approved. We support the
Mission's recommendation.

Recommendation: That you authorize a 60-day extension of the
terminal date for signing an amended loan agreement for the Peru
Rural Enterprises Development loan (527-W-057) by signing the
attached delegation of authority (TAB A).

Attachments:
TAB A - Delegation of Authority
TAB B - Action Memorandum for the Acting Administrator, dtd 1/28/77

LA/DR:K.KeHZy :gah:6/3/77
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ACTION MEMORANDUM FO%};&E/ACTING ASSISTANT ADMINISTRATOR (LA)

FROM: LA/DR, Charlés fleinberg

Problem: To extend the terminal commitment and disbursement dates of
the Peru Rural Enterprises loan (527-W-057) by six months.

Discussion: The $10 million Rural Enterprise Development loan was
authorized June 28, 1974, and the loan agreement was signed November 25,
1974. The purpose of the project 1s to provide credit and technical
assistance to enterprises located in selected rural areas of Peru.

The loan was divided into two portions, with each portion treated
separately in the loan agreement. The first was for $4.0 million to
be administered by the Organization for the Regional Development of

the Affected Zone (ORDEZA) to continue its activities in the Earthquake
Zone. The balance of the loan, $6.0 million, was allocated to the
Industrial Bank of Peru to establish a Rural Enterprise Development
Fund for lending in the southern provinces of Ayacucho, Cuzco, Junin
and Puno.

Both portions of the loan were plagued by initial delays and administra-
tive problums. This has remained the case with ORDEZA and its opera-
tions continued to suffer from poor management and intra-agency
dissension. By January 1977 (the original TCD), ORDEZA had committed
only $1.7 million of loan funds. On the other hand, the Industrial
Bank overcame its initial problems and has been performing extremely
well. Performance standards set during a July 1976 Mission review have
been met and exceeded.

In view of the poor performance of ORDEZA in contrast with the excellent
progress achieved by the Bank, the Mission requested that the loan be
amended to authorize the transfer of uncommitted funds from ORDEZA to

the Industrial Bank. The additional funds would be used to extend fund
operations to four Sierra departments (Apurimac, Cajamarca, Huanuco, and
Huancavelica). The Mission also requested that the TCD for the Bank
portion of the loan and the TDD for both portions be extended by eighteen
months. The Acting Administrator approved this amendment to the loan on
January 31, 1977 (see TAB A).

Obtaining GOP concurrence in transferring funds from ORDEZA to the
Industrial Bank was a delicate and time consuming issue in negotiating

an amendment to the loan agreement. ORDEZA argued that funds should

not be transferred but rather that additional time be authorized for

it to commit the $2.3 million remaining at the TCD. ORDEZA's objections
were raised at the highest GOP policy-making levels, greatly complicating

RECSRD GOrl
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the negotiations and making it politically difficult to reach an early
consensus regarding the amendment. It was not until after discussionms,
in late May 1977, between Peruvian Embasey and AID/W officials that
the GOP was convinced that AID would not reconsider its decision to
transfer funds to the Bank. After these discussions, the GOP formally
advised the Mission of its approval of the transfer and desire to sign
the amended agreement.

With the uncertainty surrounding GOP agreement to the amendment, the
Industrial Bank was reluctant to begin any activities in the four new
departments to be affected by the transfer. At the present time, Bank
operations are minimal in these departments and certain initial
activities are required in preparation for sub-lending (e.g., orienta-
tion of branch office staff, field promotion of the fund, and sub-
project identification and study). With the required funding in doubt,
however, the Bank--not wanting to raise expectations--refrained from
undertaking these preliminary tasks. This resulted in a considerable
loss of time which was not anticipated when the Mission originally
requested the extension of the terminal dates.

The amended loan agreement providing for an eighteen-month extension of
the terminal dates has now been signed. Mission and Industrial Bank
officials have reviewed time requirements, however, and have concluded
that an additional six months is necessary to make up for the time lost
during the lengthy amendment negotiations. Therefore, the Mission has
requested that the TCD and TDD be extended by six months to January 31,
1979, and July 31, 1979, respectively.

Policy Determination 57 has recently been revised with the issuance of
AIDTO Circular A-268 (TAB B). Mission Directors now have authority to
approve extensions of terminal commitment and terminal disbursement
dates for a cumulative period of not to exceed one year. Any extension
beyond one year, however, must be approved by the Assistant Administratc
Therefore, since the terminal dates for the project have already been
extended eighteen months, you have the authority to approve this additic
extension request, pursuant to AIDTO Circular A-268.

An extension of six months would bring the life of the project to 56
months which is within the six year project life limit permitted by
AIDTO Circular A-268. Given the type of program involved and the fact
that 1t directly responds to AID's New Directions, we believe the
additional six month period requested by the Mission is reasonable.
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Recommendation: That you approve a six month extension of the TCD and
TDD, to January 31, 1979 and July 31, 1979 respectively, for the Peru
Rural Enterprises Loan.

Approved: , ((LL/}(U]& / é‘«}

Disapproved:

Date: @u_a 1L 1977
f.

Attachments:

TAB A - Action Memorandum for the Acting Administrator, dtd 1/28/77
TAB B ~ AIDTO Circular A-268



TDAAS-2A6—~ A| 1014 &
CONFURiviED COFY

— \/\

A.1.D. Loan N°(527-W-057 Mp.
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Between

THE REPUBLIC OF PERU

and

THE UNITED STATES
OF AMERICA

For

RURAL ENTERPRISES DEVELOPMENT

DATE: NOV « v 1374



LOAN AGREEMENT dated NV between the Government

.
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o ].‘.I

of the Republic of Peru ("Borrower'jand the United States of America,

acting through the Agency for Inlcrnational Development (A, I. D, "

ARTICLE 1
The Loan

SECTION 1, 0l. The Loan, A.I D. agrees to lend to the Borrower
in furtherance of the Alliance for Progress and pursuant to the Foreign
Assistance Act of 1961, as amended, an amount not to exceed Ten Million
United States Dollars (US$10, 000, 000) ("'Loan") to assist the Borrower in
carrying out the Project referred to in Section 1, 02 ("Project"). The Loan
shall be used exclusively to finance United States dollar costs of goods and
services required for the Project ("' Dollar Costs') and the local currency
costs of goods and services required for the Project ("'Local Currency
Costs'). The aggregate amount of disbursements under the Loan is herein-

after referred to as "Principal.

SECTION 1,02, The Project. The Project will assist new and exist-

ing rural enterprises in Peru by making available an integrated program
of credit and technical assistance to such enterprises. Up to four million
dollars (US$4, 000, 000) will be available under the Loan for the area
affected by the earthquake of May 31, 1970 (""Affected Zone') and up to six
million dollars (US$6, 000, 000) w:i!l be available for the departments of

Cuzco, Puno, Junin and Ayacucho ("Rural Departments').

The Borrower designates ORDEZA as the Implementing Agency for

that portion of the Project being carried out in the Affected Zone, and the
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Banco Industrial del Peru ("Bance ndustrial”) as the Implementing Agency

for that portion of the Project being carried out in the Rural Departments.

The Project is more fully described in Annex I attached hereto, which

annex may be modified in writing by mutual agreement of the parties,

SECTION 1.03. Use of Funds Generated by Other United States

Assistance. The Borrower shall use for the Pro’ect, in licu of any United
States dollars that would otherwise be disbursed under the Loan to finance
the Local Currency Costs of the Project, any currencies other than United
States dollars that may become available to the Borrower after the date of
this Agreement in connection with assistance (other than the Loan) provided
by the United States of America to the Borrower to the extent and for the
purposes that A, 1. D, and the Borrower may agree in writing. Any such
funds used for the Project ‘shall reduce the amount of the Loan (to the ex-
tent that it shall not then have been disbureged) by an equivalent amount of
United States dollars computed, as of the date of the agreement between
A, L D, and the Borrower as to the use of such funds, at that rate of ex-
change between United States dollars and Peruvian soles which yields the

greatest number of soles per dollar and which is not urlawful in Peru.



ARTICLE |

Loan Te rms

SECTION 2, 01, Interest,  The Borrower shayy PAy to A. L. D, interes
which shal} adccrue at the rate of tWo percent (207 P¢r annum for ten years
following the date of the hirat disbursement hereunder and at the rate of
three percent (30 Per arnum thereafte p on all outstanding balances,
Interest on (he owtstanding balance of Principal ghaj) acerue from the dare
of cach respective disbursement (as such date g defined in Section 7, 04)
and shal] be computed on the basjg of a 365-day year. Interest shal] be
payable Semiannually, The firet payment of interest ghal) be due and
Payable no later than six (6) months after the firgt disbursement hcrcundcr.

on a date to be Specified by A, |, D,

SECTION 2, g2, Repayment, The Borrower shal] repay to A. ], D,
the Principal within forty (40) years from the date of the first dishurse -
ment hereunder in 8ixty -one (61) approximately equal semiannya] install-

ments of Principal ang interest. The first installment of “rincipal sha]]
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SECTION 2.04. Prepayment. Upon paymeat of all interest, Principal

and refunds then duc, the Borrower may prepay, without any other charges,
all or any part oi the Frincipal. Auy such prepayment ahall be applicd 10

the installiients of Principal in the invesae order of their maturity,

SECTION 2,05, Rencgotiation of the Terins of the Loan. In the light

of the undertakangs of the United States of America, and the other signato-
ries of the Act of Bogota and the Charter of Punta del Este to forge an
Alliance for Progress, Norrower agrees to negotiate with A I, D., at such
time or times as A. L D. may request, an acceleration of the repayment of
the Loan in the event that there is any significant improvement in the inter-
nal and external economic and financial position and prospects of Peru,
taking into consideration the relative capital requirements of Peru and of

the other signatories of the Act of Pogota and the Charter of Punta del

Este.
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ARTICLE 11}

Conditions Precedcut to Dishursement

SECT]ON 3. ol Cuﬂdl!lu}lal 1'l'yr'}"r‘,rh/lm!l_)wl'llqlv_l'l‘ﬁnl Disburdemem_:_

Prior to the firet diabursciicnt ur tu the 1sausnce of any commitment
documernits under the Loan, the Botrower shall subnat o AL D, in
form and substance asatisfactory to A, 1, D,

(a) An opinion of the Director General of the General Department
‘of Legal Counsel of the Ministry of Economy and Finance or other
counscl acceptable to A 1. 1D, that this agrecment has been duly authorized
and/or ratified and executed on behalf of the Borrower, and that it
constitutes a valid and legally binding obligation of the Porrower in
accordance with all of its terms;

(b) A statement of the name of the person holding or acting in the
office of the Borrower specified in Section 9.02 and a specimen signature
of the person specified in that statement, appropriately certified as to

its authenticity;

SECTION 3, 02. Conditions Precedent to Disbursement for th_e__

Portion of the Project in the Dcpartments of Cuzco, Puno, Ayacucho,

and Junin,
Prior to any disbursement or the issuance of any commitment documents
under the Loan for the portion of the Project in the Rural Departments, for
any purpose other than to finance technical assistance services or
commodities for other than sub-borrowers, the Borrower shall submit to
A.L.D., 1n form and substance satisfactory to A. 1. D, .

(a) evidence that the Banco Industrial has been granted the necessary
authority to permit it to provide credit and other assistance to commercial
and service enterprises under the Project;

(b) evidence of the establishment of a Rural Enterprises Development
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Fund (“Fund") within the Banco lndustrial;

(¢) an Organiaation and Operations Plan desc ribing how the Banco
Indastrial will umptement 1ts portion of the Project; this plan shall in-
clude but not necessarily be lunited to

(1) 8 time-phased unplementation plan;
(1) & credit manual contaimng the rules, regulations
and interest rates of the Fund:
(iii) provisions for promoting the Fund, identifying
sub-projects and furnishing technical assistance
to sub-borrowers from the Fund;

(iv) provisions for adequate staffing.

SECTION 3.03 Conditions Precedent to Disbursement for the

Portion of the Project in the Affected Zone.

Prior to any disbursement or the issuance of any commitment documents
under the Loan for the portion of the Project in the Affected Zone, Borrower
shall submit to A. 1. D., in form and substance satisfactory to A. 1. D. .

(a) a plan for the allocation of the funds available under the Loan for
the Affected Zone to the Rural Community Development Project financed
under A, 1.D. Loan 527-L-052 and to the Small Business Assistance Fund
financed under A.1. D, Loan 527-L-053;

(b) an Organization and Operations Plan which shall include, but not
neceesarily be limited to:

(i) a time-phased implementation plan;

(ii) &« credit manual containing the rules and regulations
governing the use of Loan funds made available for
relending in the Affected Zone, including a schedule

of interest rates;






and all abligations of the partics herceunder shall lerminate,

SECTION 305 Notifye atiue of Meating Conditions Precedent
.‘.9,.33-_.5”33!1!.[';‘1{,!?51& A L D shall nsolify the Borrower when the
conditions precedent cp disbueserent gpecificd 1n Sections 3,01 and,
as the caee raay be, 5,02 and 23 of this loan Agreement have been

met,
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ARTICLE IV
GCeneral Covenants and Warranties

SECTION 4. 01 Execution of the Project.

(8) The Borrower shall cause the Project to be carried out with due
diligence and efficiency, and in conformity with sound financial aud ad-
miaistrative practices.

(b) The Borrower shall cause the Project to be carried ou in
conformity with all of the plans, specifications, regulations, contracts,
schedules, and other arrangements, and with all modifications therein,

approved by A, I. D. pursuant to this Agreement,

SECTION 4.02. Funds and Other Rescurces to be Provided by the

Bosrower.

Borrower shall provide promptly as needed all funds, in addition to the

Loan, and all resources required for the punctual and effective carrying
out of the Project, including but not limited to the contribution stated in

Section 5, 01 hereof.

SECTION 4, 03. Continuing Consultation. The Borrower and A. L. D,

shall cooperate fully to assure that the purposes of the Loan will be
accomplished. To this end, the Borrower and A.1. D, shall from time to
time, at the request of either party, exchange views through their repre-
sentatives with regard to the progress of the Project, the performance by
the parties to this Agreement of their obligations under this Agreement,

and other matters relating to the Project.

SECTION 4. 04 Management, The Borrower shall cause to be

provided qualified and experienced management for the Project and shall
cause to be trained such staff as may be appropriate for the successful

implementation of the Project.
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SECTION 4.0% Taxation. This Agreciuent, the Loan, and any
evidence of indebtness 1ssued 1o connection herewith shall be [ree from,
and the Principal and interest shall be pard without deduction for and free
from, any taxation vr {ees impos=d under the laws in effect within the
tepublic of Peru. To the extent that (a) any contractor, including any
consulting firm, any personncel of such contractor financed hereunder, and
ny properly or transactions relating to such contract and (b) any commo-
dily procurement transaction financed h?reundcr. are not exempt from
identifiable taxes, tariffs, duties, and other levies imposed under laws in
effect in Peru, Borrower shall as and to the extent prescribed in and
pursuant to Implementation Letters, pay or reimburse the same under

Section 4. 02 of this Agreement with funds other than those provided under

the Loan.

SECTION 4,06 Utilization of Goods and Services.

(a) Goods and services financed under the Loan shall be used ex-
clusively for the Project, except as Borrower and A.l. D. may otherwise
agree in writing.

(b) Except as A.l. D. may otherwise agree in writing, no goods or
services financed under the Loan shall be used to promote or assist any
foreign aid project or activity associated with or financed by any country
not included in Code 935 of the A.I. D. Geographic Code Book as in effect

at the time of such use,

SECTION 4,07 Disclosure of Material Facts and Circumstances.

The Borrower represents and warrants that all facts and circumstances
that it has disclosed or caused to bedisclosed to A.1. D, in the course of
obtaining the Loan are accurate and complete, and that it has disclosed
to A.L.D., accurately and completely, all facts and circumstances that
might materially affect the Project and the discharge of its obligations

under this Agreement. Borrower shall promptly inform A, I, D, of any
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facte and circumstances that may herealter arise that might materially
affect, or that it is reasonable to believe might materially aflect, the

Moject or the discharge of Borrower's obligations under this Agreement,

SECTION 4,08 Commissiona, Fees, and Other Payments.

(a) Borrower warrants and covenants that in connection with obtaining
the Loan, or taking any action under or with respect to this Agreement, it
has noc¢ paid, and will not pav or agrece to pay, nor to the best of its
knowledge has there been psid nor will there be paid or agreed to be paid
by any other person or entity, commissions, fces, or other payments of
uwny kind, except as regular compensation to Borrower's full time officers
aid employees or as compensation for. bona fide professional, technical,
or comparable services. Borrower shall promptly report to A. 1. D. any
payment or agreement to pay for such bona fide professional, technical, or
comparable services to which it is a party or of which it has knowledge
(indicating whether such payment has been made or is to be made on a
contingent basis) and if the amount of any such payment is deemed un-
reasonable by A, 1. D, the same shall be adjusted in a manner satisfactory
to A. 1. D,

(b) Borrower warrants and covenants that no payments have been or
will be received by the Borrower, or any official of Borrower, in
connection with the procurement of goods and services financed hereunder,

except fees, taxes, or similar payments legally established in Peru.

SECTION 4,09 Maintenance and Audit of Records. The Borrower

shall maintain, or cause to be maintained, in accordance with sound
accounting principles and practices consistently applied, books and records
relating both to the Project and to this Agreement. Such books and records
shall without limitation, be adequate to show:

(a) the receipt and use made of goods and services acquired with

funds disbursed pursuant to this Agreement;
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(b) the nature and extent of solicitations of prospective suppliors of
pouln and services acquired;

{c) the basis of the award of contracts and orders to succesaaful
hidders; and

(d) the progress of the Project.

Such books and records shall be regularly audited by auditors
acceptable to A. 1. D, in accordance with sound auditing standards, for
such period and at such intervals as A, . D, may require, and shall be
ymaintained for five years after the date of the last disbursement by A. L D.
or until all sums due A. I D. under this Agreement have been paid, which-

cver date shall first occur.

SECTION 4.10. Reports. The Borrower shall furnish to A, L. D.
such information and reports relating to the Loan and the Project as

A. 1. D. may request.

SECTION 4.11. Inspection. The authorized rcpresentatives of
A.l. D. shall have the right at all reasonable times to inspect the Project,
the utilization of all goods and services financed under the Loan, and the
books, records, and other documents of the Borrower or any of its
constituent agencies relating to the Project and the Loarn. The Borrower
shall cooperate with A.I. D. to facilitate such inspections and shall permit
representatives of A.I. D. to visit any part of Peru for any purpose relat-

ing to the Loan,
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ARTICLE WV

Special Covenants and Wa rrantics

SECTION 5.01 Borrower's Cout ribation.  Dorrower covenants
to PTDVidC as its contributionr to the Prnjv(‘l the cquivalent of at least

five million five hundred thousard United States dollars (US$5,500, 000),

SECTION 5,02 Changes. The Borrower covenants that no
substantial changes will be made in the plans, rules, 1egulations or
other evidence submitted in response to Article III of this l.oan Agree-

ment without the consent of A. 1. D,

SECTION 5.3 Subloans. Borrower covenants that:

(a) Project subloans shall be made only to those enterprises
which do not have normal access to credit on reasonable terms and
conditions;

(b) Subloan proposals shall be evaluated in accordance with the
following criteria, inter alia:

(i) the potential of the proposed sub-loan to generate
employment;

(ii) its corir:ibutior to regional cconomic development,
and vertical integration;

(iii) the depree to which 1t is expected tc add value to
locally produced goods and materials;

(iv) its compati bility wich applizable regional develop-

ment plans of the Borrower,

SECTION 5,04 Use of Sub-loan Repayments. Except as A, I D,

may otherwise agree in writing, all repaymerts of principal and all
payments of interest derived from Project subloans will be deposited
in the Fund and used throughout the repayment period of the Loan for

activities associated with the development of rural enterprises,
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SECTION 5.05 _Approval of Sub-Loans by A.I. D. Except: as

A. L D. may otherwise agree in writing, all proposals for sub-loans
in excess of two millicr scles ($/2, 000, 000) in the Departments of
Cuzco, Puno, Ayacucho, and Junin, and all proposals for sub-l-.ins
in excess of three million soles (8/3, 000, 000) in the Affected Zone
shall be submitted to A, 1. D, for the prior written approval of A, I, D.
After sixty (60) days of regular sublending activities by the Banco
Industrial under the Project, A.I1.D. and the Banco Industrial will
review the two million sol (5/2, 000, 000) approval limit for sub-loans
made by the Banco to determine whether a higher Banco approval

limit for sub-loans is appropriate.

SECTION 5. 06 _Disposition of Existing Resources in the

Affected Zone. Exceptas A.I D. may otherwise agree in writting,
within twelve months of the date of this Agreement, Borrower shall
submit to A. 1. D., in form ard supstance satisfactory to A. 1. D., a
plan for the disposition of the resources presently administered by
ORDEZA under the Rural Community Development Project and the

Small Business Assistarce Fund.
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ARTICLE VI

Procurement

SECTION 6.01. Procurement from Selected Free World Countries.

Except as A, I D. may otherwise agree in writing, and except as provided
in sub-section 6. 08 (c) with respect to marine insurance, disbursements
made pursuant to Section 7. 01 shall be used exclusively to finance the
procurement for the Project of goods and services having their source
ant origin in countries included in Code 941 of the A. I. D. Geographic Code
Book as in effect at the time orders are placed or contracts are entered
into for such goods and services (""Selected Free World Goods and Serv-
ices'). Notwithstanding any other provisions herein, motor

vehicles to be procured with Loan funds must be manufactured
in the United States. All vcean shipping financed under the Loan shall
have both its source and origin in countries included in Code 941 of the

A.I D. Geographic Code Book as in effect at the time of shi pment,

SECTION 6. 02. Procurement from Peru. Except as A.I. D. may

otherwise agree in'writing disbursements made pursuant to Section 7. 02
shall be used exclusively to finance the procurement for the Project of

goods and services having both their source and origin in Peru.

SECTION 6.03. _Eligibility Date. Except as A.I, D. may other-

wise agree in writing, no goods or services may be financed under the
Loan which are procured pursuant to orders or contracts firmly placed

or entered into prior to the date of this Agreement.

SECTION 6.04. Goods and Services Not Financed Under Loan,

Goods and services procured for the-Project, but not financed under the
Loan, shall have their source and origin in countries included in Code
935 of the A. 1. D. Geographic Code Book as in effect at the time orders

are placed for such goods and services.
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SECTION 6.05. Implementation of Procurement Requirements.

The definitions applicable to the eligibility requirements of Section 6. 01,

6.02, and 6,04 will be set forth in detail in Implementation Letters.

SECTION 6.06. Plans, Specifications and Contracts,

(a) Except as A.1. D. may otherwise agree in writing, the Borrower
shall furnish te A, I. D, promptly upon preparation all plans, specifications,
construction schedules, bid documents, and contracts relating to the
Project, and any modifications therein, whethér or not the goods and
services to which they relate are financed under the Loan.

(b) Except as A.I1, D, may otherwise agree in writing, all of the
plans, specifications and construction schedules furnished pursuant to
subsection (a) above shall be approved by A.I. D. in writing.

(c) All bid documents and documents related to the solicitations of
proposals relating to goods and services financed under the Loan shall be
approved by A, I D, in writing prior to their issuance.

(d) The following contracts financed under the Loan shall be
approved by A, I.D. in writing prior to their execution:

(i) contracts for engineering and other professional services;
(ii) contracts for construction services;
(iii) contracts for such other services as A.1. D. may
specify; and
(iv) contracts for such equipment and materials as A.I. D,
may specify,

In the case of any of the above contracts for services, A,I D. shall
also approve in writing the contractor and such contractor personnel as
A.I. D. may specify. Material modifications in any of such contracts and
changes in any of such personnel shall also be approved by A. 1. D, prior

to their becoming effective.
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(e) Consulting firms used by the Borrower for the Project but not
financed under the Loan, the scope of their services and such of their
personnel assigned to the Project as A. 1. D. may specify, and construc-
tion contractors used by the Borrower for the Project but not financed
under the Loan shall be acceptable to A. 1. D.

SECTION 6.07 Reason:ble Price. No more than reasonable

prices shall be paid for any goods or services financed, in whole or in
part, under the Loan, as more fully described in Implementation Letters.
Such items shall be procured on a fair and, except for professional
services, on a competitive basis in aczordance with procedures there -
for: prescribed in Implementation Letters.

SECTION 6.08 Shipping and Insurance.

(a) Selected Free World Goods financed under the Loan shall be
transported to the Republic of Peru on flag carriers of the Republic of
Peru or any country included in Code 935 of the A 1. D. Geographic
Code Book as in effect at the time of shipment.

(b) Unless A.1 D. shali determine that privately owned United
States flag commercial vessels are not available at fair and reasonable
rates for such vessels:

(i) At least fisty percent (50%) of the gross tonnage of
Selected Free World goods financed under the Loan and transported on
ocean vessels from United States ports (computed separately for dry
bulk carriers, dry cargo liners, and tarkers) shall be transported on
privately owned United States flag commercial vessels; and at least
fifty percent (50%) of the gross freight revenue generated by ocean ship-
ments of Selected Free World goods financed under the Loan and trans-
ported on dry cargo liners from United States ports shall be paid to or
for the benefit of privately-owned United States flag commercial vessels;

and
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(ii) At least fifty percent (50%) of the gross tonnage of all

Selected Free World goods financed under the Loan and transported on
occan vessels from non-United States pcrts (computed separately for
dry hulk carriers, dry cargo liners and tankers) shall be transported
oh privately owned United States flag commercial vessels, and at least
lifty percent (50%) of the gross freight revenue generated by ocean ship-
ments of Selected Free World goods financed under the Loan and transport-
ed on dry cargo liners from non-United States ports shall be paid to or
for the benefit of privately owned United States flag commercial vessels.
No such goods may be transported on any ocean vessel (or aircraft)which
(i) A. L D., in a notice to the Borrower, has designated as ineligible to
carry A.L D. financed goods or (ii) has been chartered for the carriage
of A. 1. D. financed goods unless such charter has been approved by A. L. D.

(c) Marine insurance on Selected Free World goods may be financed
under the Loan with disbursements made pursuant to Section 7. 01,
provided (i) such insurance is placed at the lowest available competitive
rate in Peru or in a country included in Code 941 of the A, I, D, Geographic
Code Book as in effect at the time of placement, and (ii) claims there-
under are payable in freely convertible currency. If in connection with
the placement of marine insurance on shipments financed under United
States legislation authorizing assistance to other nations, Peru, by
statute, decree, rule or regulation favors any marine insurance company
of any country over any marine insurance company authorized to do
business in any state of the United States of America, Selected Free World
goods financed under the Loan shall during the continuance of such
discrimination be insured against marine risk in the United States of
America with a company or companies authorized to do marine insurance

business in any state of the United States of America.
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(d) The Borrower shall insure, or cause to be insured, all Selected
Free World goods financed under the Loan against risks incident to their
transit to the point of their use in the Project. Such insurance shall be
issued upon terms and conditions consistent with sound commercial
practice, shall insure the full value of the goods, and shall be payable
in the currency in which such goods were financed or in any freely con-
vertible currency. Any indemnification received by the Borrower under
such insurance shall be used to replace or repair any material damage
or any loss of the goods insured or shall be used to reimburse the Borrower
for the replacement or repair of such goods. Any such replacement shall
have their source and origin in countries included in Code 941 of the A.I. D.
Geographic Code Book as in effect at the time orders are placed or con-
tracts are entered into for such replacements, and shall be otherwise
subject to the provisions of this Agreement.

SECTION 6.09 Notification to Potential Suppliers. In order that

all United States firms shall have the opporturity to participate in
furnishing goods and services to be firanced under the Loan, the Borrower
shall furnish to A.I. D, such information with regard thereto, and at such
times, as A.I. D. may request in Implementaticr Letters.

SECTION 6.10 United States Goverrrment-Owned Excess Property.The

Borrower shall utilize, with respect to goods financed under the Loan to
which the Borrower takes title at the time of procurement, such recon-
ditioned United States Governmert-owred Excess Property as may be
consistent with the requirements of the Project and as may be available
within a reasonable period of time and is consistent w;'th Peruvian

Law . The Borrower shall seek assistance from A.I1.D. and A.I D. will
assist the Borrower in ascertaining the availability of and in obtaining
such Excess Property. A I. D. will make arrangements for any necessary

inspection of such property by the Borrower or its representative. The
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costs of inspections and of acquisition, and all charges incident to the
transfer to the Borrower of such Excess Property, may be financed

under the Loan. Prior to the procurement of any goods, other thar
Excess Property, financed under the Loan and after having sought such
A.I. D. assistance, the Borrower shall indicate to A.L D. in writing, on
the basis of information then*available to it, either that such goods cannot
be made available from reconditioned United States owned Excess Property
on a timely basis or that the goods that can be made available are not

technically suitable for use in the Praject.

SECTION 6.1l Information and Marking. Borrower shall give

publicity to the Loan and the Project as a joint undertaking of the United
States and Peru in furtherance of the Alliance for Progress and shall
identify the Project sites and mark goods financed under the Loan, as

prescribed in Implementation Let:ers.
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ARTICLE VII

Disbursements

SECTION 7.0l Disbursement for United States Dollar Costs-

Letter of Commitment to United States Banks. Upon satisfaction of

counditions precedent, the Borrower may, from time to time, request
A. L D, to issue Letters of Commitment for specified amounts to one or
more United States banks, satisfactory to A.I. D., committing A. I, D,
to reimburse such bank or banks for payments made by them to contrac-
tors or suppliers, through the use of Letter of Credit or otherwise, for
Dollar Costs of goods and services procured for the Project in accor-
dance with the terms and o nditions of this Agreement. Payment by a
bank to a contractor or supplier will be made by the bank upon presen-
tation of such supporting documentation as A.I. D. may prescribe in
Lettersof Commitment and Implementation Letters. United States bank-
ing charges incurred in connection with Letters of Commitment and
Letters of Credit shall be for the account of the Borrower and may be

financed under the Loan.

SECTION 7.02._ Disbursemermnts for Local Currency Costs.

Upon satisfaction of conditions precedent, the Borrower may, from
time to time, request disbursement by A.L. D. of local currency for
Local Currency Costs of goods and services procured for the Project
in accordance with the terms and conditions of this Agreement by sub-
mitting to A.I. D. such supporting documertation as A.I. D. may pres-
cribe in Implementation Letters. A.I D, shall make such disburse-
ments from local currency owned by the U.S. Government and obtained
by A.I. D. with United States dollars. The Uunited States dollar equiva-
lent of the local currency made available hereunder will be the amount

of United States dollars required by A.I. D, to obtain the local currency.
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SECTION 7.03. Other Forms of Disbursement. Disbursements of

the Loan may also be made through such other means as the Borrower

and A, L D. may agree to in writing,

SECTION 7. 04. Date of Disbursement, Disbursement by A, I. D.

shall be deemed to occur, (a) in the case of disbursements pursuant to
Section 7. 01, on the date on which A, L. D. makes a disbursement to the
Borrower, to its desiguee, or to a banking institution pursuant to a
Letter of Commitment, and (b) in the case of disbursements pursuant

to Section 7.02, on the date on which A.I. D, disburses the local currency

to the Borrower or its designee.

SECTION 7. 05, Terminal Date for Disbursement,. Except as

A. L. D. may otherwise agree in writing, no Letter of Commitment, or
other commitment documents which may be called for by another form
of disbursement under Section 7.03, or amendment thereto, shall be
issued in response to requests received by A, I, D. after January 31,1977
and no disbursement shall be made against documentation received by
A.I D. or any bank described in Section 7. 0l after July 31, 1977, A.L D.
at its option, may, at any time, or times after July 31, 1977 reduce the
Loan by al! or any part thereof for which documentation was not received

by such date,
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ARTICLE VIl

Cancellation and Suspension

SECTION 8 0L Cancellation by the Borrower. The Borrower may,

with the prior written consent of A.L.D., by written notice to A.LD,,
cancel any part of the Loan (i) which, prior to the giving of such notice,
A.1 D. has not disbursed or committed itself {o disburse, or (ii) which
has not then been utilized through the issuance of irrevocable Letters of
Credit or through bank payments made other than under irrevocable

Letters of Credit.

SECTION 8.02. Events of Default: Acceleration. If any one or

more of the following events ("Events of Default") shall occur:

(a) The Borrower shall have failed to pay when due any interest
or installment of Principal required under this Agreement;

(o) The Borrower shall have failed to comply with any other
pProvision of this Agreement, including, but without limitation, the
obligation to carry out the Project in the manner hereby agreed upon;

(c) The Borrower shall have failed to pay when due any interest
or any installment of Principal or any other payment required under
any other loan agreement, or any other agreement between the Borrower
or any of its agencies and A.1. D, or any of its predecessor agencies;
then A. 1. D, may, at its option, give to the Borrower notice that all or
any part of the unrepaid Principal shall be due and payable sixty (60)
days thereafter, and unless the Event of Default is cured within such
sixty (60) days:

(i) such unrepaid Principal and any accrued interest

hereunder shall be due and payable immediately; and
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(ii) the amount of any further disbursements made under
outstanding irrevocable Lettergof Credit or otherwise

shall become due and payable as soon as made.

SECTION 8,03, Suspension of Disbursement. In the event that

at any time:

(a) An Event of Default has occurred;

(b) An Event occurs that A, I.D. determines to be an extraordinary
situation that makes it improbable either that the purpose of the Loan will
be attained or that the Borrower will be able to perform its obligations
under this Agreement;

(c) Any disbursement by A.1 D. would be in violation of the legis-
lation governing A, I, D, i or

(d) The Borrower shall have failed to pay when due any interest
or any installment of Principal or any other Payment required under any
other loan agreement, or any other agreement between the Borrower or
any of its agencies and the Government of the United States or any of its
agencies;
then A.I. D. may, at its option:

(i) suspend or cancel eutatanding commitment documents to the

extent that they have not been utilized through the issuance of

irrevoéable Letters of Credilf or through bank payments made
other than under irrevocable Leiters of Credit, in which event

A. I D. shall give notice to the Borrower promptly thereafter;

(ii) decline to make disbursementsother than under outstanding

commitment documents;

(iii) decline to issue additional commitment documents;

(iv) at A.1.D.'s expense, direct that title to goods financed

under the Loan shall be transferred to A. L D. if the goods



are from a source outside Peru, are in a deliverable state and

have not been offloaded in ports of entry of Pery, Any dis-

such transferred goods shall be deducted from Principal,

SECTION 8. 04, Cancellation by A. I D, Following any suspension

of disbursements Pursuant to Section 8. 03, if the cause or causes for such
suspension of disbursements shall not have been eliminated or corrected
within sixty (60) days from the date of such suspension, A, I. D, may, at
its option, at any time or times thereafter, cancel all Oor any part of the
Loan that is ot then either diabursed or subject to irrevocable Letters of

Credit,

SECTION 8. 05, Continued Effectiveness of Agreement. Notwith-

standing any cancellation, suspension of disbursement, or acceleration
of repayment, the proviziaas af this Agreemqr.t shzll continue in fuil
force and effect untii the paym.enmt in fml) of all Principal and any accrued

interest hereunder,

SECTION 8 06, Refunds.

(a) In the case of any disbuzrsement no: supported by valid
documentation in accordance with the terms of this Agreement, or of
any disbursement not made or used in accordance with the terms of this
Agreement, A.I D, notwiths:anding the availability of exercise of any of
the other remedice provided for under this Agreemer.t, may require the
Borrower to refund such amount in United Staicsg dollars (o A, I, D., within
thirty (30) days after receipt of a request therefer. Such amount shall be
made available first for the cost of goods and Bervices procured for the
Project hereunder, to the extent justified; the remainder, if any, shall

be applied to the installments of Principal in the inverse order of their
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maturity and the amount of the Loan shall be reduced by the amount of
such remainder. Notwithstanding any other Provision in this Agreement,
A.L. D.'s right to require a refund with respect to any disbursement under
the Loan shall continue for five (5) years following the date of such dis-
bursement,

(b) In the event that A, I, D. receives a refund from any contractor,
supplier, or banking institution, or from any other third party connected
with the Loan, with respect to goods or services financed under the Loan,
and such refund relates to an unreasonable price for goods or services, or
to goods that did not conform to specifications, or to services that were
inadequate, A.I, D. shall hrst -make auclt reféad available Ior the cost of
goods and services procured for the Project hereunder, to the extent
justified; the remainder to be applied to the installments of Principal in
the inverse order of their maturity and the zmount of the Loan shall be

reduced by the amount of such remainder,

SECTICN 8.07 Expensas of 7~ "actisa. .ill reasonable costs

incurrel by A, I, D., other tun talaries of its staff, in connection with

the collection of any refund or in connection with amounts due A, D, by
reason of the occurrence of any of the svents specified in Section 8, 02
may be charged to the Borrower and reimbursed to A, 1. D. in such manner

as A. L. D. may specify,

SECTION 8. 08. Non-waiver ¢f Remedies. No delay in exercising

or omission to exercise any right, power or remedy accruing to A, I, D,
under this Agreement shall be cons‘rucd as a waiver of any such rights,

powers, or remedies.
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ARTICLE IX

Miscellaneous

SECTION 9. 0l. Communications. Arny notice, request, document or

other communication given, made,

or sent by the Borrower or A. 1. D. pur-

suant to this Agreement shall be in writing or by telegram, cable or radio-

gram and shall be deemed to have been duly given, made or sent to the

party to which it is addressed when it shall be delivered to such party by

hand or by mail, telegram, cable or radiogram at the following addresses:

TO BORROWER

Mail Addresas:

Cable Address:

TO A.1.D.:

Mail Address:

Cable Address:

Ministerio de Economia y Finanzas
Ave. Abancay s/n
Lima, Peru

MINECONOMIA
Lima, PerQ

United States AID Mission to Peru
c¢/o United States Embassy
Lima, Perd

USAID, AmEmbassy
Lima, PerQ

Other addresses may be substituted for the above upon the giving of

notice. All notices, requests, communications, and documents submisted

to A.1 D. hereunder may be in Spanish and shall refer to "Loan 527-W-057",

except as A. 1. D. may otherwise require 1n writing.

SECTION 9. 02.

Representatives.

For all purposes relat.ve to this

Agreement, the Borrower will be represenzed by the individnal holdirg or

acting in the office of the Minister of Economy and Finance,
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and A, L D. will be represented by the individual holding or acting in the
office of Director, USAID/Peru. Such representatives shall have the
authority to designate additional representatives by written notice. In
the event of any replacement or other desigration of a representative
hercunder, Borrower shall submit a statement of the representative's
name and specimen signature in form and substance satisfactory to
A.LD. Until receipt by A.I. D, of written notice of revocation of the
authority of any of the duly autherized representatives of the Borrower
designated pursuant to this Section, it may accept the signature of any
sﬁch representative or representatives on any instrument as conclusive

evideace that any action effected by such instrumeat is duly autherized,

SECTION 9.03. Imptementation Letters. A.L D.- shall from time.

to time issue Inpl ementation Lettera that wiil prescribe the procedures
applicable hereunder in connection with the implementation of this Agree-

ment.

SECTION 9.04 Promissorv Notes. At such time or times as A, 1. D,

may request, the Borrower shall issue promissory notes or such other
evidences of indebtedness wi.th respect to ite Loan, in such form, con-
taining such terms and supported by such legai opinions as A, 1. D. may

reasonably request,

SECTIONM 9.05. Termioation Upor. Full Paymenrn:, Upon payment

in full of the Principal and of any accrued interest, this Agreemen: and
all obligations of the Borrower and A.I. D, under this Loan Agreement

shall terminate.

SECTION 9. 06. Cortrolling Language. The Loan Agreement is

executed in both the Sparish and English languages. In case of ambiguity
or inconsistency between the English and Spanish versions, the Eaglish

version shall control.
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IN WITNESS WHEREOF, the Republic of Peru and the United States
of America, each acting through its respective duly authorized repre-
sentatives, have caused this Agreement to be signed in their names

and delivered as of the day and year first above written.

THE REPUBLIC OF PERU UNITED STATES OF AMERICA

/s/ /s/

José de la Puente Robert W. Dean
Under Secretary for Economic Ambassador of the United
Affairs and Integration States of America

Ministry of Foreign Relations

/s/ - /s/

Franklin Caceres Salas Donald R. .Finberg
Executive Director for Director
Public Credit A, I, D, Mission to Peru

Ministry of Economy and
Finance



ANNEX I TO LOAN AGREEMENT (057)

I. Purpose of Project.

The purpose of the 15roject is to develop an integrated program of
financial and technical assistance to aid existing and new enterprises and
community organizations in selected rural areas of Peru. The Project is
specifically designed to facilitate the availabiliiy of credit and technical
assistance to those enterprises and organizations which have not pPreviously
received or had norrnal access !o credit on rcasonable ‘erme and conditions.

The activities of the Project will contribute to:

a) the development and strengthening of rural enterprises;
b) the creation of employment;

c) the generation and distribution of income; and

d) a higher level of economic activity in é;averal of

the poorer regions of Peru,

1I, Description of the Project.

a) The total amount of funding to be provided from all sources
under this project is the equivalent of $16. 9 million, with an A, I, D,
contribution of $10. 0 million of which $4 million is allocated to ORDEZA
for use in the zone affected by the earthquake of 1970, and $6 millior. is
allocated to the Banco Industrial for use in the departments of Ayacucho,
Cuzco, Junin and Puno. The Borrower is the Governmerit of Peru,
through the Ministry of Economy and Finance.

b) Under the portion of the Project administered by ORDEZA,
$4. 0 million provided under the Loan will be used to continue the acti-
vities of the Rural Community Enterprises Development and the CRECE
Fund Small Pusiness Assistanct; Projects, financed under A.I. D, Loans
Nos. 527-1.-052 and 527-L-053, respectively. The GOP will contribute
the equivalent of $1. 0 million for staff and operating expenses. The

Rural Community Enterprises Development Project will continue to be
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managed by the Rural Development Division of ORDEZA, which is respon-
sible for the identification of community needs, the development of feasible

.community sub-projects in industry, agriculture, and infrastructure, and
the provision of credit, technical assistance, and training to participating
community organizations, The CRECE Fund, established in the Central
Reserve Bank and administered through ORDEZA's Program for Financial
Investment, will likewise continue extending credits and technical assis-
tance for the developmen! and expansion of new or existing small enter-
prises.

(c) Under the second portion of the Project, the Banco Industrial
will establish a special fund, the Rural Enterprise Development Fund
("Fund"), and create a new organizational unit, the Program Unit, to
administer this. Fund. The Fund will be capita.lized at $9, 7. million
comprising $4. 0 million contributed by the GOP and $5. 7 million from
A.LD. funds under this loan. The GOP will also contribute the equiva -
lent of $500, 000 for staff and operating expenses. Credits from the
Fund will be made available for sub-lending individuals or community
organizations to finance eligible projects developed in the project area,
Eligible projects will be in industry, services and commerce which have
been shown in appropriate feasibility studies tc be economically, financially
and technically viable, and which have been approved by the staff of the

Bank on the basis of the following criteria:

(i) employment generation
(ii) value added
(iii) extent to which sub-project stimulates other

economic activity within project area
(iv) consistency with the regional development plan

of the Government of Peru.



The Program Unit. will be the central managing unit in the administra-
tion of the Fund. It will be responsible for project promotion, the
identification and development of sub-projects, the provision of tech-
nical assistance in the study or design of sub-projects, the final
approval of sub-projects eligible for credit assistance, and the im-
plementation of sub-projects, including the provision of technical
assistance or formal training when required. Where necessary or de-
‘sirable, the Program Unit will work in cooperation with other GOP
agencies as appropriate.

d) To augment the total amount of funds available under the
Project both ORDEZA and the Banco Industrial will require financial
participation of all individual, and, wherever practicable, community
sub-borrowers. The minimum required participation of individual sub-
borrowers will be. 5% of the value of the total loan to the sub-borrower,
The estimated total participation of sub-borrowers is the equivalent of
$400,000. Where sub-lending is implemented through an intermediate
financial institution, a minimum participation of not leas than 15% of the
value of the total loan to the sub-borrower will be required from that
financial institution. The estimated total participation of such interme-
diate financial institutions is the equivalent of $1. 0 million,

e) Each sub-borrower, whether individual enterprise or commu-
nity organization, will offer any assets created or purchased as part
of the sub-project activity as security for their loan.

f) Repayments of all sub-loans under the Project (including both
ORDEZA and Banco Industrial sub-projects) together with interest re-
ceived (after deduction for service fees), will be paid into the Banco
Industrial's Rural Enterprise Development Fund and made available for

relending under the termc and conditions of the Fund.



g) Of the amounts allocated to ORDEZA and the Banco Industrial
under the loan an amount not to exceed $300, 000 will be available to eack
Implementing Agency for technical assistance. These funds may be used
to finance technical services to the Implementing Agencies or sub-
borrowers, promotional activities related to the Project, and training

programs offered to sub-borrowers.
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Date. 3 AGD. 1977

RECORD GOPY



Amendment No, 1, dated 3 Asﬂ,igll]cf' (the "Amendménta), to
the Loan Agreement, dated November 25, I974 (the "Loan Agreement"),
between the Republic of Peru ("Borrower”) and the United States of
America, acting throdgh the Agency for International Development

('AoI.D..) °

WHEREAS, Borrower and A.I.D. have agreed on certain changes to the

Project described in the Loan Agreement;

WHEREAS, Borrower and A.I.D. have agreed on the necessity of
amending the Loan Agreement to make effective the changes agreed

to for the Project;

THEREFORE, Borrower and A,.I.D, agree to amend the Loan Agreement

as follows:

1. SECTION 1.02.is amended to read: "The Project, which is
further described in Annex 1, will assist new and existing
rural enterprises in Peru by making available an integrated
program of credit and technical assistance to such enter-
prises. Up to one million seven hundred thousand dollars
(US$1,700,000) will be available under the Loan for the area
affected by the earthquake of May 31, 1970 ("Affected Zone")
and up to eight million three hundred thousand dollars (US
$8,300,000) will be available for the departments of Cuzco,
Puno, Junin, Ayacucho, Apurimac, Cajamarca, Huanuco, and
Huancavelica ("Rural Departments™). Annex 1, attached,

amplifies the above definition of the Project.
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Within the abova definition of the Project, elements of the
amplified description stated in Annex 1 may be clianged by
written agreement of the authorized representatives of the

parties named in Section 9.02 without formal amendment of

‘this Agreement, .

The Borrower designates Organismo Rgéional para el be-

sarrollo de la Zona Afectada ("ORDEZA") as the implementing
agency for that portion of the Project being carried out in
the Affected Zone and the Banco Industrial del Peru ("Banco
Industrial®) as the 1méiementing agency for that portion of

the Project being. carried out in the Rural Depaitments.”

SECTION .3.02, Without affecting the substantive provisions
of this Section, the heading of the Section is changed to

read: "Conditions Precedent to Disbursement for the Portion

of the Project in the Rural Departments."

SECTION'S.Ol is amended by adding the following: "Borrower
further covenants that it shall cause to be maintained a
60:40 ratio of A.I.D. to Borrower contributions to the
capitalization of the Fund with respect to all funds allotted

under the Loan to the: Banco Industrial.”

SECTION 5.05 is amended to read: "Except as A.I.D. may other-

wise agree in writing, all proposals for sub-loans in excess
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of the equivalent in soles of US$100,000 shall be submitted to

A.I.D. for the prioxr written approval of A.I.D.”

SECTION 7.05 is amended to read: "Except as A.T.D. may other-

wise agree in writing,

{a) no Letter of Commitment, or other commitment documents which
may be called for'by another form of disbursement under
Section 7.03, or amendment thereto, shall be issued in re-
sponse to requests received by A.I.D. after July 31, 1978

(1) from ORDEZA for the Affected Zone in an amount in
excess of US$1,700,000, and

(ii) from the Banco Industrial for the Rural Departments
in an amount in excess of'US$8,300;0006 and

(b) no disbursement shall be made against documentation re-
ceived by A.I.D. or any bank deséribed in Seotion 7.01
after January 31, 1979. A.I.D. may at its option at any
time or times after January 31, 1979, reduce the Loan by
all or any part thereof for which documentation was not

received by such date.

(¢) Borrower warrants that of the Us$8,300,000 now allotted
under the ﬁoan to the Banco Industrial, the Eancotzndus-
trial will commit US$4,000,000 for sub-loans and disburse
Us$2,400,000 for sub-loans by January 31, 1978. Not-
withstanding the provisions of sub-section (a) above, the

Loan shall be reduced by the amount, if any, by which
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‘commibnants and disbursements as of January 31, 1978 do not
total‘US$4,000,000 and US$2,400,000, respectively.

(d) Borrower warrants that of the US$1,700,000 now allotted
under the Loan to ORDEZA, ORDEZA will comhit ussl-,eoé',ooo
for sub-loans and disburse US$800,000 for sub-loans by
January 31, 1978. Notwithstanding the provisions of sub-
section (a) above, the Loan shall be reduced by the
amount, if any, by which commitmwents and-disbursements as
of January 31, 1978 do not total US$1,600,000 and

US$B00,000, respectively.

6. ANNEX I is amended to read:

*I. Purpose of Project

The purpose of the Project is to develop an integrated
program of financial and technical assistance to aid existing
and new enterprises and community organizations in selected
rural areas of Peru. The Project is apecifically designed to
facilitate the availability of credit and technical agsistance
to these enterprises and organizations which have not pre-
viously received or had normal access to credit on reasonable
terms and conditions. The activities of the Project will
contribute to:

a) the development and strengtheding of rural enterprises;

b) the creation of employment;

¢) the generation and distribution of income; and
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d) a higher level of eronomic activity‘ih several of the
poorer regions of Peru.

II. Description of the Project

a) The total amount of funding to be provided:under the
Project is the equivalent of US$16.2 nilllion, with an A.I.D. con-
tribution of US$10.0 million of which US$1.7 million is allocated
to ORDEZA for use in the zone affected by the earthquake of 1970,
and US$8.3 million is allocated to the Banco Industrial for use
in the rural departments of. Ayacucho, Cuzco, Junin, Puno, Apuri-
mac, . Cajamarca, Huanuco, and Huancavelica. Tﬂe Borrowér"l§;£hé
Government of Peru (GOP), through the Ministry of Economy and

Finance.

b) Under the portion of the Project administered by ORDEZA,
US$1.7 million provided under the Loan will be used to continue
the activities of the Rural Community Enterprises Development
and the CRECE Fund Small Businessrnssistance Projects, financed
under A.I.D. Loans Nos. 527-L-052 and 527-1-053, respectively.
The GOP will contribute the equivalent of US$0.5 million for
staff and operating expenses. The Rural Community Enterprises
Development Project-will continue to be managed by the Rural
Development Divisien of CRDEZA, vhich. fs.responsible. for'the
identifichtidn'ﬁQVGOmmuntty needs, the development of feasible
communi ty sub-projects in industry, agriculture, and infra-

structure, and the provision of credit, techmical aassistance,
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and training to p rticipating community organizations. The
CRECE Fund, established in the Central Reserve Bank and admin-
istered through ORDEZA's Program for Financial Investment, will
likewise continue extending credits and technical assistance
for the development and expansion of new or existing small

enterpfises.

¢) Under the second portion of the Project, the Banco In-
dustrial will establish a special fund, the Rural Enterprises
Development Fund ("Fund"), and provide adequate institutional
support to administer this Fund. The Fund will be capitalized
at $13.0 million comprising US$5.2 million contributed by the
Banco Industrial and US$7.8 million from A.I.D. funds under this
Loan. The Banco Industrial will also contribute the equivalent
of US$500,000 for staff and operating expenses. Credits from
the Fund will be made available for sub-lending to individuals
or community organizations to finance eligible projects de-
veloped in the Project area. Eligible projects will be in
industry, services and commerce which have been shown in appro-—
priate feasibility studies to be economically, financially and
technically viable, and which have been approved by the staff

of the Bank on the basis of the following criteria:

(i) employment generation
(ii) value added

(1ii) extent to which sub-project stimulates other

economic activity within project area
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(iv) consistency with the regional development plan

of the Government of Peru.

Thae Banco Industrial will establish adequate institutional
arrangements for Project promotion, the identification and de~
velopment of sub-projects, the provision of technical assistance
in the study or design of sub-projects, the final approval of sub-
projects eligible for credit assistance, and the implementation
~ of sub-projects, including the provision of technical assistance
or formal training when required. Where necessary or desirable,
the Banco Industrial will work in cooperation with other GOP

agencies as appropriate,

d) To augment the total amount of funds available under the
Project, both ORDEZA and the Banco Industrial will require fi-~
nancial participation of all individual, and, wherever practi-
cable, community sub-borrowers. The minimum required participa-
tion of individual sub-borrowers will be 5% of the value of the
total loan to the sub-borrower. Where sub-lending is imple-
mented through an intermediate financial institution, a minimum
participation of not less than 15% of the value of the total
loan to the sub-borrower will be required from that financial
institution,

e) Each sub-borrower, whether individual enterprise or
community organization, will offer any assets creafed or pure
chased as part of the sub-project activity as security for their

loan.



f) Repayments of all sub-~loans under the Project (in-
cluding both CRDEZA and Banco Industrial sub-projects)
tcgether with interest received (after deduction for service
fees), will be paid into the.PBanco Industrial's Rural Enter-
prise Development Fund and made available for relending under

the: terms and conditions of the Fund.

g) Of the amounts allocated to ORDEZA and the Banco
Industrial under the loan an amount not to exceed $100,000
and $500,000 will be available to each implemer.ting agency
respectively for fechnica1~aséistance. These funds may be
used to finance technical services to the implementing
agencies or sub-borrowers, promotional activities related
to the Project, and txaining programs offered to sub-
borrowers."

Except as specifically modified or amended in this Amendment
No.l, all provisions of the Loan Agreement remain unchanged

and in full force and effect.
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IN WITNESS WHEREOF, the Republic of Peru and the Unitéd States
of America, each acting.through its respective duly authorized
representative, have caused this Amendment No.l to be signed
in their names and delivered as of the day and year first

above written.

THE REPUBLIC COF PERU UNITED STATES OF AMERICA
/s/. /s/.
Fernando Reus Salinas Leonard Yaeger
Director General for Director
Public Credit A.I.D. Mission to
Ministry of Economy Peru

and Finance



PO-MB-39% - E|

Sd70/% ®
TA/ D= DARC 1= he
-
FROM : USATD/Lima
TO : AlD/Washlngton
SUBJECT ¢ Intensive Review Requeut
PRCJECT TITIE : Rural Enterprise Development
LOAN AMOUNT : AID - $ US 10 million

GOP - $ US 4 million equivalent

BORROWER : Government of Peru

IMPLEMENTING AGENCY : Ministry of Industry and Tourism



11,
I1I,

Lv,

VI,
VII,
VIII,

1X,

LRR OUTLINE

Summary
Description

Priority and Justifieation
Borrower

Project Implementation
Financing

Intensive Reviey

Issues

Conclusion



I, SUMMARY

A.I.D. has assisted the rural development programs of developing
countries for many years. A renewed emphasis for this type of assist-
ance was recently specified by Congress which included "agricultural,
rural development, and nutrition® as one of tﬁe priority areas of
A.I.D. assistance, In Peru the Government has made it clear that it
places its h;ghest priority on ryral development, and that it includes
the betterment of the rural population through Agrarian Reform and
other programs as an essential and integral part of the country's
development program,

Considering GOP as well as congressional emphasis on rural
development, USAID feels that a project that would complement existing
and planned sector development activities and thereby become an clemem.
of the GOP's rural development programs is highly appropriate at this
time, USAID's preliminary analysis has shown that the activity most
likely to make such a contribution would be support of the development.
of Rural Enterprises,

This project will acordingly provide credits on reasonable
terms to Rural Enterprises that have not hzd access to such credit
before. To provide these credits, a fund valued at $12.5 million will
be established in the Central Reserve Bank, A.I.D. will contribute
$9.5 million (out of the total loan value of $10,0 million) to establiuh
this fund with the additional ,5 million earmarked for technical assist -
ance while the GOP will contribute $3.0 million to establish the fund

and $1,0 million for administrative expenses and technical assistance,



The project is expected to be implumented by the Ministry of
Industry Small Business division, with locul banks and credit coop-
erative assuminé all banking functions and funding from their own
resources at least 10 per cent of each sub-loan with which they are
involved, Technical assistance to sub-borrowers will be provided by
the implementing agency.

II, DESCRIPTION

The objective of USAID in developing chis program is to sup-
port the GOP's goals of increased rural employment and income,
expanded economic opportunities for the rural populaticn and

increased agricultural production,

This project will attempt to further the above stated goals
by providing credits and necessary technical assistance to Rural
Enterprises meeting certain eligibility requirements, (See Sec-
tion V(C))., This project willl accordingly be an integral element
of the GOP's national rural development policy in that it will
complement already existing Agrarlian Reform and Agricultural
Development Programs. (See Sectlon IIT for a description of Lhe
GOP's national development policles tor rural areas),

The entrepreneurs or business organlzations to be asslsted
may be classified as follows:

(A) Those which, because of isolation, inexperience, the
built-in caution and traditionally conservative practices of the

regular commercial banking system, or other factors, have not



generally had access to credit on reasonable terms. This group will
consist largely of privately owned enterprises, but would also
include enterprises such as community organigations or the various
types of cooperative enterprises found (or being developed) in Peru,
All would have well-formulated plans for starting enterprises, or
would be currently operating a business enterprise and requiro funds
for expansion or modernization,

(B) Community and cooperative enterprises that are in the
nascent stages of development and accordingly require considerable
technical assistance (resource surveys, pre-feasibility and feasibility
studies, management training, etc,) in addition to capital Inputs to
achieve their development potential,

USAID support of this project is intended to demonstrate to
the GOP that we are willing to support activities of natlonwide scope
rather than those restricted to the disaster area, as has recently
been the case, Credits will thus be made avallable in differc:t
areas of Peru, although it is anticipated that to limit adm:imstrativ
costs, to provide adequate supervision and technical assic ance, and
to assure adequate publicity for the project, the project activities
will be concentrated in a few areas of Peru, It is hoped that
successful project implementation would stimulate the GOP to support
a further expansion of the project,

A.I.D. contributions to the activity will total $U.S. 1UC

million, and the GOP contribution $U,S.4 million ecuivalent, The



central project feature will be & revolving fund totaling $12,5
million ($9.5 million from A.I.D., $3.0 million equivalent from ‘the
GOP), Local banks and credit cooperatives will contribute a minimum
of 10% of the value of each sub-loan that they handle, This is
expected to total $ .8 million, A.I.D. funds will also be used to
finance technical assistance and equipment (up to $.5 million)
while the GOP will contribute $1.0 million equivalent to cover

administrative expenses.,

The fund will be administered by the Central Reserve Bank of
Peru, Sub-loans will be channeled by the implementing agency through
local financing agencles such as private and government-owned local
commercial banks and credit cooperatives,

III, PRIORITY AND JUSTIFICATION

The depressed standard of living existing in rural Peru, with
very high unemployment and underemployment rates and lack of economic
opportunity, has led the G0P to place its highest priority on rur.|
development, including agricultural sector development, as an esser .
tial, integral part of the country's natlional development program,
Article 2 of Peru's Agrarian Reform Lay indicates the nature of the
Government's efforts to Promote rural development and the inter-
relationshin of these efforts to national development policy:

"Art, 2.,- The Agrarian Reform, as an instrument of trans-
formation, shall form a part of national development policy and it
shall be related intimately to the activities planned by the State

in other areas essential to the promotion of the rural populations
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of the country, such as the organigation of an effective Rural
Education System, general technicél assistance, credit mechanismg,
agricultural resemrch, development of natural resources, urbaniza-
tion policy, industrial development, expansion of the natlonal
health system and government marketing mechanisms, among othor
things."

Rural development has long been an important ovjective of
A.I.D, 's assistance to developing countries, This emphasis was
reinforced recently by Congress which specified rural development
in one of the five priority areas for U.S, assistance to developing
countries, 1In giving effect to this Congressional emphas's, Sec-
tion 103 of Public Law 93-189 states:

"In order to alleviate starvation, hunger, and
malnutrition, and to provide basic services to
poor people, enhancing their capacity of self-
help, the President is authorized to furnish
asslstance, on such terms and conditions as he
may determine, for agriculture, rural develop-
ment, and nutrition,"

In accordance with this Congressional mandate and in view of
the high priority given to rural development by the Peruvian Govern-
ment, USAID/Peru has been directing its assistance efforts Increns-

ingly toward the rural sector,


http:A.I.D.Is

The Government's aggressive rural sector development program
1s designed to increase the economic opportunities of the ruryl
population and to raise the general standard of living of that Be Y-
ment of the population,

The GOP rural sector development program includes as ¢lements
the agrarian reform program, allied agricultural sector investment
programs, and a»large agricultural credit program -all of which have
been supported strongly by A.I.D, Moreover, Peru's education and
health reforms are now giving much greater emphasis to the rural
areas of the country, and the GOP is beginning to develop methods
for decentralizing governmental authority and responsibility to
further this development policy,

At the same time, industrial decentralization programs have:
been I.troduced to provide alternative sources of employment aud
income; however these are reaching only major cities along the coast
outside the Lima area and are involving only large scale enterprises,

Although the Government has made i1t clear in its rural
development policy that encouragement to various types of rural
enterprise is essential to overall rural development, Ilttle s
being done to stimulate indigenous small and medium size enterprises
in the rural areas as a means of providing alternative employment
and income opportunities and crucinl services for the rural population.
In the absence of programs to stimulate the enterprise sector of Lhe
rural economy, rural sector growth will tend to become furthor un-

balanced with resulting continued or increasing dependence on urban



areas. This proposed loan is designed specifically to fill this gap
by providing access to credit on ooncessional terms and conditions
to small and medium sige rural enterprises which for various reasons
have not been able to qualify for credit from conventional sources,

The benefits expected from making credit available to these
enterprises are several,

(A) Additional value added will be produced in the rural
economy and a large part of the income flowing into or injected into
rural areas will be retained in those areas,

Historically, nearly all of any additional income
injected into the rural areas of Peru has been drained to the major
urban centers, especlally Lima, due to the fact that practically all
purchases of raw materials, capital equipment, and durable consumer
goods must be made in those centers where the goods are avallable,
Very 1little value added is produced in the rural areas in Industry
and processing, Therefore, the multiplier effects of any such
injections are quickly diverted to the urban centers. The develop-
ment of viable rural enterprises will help to retain some of this
income in the rural sector by increasing the value added within the
sector with resulting lncreased local multiplier effects,

(B) Additional alternative employment opportunities will be
made avallable to the rural labor force, (Experience under Loan 053
has shown that the average cost per job resulting from this type
investment is about $1600,) as existing small enterprises expand and

new ones are established, non-farm rural employment will increase



with concomitant increased rural incomes and reduced labor force
pressure on the agricultural sector proper. Moreover, the heavy
migration to the coastal cities, especially the Lima/Callao araa,
should be aleviated somewhat to the extent thal rural youth find
remunerative employment opportunities closer to homo.

(c) Agricultural sector growth will be enhanced through
the provisioning of necessary inputs and services on a more Limely
and lower cost basis, It is expected that a large proportion of
the sub-borrowers under the loan will be Tirms which supply inputs
or provide services to other entities in the agriculturazl sector.
The increased accessibility and lower costs of these inputs and
services will encourage their use and result in increased agricul -
tural sector production and income,

The experience galned by these small-scale entrepreneurs
in the use of credit, the increased flow of new tndustrial Lech-
nology into the rural areas, reduced family disintegration, and ap
improvement in the quality of life of the rural population are
additional benefits that should flow from the implementation of thig
loan,

For these reasons, "SAID believes that this loan is
fully justified and has highest priority in U.S. assist.nce offort;
in Peru,

IV. BORROWER

The Borrower will be the Government of Poru, ‘The Small

Busimess division of the Ministry of Industry and Tourlsm 1o expe:ted



to be the implementing entity. (see Section VIII, Issues,) The
Ministry of Economy and Finance and National Planulng Tnstitute have
stated that the proposed loan is of high priority for the GOP,

V. PROJECT IMPLEMENTATION

(A) Implementing Organization

The Ministry of Industry Small Buslness division will
supply, in addition to administratlve personnel, the services of a yet
to be determined number of techniclans as follows:

1) multi-disciplinary teams of techniclans to assist
enterprises that need a complete package of technical assistance,

2) engineer and accountant/analyst teams to assist enter-
prises that need less than a complete package of technical assistance,

Depending on the needs of the prospectlve sub-borrower,
teéhnicians from the MOI may perform community resource surveys and
feasibility studies, assist in project development and presentation,
and provide follow-up technlcul advice In business operatlons, More-
over, the MOI as the implementing organization willl jolntly approve
each sub-loan with the local financing agent,

The MOI will form or otherwise identify an organizatlion
that will develop a manual to assist Rural Enterprises in business

operations, and will arrange courses in business operations for

approved applicants, T.A. Loan funds will be earmarked to fund this

activity.
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(B) Fund Operation

1) A fund of $12.5 milllon ($9.5 million U,4, $3.0 million
GOP) will be established in the Central Reserve Bank, ‘The local 1~
nancing agent will be required to coutribute alb least 104 ol the value
of each sub-loan., Proceeds from the fund plus the local finanelng
agency contribution will be used to finance sub-loans to eligible
enterprises,

2) The local financing agent will be responsible for all
normal banking functions including review of loan applications,

3) The Central Reserve Bank, as trustee of the fund, will
torward to the local financing agent a maximum of 90% of the vialuc of
commercial paper arising trom the sub-loans, The remadnlng amount
represents the participation of the local financing apent,

4) A.I.D, would disburse to the revolving fund on a
reriodic basis against expenditures from the fund,

5) All repayments ol principal and interest (asiue from
that amount due the locail financing agent) will be channe led bk mto
the fund for relending. NOTE: See Section VILl, Tasuves, for a di..-
cussion ot the possibility of including repayment under Loan. 04 aod
053 as part of the new fund,

6) ‘The estimaled period ot dlsbursement ot loan tunds
i1s three years,

(C) Sub-borrowers

Sub-loans will be made zvailable on concessional terms to

Rural Enterprises utilizing the tfollowing criteria:
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1) Generation of employment - projected jobs created per
$1 invested will be one measure of the variable,

2) Sige of enterprise - preference will be given to small
and medium sige enterprises with sige limits to be determined dquring
intensive review using measures such as total fixed assets, unnual
smles, and net worth,

3) Generation of income - preference will be given to
activities which add the greatest value in the production process,

4) Provision of basic services to rural inhabitants,

(D) Terms and Conditions of Sub-loans

1) Loans to private enterprises will be 1imited to a

probable maximum of S/,3 million (approximately $U,S,70,000) Based on
past experience, however, we anticipate that most loans will be

considerably below this maximum. Loans to community and cooperative
enterprises will be limited to a probable maximum of S/.10 million
(approximately $U.S.250,000), with the size of the enterprise and the
number of members considered in making the loan,

2) Loans will be granted for terms ranging from 3 to
10 years with the interest rate on sub-loans probably dependent on
the size of the loan and the nature of the borrower, Larger sub-loans
will generally have higher interest rates, Under existing loan 053
interest rates have varied from 8 to 10 per cent. Grace periods of
up to three years may be considered on a loan by loan basis,

3) Fixed assets acquired with loan funds will be pledged

as security for the sub-loan,
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VI, FINANCIAL ESTIMATES ($U.S, Million)

LOCATL
FINANCING
Item AlD  GOP AGENT 1'0PAL
1. Rural Enterprise Credits 9,5 3,0 0.8 13.3
2, U.S. Technical Assistance 0,5 - - 0.4
3. GOP administrative support _- 1,0 - 1,0
10,0 4,0 0.8 14,8

It i1s anticipated that most loan funds would be used for local
costs although some imported equipment will be required, Up to $1
million of the loan may be used for this purpose,

VII, INTENSIVE REVIEW

The intensive review will be performed by USAID. Discuss!ons
with the Ministry of Industry and other GOP organizations have resulted
in the tentative appointment of individuals to be responsible for
Jjointly conducting this review. It is anticipated that the loan paper
can be forwarded to AID/W within 8 weeks of the authorizatlon of the
intensive review,

Discussions with the Interamerican Development Bank indlcate
that they have not had nor do they anticipate any projects that duplioat.
this proposal. Their recently comple ted project with the Industrial
Bank was designed for larger-scale enterprises generally located tn
cities and any successor project would have a imllar emphasie, I
also appears that there will be no duplication betwoon IBKD projecty,

and the proposed activity,
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VIII, ISSUES
(o) Implementing Orggnizatiori - Preliminary contacts with

several GOP organigations lead us to believe that the Ministry of
Industry has, or can develop within a reasonable time period, an
organigation that could successfully implement the proposed activity,
If the intensive review reveals that the MOT does not have or cannot
quickly develop this capability, another such organization will have
to be identified. Possibilities include the Industrial
Bank, Ministry of Agriculture, Ministry ol Commerce and ORDESUR, In
any event, the MOI recognizes that it would have to coordinate its
activities with those of other Government agenclss,

The 052 and 053 project teams currently working for
ORDEZA have successfully managed projects that include as elements
the features of the proposed activity, It is hoped that ORDEZA and
the MOI (or other organization) will agree to utilize the currently
existing project teams under the institutional framework that emerges.,

(B) Coordination of Organizations - Local financing agencies

must cooperate with the implementing organization(s) and perform well
both the financial and advisory functions of banké. To achleve this
cooperation, a system must be devised wherein the banks find the
return satisfactory, but which does not represent a financial wind-
fall that might make the agency's participation unacceptable to the
GOP, Section V B proposes one mechanism for bank participation, but

this will obviously have to be carefully studied during the intensive

review,
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(C) Location of Project Activities - For varlous reasons, USAID

wishes to make sub-loans avallable to Rural Enterprises throughout Peru,
At the same time, however, it will be desirable tu provide substantinl
resources to the ORDEZA area for continuation ot the programs already
initiated there. For this reason, as well as for case of project
management, economy of operation, and project promotion, it is likely
that the bulk of project resources will be concenlirated lu a limited
number of areas, Those which now seem most likely, aside from the
ORDEZA area, are Ayacucho, Puno, and Cuzco,

(D) Reflows Under Loan 052 and 053

Consideration will be given to incorporating reflows
generated under loans 052 and 053 into the fund, Significant reflows
will begin under 052 and 053 in 1976 - 7B, at a time when retlows
under this proposed project will not yet be significant,

(E) Demand for Credits

Demand for this type of croedit has not heen formally
verified although USAID contacts with varlous individuals and or-
ganizations lead us to strongly bellcve thal there 15 . signilicant
demand. USAID knows, for example, Lhat there is continuing demand
for credits under both Loans 05z and 053, Funds availabie under
Loan 053 will be exhausted 18 months ahead of original «:.lLinates,
and will fall short of current actual demand by an estimated §3
million, Loan 052 funds should be completely committed on schedule,
The proportion of loun funds to be utylized tor 042 v 091 Lype of

activities is yel to be determined,
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IX. CONCLUSION

It 18 requested that USAID/Peru be authoriged to proceed with

the intensive review of the proposal described herein,



