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AID-DLC/P-972 
May 28, 1971 

LATIN AMERICAN AGRIBUSINESS DEVELOPMENT 
CORPORATI)N S.A. (LAAD)
 

SUMMARY AND RECOMMENDATIONS 

1. The Borrower:
 

The Borrower is the Latin American Agribusiness
Developmert Corporation (LAAD) S. A. 
LAAD was incorporated

in Panama on January 26, 1970, as a private corporation

designed to contribute to the development of agriculture

in Latin America. It has an authorized capital of $15

millioa. Present paid-in capital is $2.4 million.
 

With headquarters at 680 Fifth Avenue, New York

City, LAAD recently established its first regional office

in Guatemala City as the initial step in launching the
 program discussed in this paper. 
 In addition, it proposes
to establish a Central American subsidiary also located in
Panama which will be created solely to conduct LAAD's agro­business activities in the five member countries of the

Central American Common Market 
(CACM), and which will be
 
open to Central American equity participation.
 

LAAD's twelve organizers and shareholders, ori­ented to agribusiness and having operations or a demon­strated interest in Latin America, 
are listed in Section
 
I-A, and its Directors are shown in ANNEX II.
 

2. The Loan - Amount and Terms: 

The loan is not to exceed an 
amount of $6 million.
It will be repaid over a twenty-year period, including a

five-year grace period on amortization of principal. 
 In­terest on the disbursed balance will be at the rate of 3%.
The loan is expected to be committed within two years and
 
disbursed within three years.
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3. Purposes:
 

The purposes of the LAAD loan are (1) to sup­
port and substantially augment the capabilities of a
 
unique regional private sector effort to deal with
 
Central American agribusiness, as a total interrelated
 
process, with the emphasis on the promotion of non­
traditional exports; and (2) to contribute to the de­
velopment of a capita. market in Central America, as
 
a continuing source of financing for agricultural de­
velopment, ,and to introduce specific procedures for
 
transferring the ownership of LAAD's investments, and
 
other enterprises, to local investors over a broad base
 
of public ownership.
 

4. Project Description:
 

After years of analysis and operating experi­
ence in Latin America, LAAD's twelve shareholders are
 
convinced that acricultural development, hence economic
 
growth, in Latin nations has constantly been frustrated
 
by weak marketing and distribution mechanisms. They have
 
concluded that this deficiency has stifled many oppor­
tunities for the profitable application of capital, man­
agement, training and technical assistance throughout
 
Latin America, and particularly within the five nations
 
of the Central American Common Market (CACM), where LAAD
 
proposes to lay special emphasis.
 

LAAD recognized, however, that while improved
 
techniques can dr'amatically increase niral income, the
 
mere creation of profitable enterprises by foreign capi­
tal does not quarantee improvement in a nation's real
 
wealth. This requires a more rapid rate of domestic
 
capital accumulation. To this end, LAAD's investment
 
policy stresses the transfer of ownership to local
 
investors on the broadest possible basis. LAAD's
 
strategy will be to invest in existing as well
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as new enterprises,Imodest in size, which produce, process,
 

transport, distribute and market agricultural products.
 

LAAD's unique concept presents a new departure
 
in development assistance, introducing a realistic pro­

gram which hopes to demonstrate that private initiative and.
 

investment, in cooperation with the U.S. Government, can
 

make a major contribution to the economic development of
 

Latin America.
 

As an entrepreneurial investment corporation,
 

LAAD will promote, finance and implement agro-industrial
 

enterprises and provide technical assistance to the projects
 

that it finances. These services will be extended by LAAD's
 

own shareholders without cost to LAAD or the sub-project.
 

(See Section I-A-3(d) for LAAD policy). The combined
 

skills and experience of LAAD's shareholders in agribusi­

ness activity, from growing to marketing, constitute the
 

Each shareholder maintains
Borrower's major strength. 

technicians in Central America whom LAAD can call upon
 

freely and frequently to provide advice and assistance.
 

LAAD will work closely with CABEI (which has 

endorsed this program) and other national development 

banks in the region to participate jointly in the fi­

nancing of new and expar7ing enterprises. LAAD will take 

the leadership in promoting the development of such proj-

As a major feature of this program, it will provide
ects. 

so often in short supply.
the financing for equity capital 


-o finance the
AID funds will be used by LAAD 


costs of goods and services of new and expanding agri­

cultural industries, or service industries related thereto.
 

They will be loaned to sub-borrowers in the form of long
 

term secured loans, in many cases in participation with
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national development banks, or as long term subordinated
 
loans with an equity convertible feature (quasi-equity).

When sub-borrowers, 
through improved earnings, become
 
attractive investments, the convertible debt will be re­
paid by sub-borrowers from earnings and/or by sale of
equity shares to local investors within the CACM. The

latter will be facilitated through procedures established

by LAAD. Up to $200,000 in AID funds may be used to fi­nance consulting services contracts for feasibility stud­
ies and/or technical assistance for project development.

LAAD's own funds will be used to invest in a sub-project's

equity (for resale at a later date).
 

It is estimated that a sum of $2.0 million (33%)
of the loan will finance foreign exchange project costs

(primarily US) and up to 4.0 million (67/) is proposed

!or financing local costs 
- i.e. procurement of goods and
 
services in CACM countries.
 

5. Total Cost of Project
 

Direct LAAD commitments in Central America are
estimated to be no 
less than $8.0 million over the. next 
two years. Six million of this amount would come from

the AID loan, and $2.0 million from LAAD's capital which
 
presently stands at $2.4 million, paid in. 
 Other resources
'<.ill be sought In the U S., Latin America and Europe to
 support the Central American program, Dut are not 
con­
tcniplated during the initial stages of the AID loan.
 

It is anticipated that the LAAD program in Cen­tral America will provide for a total investment of ap­proximately $40 million over the three year drawdown pe­
riod of the AID loan, as shown below:.
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SOURCE OF FUNDS
 
(in millions U.S.$)
 

A. B. C. D. 
Private Investors 

A.I.D. LAAD Local Foreign Other Loans Total 

6.0 2.0 8.4 4.4 19.2 = 40.0 

15% 5% 21% 11% 48% = 100% 

A. kID Loan: $6 Million
 

About $4 million of the AID loan, plus a good
 

portion of the LAAD contribution and private investors'
 
contribution are expected to form total capital (equity)
 
fcinds of sub-projects. The AID $4 million will be relent
 
to agribusiness enterprises in the form of subordinated
 
convertible loans or debentures (quasi-equity). The re­

maining $2 million in AID funds would be relent in the
 
form of conventional secured loans. AID funds will finance
 

the foreign exchange costs (area code 941) of equipment and
 

consulting services (feasibility studies), and local
 

costs of materials and construction.
 

B. YAAD Contribution: 2 Million
 

LAAD contribution will be directed to common
 

share equity investments and various types of debt fi­

nancing in sub-projects. It will cover local costs of
 

goods ard services, including some working capital, and
 

possibly some procurement from Europe and Japan.
 

C. Private Investors Contribution: $12.8 Million
 

It is estimated that $8.4 million will be con­

tributed from Central American investors and will cover
 

costs of land andworking capital requirements. The
 

balance of $4.4 is expected to come from European sources
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and will finarce primarily European equipment and some
 
local installation costs.
 

D. Other Loans - $19.2 Million
 

This relates to long term secured loans from
 
CABEI and the national development banks, which will
 
largely finance foreign exchange projects costs and
 
construction contracts. Of this amount it is estimated
 
that up to $4.8 million (12%) could be AID funds origi­
nating from other programs, such as the $30 million AID
 
loan (#010) to CABEI. While LAAD and CABEI will be taking
 
financial participations in the same projects, overall
 
AID exposure in any one project will not be excessive
 
and will be analyzed by CABEI and LAAD to assure an ac­
ceptable ratio of AID funds to a sub-project's overall
 
debt. 

6. EXIMBANK and Alternative Sources of Financing
 

The EXIM.ANK formally informed AID on March 25, 
1971, that it .qas not prepared to consider this loan. 
The IBRD and IDB (letters of rch 29, 1971 and May 24, 
1971, respectively) have expressed no interest in the 

loan.
 

7. View of ROCAP
 

ROCAP places a high priority on this loan, and 
urges its early approval at the amount and terms recom­
mended. The LAAD project is closely allied with the $30 
million loan extended to C.ABEI by AID last year. The 
goals of the CABET project and the LAAD proposal are 
directly responsive to President Nixon's program priori­
ties for FY 1971 - trade expansion, private enterprise 
participation and capital market formation. 

8. Statutory Criteria
 

All statutory requirements of this Foreign As­
sistance Act have been met. (Annex I).
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9. Issues
 

a. Local Cost Financing
 

ROCAP proposes that up to $4.0 million (67%)

of the loan be made available for financing the local
 
costs of goods and services in the Central American
 
Common Maxket area. 
The lack of sufficient local cost
 
financing could pose a serious handicap to LAAD in
 
carrying out an effective export oriented, agribusiness
 
development program.
 

It must be LAAD's function to operate under
 
policies which are consistent with the needs of agri­
culture, not those of the lending institutions. LAAD
 
is compelled, at the same time, to adhere to these
 
policies in a manner which minimizes risk of losses.
 
It will be difficult to achieve this, and would be 
impossible to do so without being able to use a large

portion of the AID loan for local procurement. The
 
priority categories that LkAD intends to give attention
 
to have a very high local cost content. For example,
 
LAAD will be involved in 
the financing of construction
 
and the procurement of seeds, fertilizers, herbicides,
 
breeding stock, etc., items which 
can be procured locally.
 
The abser.ce of financing for these items, especially in
 
the case of non-traditional crops, is 
a major bottle­
neck today in Central America.
 

A precise estimate of ratio of local to U.S. 
procuremant would be of doubtful credibility. The
 
general rcquirements of a particular industry do not 
necessarily indicate what might be the requirements of
 
a particular project within that industry. This point
is especially pertinent when considering the fact that
 
a part of the AID loan will be directed to sub-projects

in consortium with development banks that have also re­
ceived assistance from AID and other international lenders.
 
The development banks will surely demand the right to fi­

http:abser.ce
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nance the foreign exchange component of projects, in
order to dispose of their loan funds that are tied for
such procurement. 
The issue is further complicated by
the fact that most of these institutions are reluctant
 
to finance anything but the "hardware" requirements of
the agribusiness sector. 
The remaining and normally

more urgent requirements will be left to LAAD.
 

While it is not possible to make a precise

estimate, LAAD has attempted to support its request for
local cost f-nancing by projecting the sub-project use
of both local and foreign exchange funds (shown separately)

in its three-year Source and Application of Statement (see
Annex IIi, 
Exhibit D and the Summary Projections shown in
te Financial Analysis, Section IV). 
 LAAD's projections,

based on the AID loan and its own 
contribution, estimate
 
a total need for $6 million in local costs and $2 million
for foreign exchange. 
To cover the local costs, LAAD will
earmark its entire contribution of $2 million (a po,:tion
may be set aside for 
non-U.S. equipment), and to -.ake upthe difference is requesting 
4 million from the AID loan:
Local private investors' contribution will be confined to
land acquisition and 
/orking capital. 
 The AID loan will

finance the entire $2 million in estimated foreign exchange
 
project costs.
 

Given the extreme importance of local currency
to the LAAD p;ogram, and for the reasons and justifica­
tion stated above, ROCAP believes that allocating $4.0

million of the Loan for local costs is realistic and
 
necessary for LAAD to meet the objectives of the program.
 

10. Recommendations
 

Authorization of a loan in an amount not to
exceed $6,000,000 of which up to $200,000 may be used
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for 	financing professional service contracts 
(feasibility
studies and technical assistance).
 

A. 	Terms
 

1) Amortization 
 - 20 years
2) Grace period on principal repayment - 5 years
 
3) Interest - 3%
 

B. 	Conditions
 

1) Conditions Precedent to Initial Disbursement 

Prior to the first disbursement or to thec is­suance c-f the first letter of commitment under the loan,
the Borrower shall, except as A.I.D. may otherwise agree
in writing, furnish to A.I.D., in form and substance sat­isfactory to A.I.D., the following:
 

(a) a plan for the objective and comprehensive
review of all investments and sub-loans by Borrower to 
as­sure that such activities are feasible, economically jus­
tified and technically sound;
 

(b) 
a statement of the standards and procedures
it will follow in making and administering investments and
sub-loans and in providing technical assistance;
 

(c) a plan for the periodic audit of sub-loans;
 

(d) 
an opinion or opinions of counsel, ac­ceptable to AID, that Borrower has the necessary legal
authority to do and perform the activities that it has 	un­dertaken in the loan in accordance with the laws of the
countries in which it proposes to conduct busines­

(e) a certified copy of its corporate charter
and by-laws and a copy, duly attested by the Secretary of
the Borrower, of Borrower's operating policies which shall
include but is not necc 
esarily limited to an administrative
and technical staffing plan of its Central American office;
a financial plan for the establishment of an adequate re­
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serve for the payment of this Loan; and a plan for a
 
subsidiary which would limit its activities only to
 
Central America and the sale of its s.-Uities to Central
 
American investors.
 

2) Unless A.I.D. otherwise agrees in writing,
 
Borrower shall not:
 

(a) amend or modify its corporate charter, 
by-laws, or operating plans;
 

(b) finance from A.I.D. funds any sub-proj­
ect or sub-bcrrower in 
excess of two hundred thousand
 
U.S. dollars ($200,000) or the local currency equivalent
 
thereof or any combination thereof;
 

(c) make sub-loans fov less than three years 
or charge a rate of interest (incl'ading all discounts, 
fees, commissions, or other chargeo) in excess of 9% 
per annum on the disbursed balance of the sub-loan:
 

(d) make sub-loans or investments of the
 
A.I.D. loan which exceed a ratio of three times the amount
 
of sub-loans or investments from Borrowers capital;
 

(e) make sub-loans or make equity investment
 
in activities in which Borrower's shareholders or officers
 
or employees have an equity interest,
 

(f) make sub-loans from A.I.D. funds to
 
partially finan.:e activities which are utilizing "tied
 
credits", from other 
than the United States, which are 
on terms less favorable as to source and origin of goods
 
as are authorized under this loan;
 

(g) incur any indebtedness for a term exceeding one
 
(1) year without the prior approval of A.I.D.; 

(h) incur any indebtedness which would enjoy
 
a senior position to the obligation incurred under this
 
Loan;
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(i) make sub-loans from A.I.D. fundsfor working capital except for financing costs of
raw materials (inventory);
 

(j) maintain a reserve for bad debtsof less than 2% of its total sub-loan portfolio; 

(k) declare or pay dividends (of any
nature whatsoever) except out of accrued earnings and
then only after the five year grace period of the A.I.D.
loan and reserves adequate to service the A.I.D. loan
have been, as 
agreed in writing by A.I.D., 
established

by the Eorrower;
 

(1) 
use more than four million United
States dollars ($4,000,000) to finance Central
American goods and services;
 

(m) alienate any sub-loans by hypotecation,
pledge, assignment 
or otherwise.
 

(n) appoint a person as 
its Central
American representative who has not been approved in
advance by A.I.D. 

3) Prior to 
the disbursement of more than one
million dollars ($1,000,000) of loan funds, 
a joint re­view of the progress of the program shall be held by
the Borrower and A.X.D, and thereafter when successive
units of $1 million are to be disbursed.
 

4) The loan shall be subject to such other
terms and conditions as A.T.D. shall consider appropriate.
 

11. 
 Project Committee
 

Capital Development Officer - Warren WolffEconomic Advisor 
 -
Paul Montavon
Regional Legal Advisor 
 - Robert Parker
Agricultural Advisor - Gerard Horne 
Drafted by: WWol ff/PMontavon/GHorne: 5/14/71 

Approved by:DIR:Oliver L. Sause 
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!May 28, 1971 
I. BACKGROUND 

A. Borrower
 

1. Legal Status
 

Through the collective efforts of its 
founding stockholders beginning in 1968, LAAD was
 
created and organized "as an action response of
 
private enterprise to deal with bottlenecks to the
 
orderly development of agribusiness in Latin America".
 
LAAD was incorporated in Panama as a private develop­
ment corporation on January 26, 1970. !ts main o--i ce
 
is at 680 Fifth Avenue, New York, N.Y. and a Central
 
American Office was recently established in Guatemala
 
City. Shown below is 
a list of LAAD founders and share­
holders:
 

ADELA Investment Company, S.A.
 
Bank of America N.T. ,, S.A.
 
Borden Inc.
 
Cargill, Inc.
 
Caterpillar Tractor Co.
 
CPC International Inc.
 
Deere & Company
 
The Dow Chemical Coritpny 
Gerber Products Company
 
Monsanto Company
 
Palston Purina Company
 
Standard Fruit & Ste.miship Company 

The AID loan ,ill be made -o 1AAD and 
passed on to ,- LAAD-owned subsidiairy hee' Iciici, 
in Panatma. The new company will opr;,trt only in the 
five CACM countries. Its initial pa.d-in cap;swal
be set at a level satisfacuory to AID :-nd LAAD and will 
be increased over the two-year comriitment period of the
 
loan to comply with the 3 to 1 AID/LAAD participation 
ratio.
 

l 
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At the outset, the Central American 
company will. be entirely owned by LAAD and will
 
have the same Board of Directors. Its authorized 
capital will 
provide for the participation of Cen­
tral American shareholders.
 

As a condition precedent to irtial 
disbursement, LAAD will submit its plans, including

charter, by-laws, policies, etc. for establishing

the subsidiary, and a plan for the 
sale of its
 
equities to 
Central American investors, satisfactory

to A.I.D. The latter will emphasize the need for
 
LAAD to concentrate its efforts in selling its shares
 
within the CACM. 

2. Organization
 

LAAD's senior staff presently consists

of its Presidont, Mr. James T. whoseHalom, office 
is 
New York, and Mr. Thomas W. Mooney, Regional

Representative for Central America, with an office
 
in Guatemala City. 

For the balance of 1971, and perhaps early
1972, the initial staff of the Guatemalan office will 
include, 
in addition to the Regional Representative, an
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Assistant Representative with training and experience

in acribusiness and finance, and an Administrative

Assistant, trained in office management, who will have
major responsibilities with the AID loan, preparing

reports and complying with various requirements. 
Office
Staff technical expertise will be retained on a part-time
basis at 
first. These individuals and their curricula
vitae will be included as part of LAAD's submission to
satisfy the conditions precedent to initial disbursement
requiring an acministrative/technical staffing plan. 
This
plan should show that LAAD has already employed at 
least
 
the minimum staff, outlined above. 

A major justification for recommending a 3%AID loan and a 6% interest spread tois give LAAD the revenue to cover its Central American administrative exoenses, including the 
essential but expensive technical
expertise. 
 (See Section IV D). The Project Committee,
therefore, places great importance on LAAD's staffingnlans and will review them with care. While LAAD main­
tains a New York office and has plans to ooen 
 others,
the Prcject Committee expects that LAAD' s adminis­
trative budget for its Guatemala office will be com­mensurate w, '1 the proportion of its capital being
reserved for the Central American program. The ProjectConunittee w.€ill ask ! %AD to clarify its projected operat­inct expenses (see Annex III Exhibit C) beto consistent
with the proportion of reserved capital and the expected
earnings of the Central American program. 

All Central American requests for investment
funds and loans will be developed and analyzed in thefield and sent to New York for management approval and
 
presentation to 
a Credit Committee composed of five
members of LAAD's Board of Directors.
 

Annex II lists the names of the LAAD Boardof Directors which is compc-sed of representatives fromeach shareholder and its President, r. Halom. Membersof the Credit Committee are indicated by asterisks.
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3. Investment and Operating Policies
 

LAAD investments and loans for this pro­
gram are subject to the following policy statements:
 

a. Investment Limits
 

(1) The maximum equity position taken
 
by LAAD will riot exceed 49%, and will rarely be less
 
than 1W.of a company's total capital. Average holdings
 
of equity will range from 20 to 30%. Larger positions
 
will normally be taken only (a) when projects are small,
 
and (b) when LAAD is purchasing shares for the express
 
purpose of placing them, performing an underwriters'
 
role.
 

(2) LAAD's Central American equity
 
portfolio will not at any time exceed the total of its
 
own capital committed to the region.
 

(3) LAAD has set no specific percent­
age l.imitations as to its maximum or minimum participa­
tion in debt financing of any specific project. Its
 
debt financing will normally complement funds provided
 
by Central American institutions. In these cases, it
 

will usually either be the lead participant or fill
 
gaps in financing.
 

(4) LAADs total participation (debt & equity)
 
pet project will not normally exceed 5% of LAAD's re­

sources committed to the Central America program.
 
These are estimated not to exceed $8.0 million ($6.0
 

million AID loan and $2.0 million LAAD capital) over
 

the two-year commitment period of the AID loan.
 

(5) No specific numerical minimum is
 

set respecting the amount of funds LAAD may provide a
 

project. A 20% participation in the total resources of
 
a small project will sometimes be $25,000 or less.
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Special criteria will govern analysis of small proj­
ects, since the cost of analysis, implementation of
 
LAAD's participation and project supervision will be
 
high, relative to LAAD's commitment. These projects
 
must have an extraordinary growth potential and be of
 
particularly high priority in terms of their contribu­
tion to IAAD's objectives. 

b. Investment Guidelines
 

LAAD's analysis of projects will lay
 
greatest emphasis on:
 

(1) The character, ability and experience
 
of management and sponsors.
 

(2) Market (present and prospective) of a
 
project's product.
 

(3) Technical feasibility in terms of
 
available human skills, present and orospective material
 
supply at appropriate costs and prospective technological
 
development which could adversely (or favorably) affect
 
the project.
 

(4) The consistency of projects' purposes­
with the goals of host country econc-nic authorities.
 

(5) The availability of complementary fi­
nancing to provide for a project's implementation and
 
continuing operation. 

(6) The capability of projects to function
 
profitably without inordinately high protection or spe­
cial benefits and to be able to perform in the foresee­
able future in the absence of both.
 

(7) The submission by sponsors, at least
 
annually, of financial statements prepared and audited
 
by qualified Certified Public Accountants.
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c. Terms and Conditions of Financing 

(I) Terms and conditions of LAAD fi­
nancing will vary depending upon the requirements of
 
projects, risk involved, and source (terms) of loanable
 
funds.
 

(2) Loans wilJ be denominated in US dollars
 
or such other currencies available to LAAD. Loans and 
equity investments will be registered to provide for
 
convertibility, LAAD will require collateral or guaran­
tees on loans, though this requirement may be waived in
 
cases where LAAD loans are subordinated to certain Cen­
tral American institutions and when a convertible fea­
ture (quasi-equity) exists.
 

d. Feasibility Studies and Technical Assistance
 

(1) Thn feasibility studies and technical as­
sistance to be financed with the proceeds of the loan 
are distinct from service to be provided by LAAD share­
holders. LAAD anticipates that the latter will be ex­
tended without cost to LAAD or the recipient project.
 
It is conceivable, however, that in exceptional cases
 
a LAAD shareholder might be asked to commit a key man
 
or group of men cver an extended period of time. In
 
such cases it might be appropriate that the project re­
ceiving the service cover out-of-pocket expenses and
 
even salaries. These costs would be paid by the proj­
ect's own resources, not LAAD financing. No such cases
 
are contemplated now and should they arise they would
 
not provide for any profit to the shareholder.
 

(2) Technical assistance financed with AID 
funds would be carried out by individuals or firms 
possessing very specialized skills not available from 
LAAD's shareholders. AID financed feasibility studies 
undertaken to determine project viability would not be 
performed by LAAD's shareholders but by firms sat­
isfactory to AID. Normally the costs of AID financed
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assistance and studies will be passed on to the proj­
ects.
 

e. 
Project Promotion and Supervision
 

(1) LAAD's contributions in the areas
 
of promotion and supervision constitute a major part

of its justification as an institution. 
 It will oc­
casionally be an innovator, but will normally perform
 
as 
a structurer of partially developed, promising ideas
into projects. 
 It will follow these projects through

the structuring of their ownership, financing, and im­
plementation, including initial operations.
 

(2) LAAD's supervisory role during the

critical early years of the operations of projects

will extend beyond the requirement of submitting pe­
riodic Zinancial progress status reports. 
LAAD will
 
participate promptly in the solution of problems that
 
appear in reports or that come to 
light through consulta­
tion and periodic project site visits.
 

(3) LAAD will maintain resident staff in
 
regions where it operates in order to assure the capable

performance of 
its tasks. It will normally serve 
on
 
the Boards of Directors of companies in which it.has
 
an equity participation.
 

f. Sources of Income
 

(1) Interest on loans, dividends and capital

gains will constitute LAAD's major source of 
income. c

will expect to recover the direct costs of analysis and
 
supervision when these services are provided to an 
extra­
ordinari:y high degree. 
No profit will be derived from
 
the provision of these services.
 

(2) Income from the investment and loan

portfolios may be augmented through the provision of
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certain services. 
These will normally be for under­writings and related investment banking activities.
 

g. Sales of Investments 

LAAD must rotate its investment portfolio
at satisfactory terms in order to maintain a capability
to invest in other activities. 
No specific date can
be set for the divestment of any equity holding; 
ca­pacity to sell 
depends on the presence of a market.
Shares will not be marketable at 
a reasonable price, if
at all, until the projects they represent are
at operating
a profit and paying dividends. 
 In most Latin Amer­ican countries, large blocks of shares even in profitable
projects must he placed over a prolonged period of time,
or must be financed by the seller.
 

To provide for capability to carry out
placements, LAAD is establishing relationships with
existing comparries which can extend brokerage services
and is creating others. 
LAAD will provide for term
payment for shares placed through these brokerage com­
panies.
 

h. Capital Markets
 

The establishment and strengthening of
brokerage services constitutes one 
form of contribu­tion to the development of capital markets. 
 It is, in
fact, a contribution which LAAD is compclled to makebecause of 
its need to rotate portfolio and icquire
income. 
A further contribution will be made at
t4 the
me LAAD enters into projects. LAAD will providefinancing in a variety of forms including principally
term loans, convertible dcebentures and equity.
never, however, provide all or 
-wi
 

even most of the fi­nancing a specific project raquires. As a promotional
institution it will normally be LAAD's function to
mobilize total packages of funds. 
Debt financing is
available from CABEI and a number of other institutions.
The mobilization of equity will be the more demanding
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task. 
 To accomplish this LAAD proposes to form syn­dicates of underwriters of which it itself would be
the lead participant. 
Other members of these ad hoc
groups set up to deal with specific projects will
include private and public development banks,the
brokerage services mentioned above and special institu­tions which relate to specific industries such as
 growers asspciations.
 

Underwritings will beforts" and 
of both the "best ef­"firm" variety. For some time to come itwill be difficult to 
convince Central American institu­tions to 
join the latter type underwriting. 
In some
LLAD will take equity positions for the specific
 

cases 

purpose of placing the larger part of it 
as quickly as
possible through brokerage services. 

to be the 

This is likely
case with the transportation project briefly

described 
in Annex V.
 

The mechanics of placements will vary accord­.nc to t he nature of the share and the company it rep­resents. In some cases substantial placements will bemade with companies or individuals which can give strong
support to a project. 
 In the transportation project
the ocean shipping service can be best supportedhaving by
as shareholders trucking and warehousing companies,
shipping agents, freight forwarders and prospectivcof usersthe service including slaughterhouses,
vegetable growers, etc. 

flower and
In some ca;es salespredominantly will bein small lots to middle and lower middleincome buyers 
- on a very broad basis.
such sales is relatively high 

he cost of
but the benefitsparticipacion of broad are 
so great that LAAD expects to emphasize


this type of activity.
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II. THE PROJECT 

A. Summary
 

1. Uses of AID Loan 

LAAD is an equity-oriented agribusiness

investment company. 
The Loan will be used, therefore,
 
for the following purposes:
 

a. -SubordinatedConvertible Sub-Loans
 

Amount: Approximately $4.0 million
 
Terms: No less than three years
 
Interest: 9% average
 

Subordinated sub-loans (convertible

debentures) constitute quasi-equity and will be
 
provided to sub-borrowers in consortium with secured
 
sub-loans (senior debt) extended by CABEI and other
 
Central American institutions with which such a
 
relationship appears to be appropriate and prudent.
 

This type of debt will be converted

into common shares when the borrowing enterprise

becomes attractive as an investment, and when,

through LAAD's assistance, a market can be found
 
for its shares.
 

The subordinated debt feature

(fixed interest) gives LAAD the advantage of 
financing equity, which is in short supply, and the

capacity to generate income to repay its borrowings 
- i.e. the AID Loan. LAAD could not take direct 
share positions with the AID Loan and still have the

assured capability of serving its debt. 
 LAAD will
 
work out arrangements to secure its subordinated
 
sub-loans - after coverage of the senior debt 
participant ­ with the participating bank and sub­
borrower.
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b. Secured Sub-Loans
 

Amount: Approximately $2.0 million
 
Terms: No less than three years
 
Interest: 9% average
 

This type of financing is the more
 
common form of long-term lending, and will enjoy a
 
position equal to other creditors - development

banks in the region. While this appears at first
 
glance as competitive with other 3.egional institu­
tions, it is in fact not the case. 
 Central
 
America's development banking system has not 
emphasized high-risk agribusiness activity. LAAD
 
will structure and prepare projects in this cate­
gory, and will in most cases 
invite Central American
 
institutions to participate in them. 
Experience
 
to date shows these institutions will prefer to
 
share the burden of risk and the work of analysis
 
and supervision with LAAD when financing agribusiness
 
enterprises.
 

On the other hand, those projects

which LAAD finances without participation of the
 
existing development banks will be small ones, and
 
will be projects which would not have existed had
 
LAAD not promoted them, or, in cases where they
 
are already developed and are seeking financing, 
are not of interest to existing banks. 

There will be some f ture potential
for competition between LAAD and the development
banking system. If the latter chooses to become 
more active in agribusiness because of LAAD's 
leadership, the AID Loan will have achieved an 
important objective precisely because it promoted

competition and stimulated the banks into taking a
 
greater responsibility in financing sound agri­
culturai projects.
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c. Feasibility Studies and Technical
 
Assistance 

$ 200,000 

LAAD wishes to earmark a portion
 
of the above funds to finance for its own or sub­
borrower's account professional services contracts
 
for undertaking feasibility studies, and under
 
certain conditions to finance technical assistance,
 
not involving LAAD's shareholders. (See Section I
 
A-3(d)). LAAD may also wish to use these funds to 
unaertake certain studies or finance technical
 
assistance with respect to capital market formation.
 

2. Collateral for AID Loan
 

During the Intensive Review, efforts
 
were made to obtain individual guaranties from
 
LAAD's stockholders to secure the outstand.ing
 
balance of the AID Loan. For various reasons ­
primarily complications in obtaining approval of a
 
contingent liability from each shareholder' r Board -
LAAD's management suggested an alternative solution.
 
LAAD proposed at a recent meeting with LA/DR of­
ficials a "Negative Pledge Agreement", the language

of which appears in the paragraph A (Covenants) of 
Section V. The Project Committee recommends that 
this covenant be accepted and included in the Loan 
Agreement. 

3. Eligiblc Enterorises 

1.AAD is preparod to make direct invest­
ments in the form of share subscription and sub­
loans, either convertible debentures or secured
 
loans, to agribusiness ente. )rises in Central America. 
Special emphasis will be placed on dealing with 
bottlenecks in an effort to contribute to an orderly 
inter-relationship of the various components of the 
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grower-to-market process. Types of enterprises 
eligible for AID financing will include: (i) 
cultivation of crops and livestock; (ii) proces­
sing, packaging, refrigeration, warehousing, 
transportation and marketing of agricultural 
products; and (iii) the development and employment 
of capital market devices necessary to provide for 
an orderly flow of funds to agribusiness (AID funds 
would be used in this category only to finance
 
studies). 

4. Use of LAAD Funds
 

LAAD has agreed to place $2 million of 

its capital into Central American investments and 

loans. $1 million of its equity will be used to 
purchase commcn shares for which no return can be ex­

pecte frx at least five year:;, and $1 million will 
be directed to various forms of debt financing of 
projects which meet the general criteria set for 
AID funds. In addition to the $2 million, LAAD 
will contribute additional funds to finance the
 

initial operating expenses of its Guatemala office,
 

until such time that its Central American operations
 
become self-financing.
 

B. General Description
 

Production, storage, refrigeration, proces­
sing, packaging, transport and marketing are the
 
major components of the agribusin 3s process. Each
 

activity is critical in the supply system from
 
grower -.o ultimate consumer. To the extent that one 
of these activities is inadequately or inefficiently
 
performed producers' opportunities are constrained 
and the wastes and losses restrict supply to the 
consumer. In many instances the production component 
is already more advanced than the post-production 
components. The possibility of applying improved
 
production techniques is thus often rendered economi­
cally unfeasible because of deficiencies in the other
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essential elements of the process. By concentrating
 
on these key deficiencies LAAD's activities can sup­
port and enhance the fruitfulness of the development
 
efforts of other participants in the total process.
 
At the same tiiae, these activities can influence 
the pace and direction of complementary efforts by
 
CABEI, private investors, and other entities, 
including ROCAP's own efforts in this area. 

LAAD will work closely with CABEI and other 
national development banks in the region to provide 
comolemencary debt or equity financing to those 
enterprises which will form a part of the integrated 
system. Equity financing is a key input to develop­
ing new enterprise, and LAAD proposes to use its
 
funds, the funds of local investors and the proceeds 
of the AID loan (subordinated loan with convertible 
feature) to fill this need. Once an enterprise has 
obtained its equity financing, partially through
 
LAAD, it will then be ina position to request
 
short-and long-term secured financing from com­
mercial sources and the development banks, especially
 
CABEI, within the region. Many excellent loan ap­
plications received by CABEI under AID's $30 million
 
loan cannot obtain adequate loan financing because
 
of the difficulties in raising sufficient local 
capital for high risk agricultural enterprises. 
To illustrate how the LAAD program will complement
 
CABEI's efforts follows: 

CABEI, as a matter of policy, limits a loan 
to a single enterprise to 6P of its total debt and 
equity. LAAD will assist in supplying a oart of 
the remaining 4LA, perhaps 15%, with the remaining
 
25% coming from locl shareholders of the borrowing 
enterprise. If LAAD's 15% is in the form of a 
convertible debenture (quasi-equity), which is 
financed with ALD funds, it would receivu revenue 
in the form of interest payments on the debenture 
until such time that it could be converted into 
stock and sold to Central American investors. On 
the other hand. if IAAD's 15% participation is a 
direct purchase of stock, which is financed with 
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LAAD's funds, LAAD revenues would come from divi­
dends paid on the stock plus profit derived from
 
its sale at a later date. CABEI is having dif­
ficulty in organizing groups of local investors
 
to participate in well studied new enterprises

(e.g. the 40%), and frequently it has had to seek 
foreign participation. LAAD's participation in 
this development process would speed up the organ­
ization of new enterprises, and over the long
 
period keep the ownership of the enterprises
 
within 
 Central American.
 

The primary function of LAAD, therefore,
will be to develop profitable, closely integrated

agribusiness enterprises. A secondary feature of
 
the program will be to generate a broad public

participation (equity sales) in the projects it
 
develops. This is 
a costly and difficult task,

but one that is essential to the achievement of
 
LAAD's goals.
 

LAAD is not contemplating the creation of
 
a stock exchange or any other complex, formal 
device, but rather the relatively simple but indis­
pensably essential preliminaries to formal market
 
mechanisms. 
In essence, this consists of the
 
promotion and implementation of projects which
 
generate several types of securities which are
 
then offered to the public through underwritings
 
organized by LAAD.
 

For the present, LAAD's categories of

activities witn the highest priority are described
 
in Annex IV, and a description of several well 
studied projects that are eligible for financing
 
are shown in Annex V. 
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C. Justification 

1. Entrepreneurial Approach
 

LAAD's proposed program will be a 

long-term investment for its member shareholders. 

There is no expectation of immediate return on 

this investment; indeed, there is a certain amount 

of altruism reflected in the resolution of its 

shareholders to incorporate in an effort to improve
 

agricultural development in Latin America.
 

The company's shareholders, in their
 

separate corporate identities, have all had wide
 

experience operating in Latin countries, under­

standably with profit in mind. The decision of
 

these twelve highly successful corporations to
 

join togethe: in a cooperative effort to unstop
 
a
the agribusiness bottlenecks in Latin nations is 


new departure. LAAD's shareholders present a
 

formiO.able array of talent in agribusiness with
 

the capacity to assist and finance the multiple
 

components of agribusiness in an integrated manner,
 

and contribute to AID's agricultural program in
 

Central America.
 

ROCAP does not believe that the LAAD 

Proposal would in any way duplicate or conflict 

with on-going or prospective efforts in the agri­

culture sector by AID, other international lending 

agencies or local governments at either national 

or regional levels. On the contrary, given the 

inherent differences in the concept/techniques of 

the LAAD Proposals and those of these other insti­

seems evident that in each instance,
tutions, it 

efforts contemplated under the LAAD Proposal will
 

complement those of such institutions. In order to
 

be sure that even the remote possibility of conflict
 

or duplication is avoided, close and continuous co­

ordination will be maintained between all efforts
 

instituted underthe LAAD program and those of these
 

other institutions.
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ROCAP's experience during the past
 
year in a regional effort to expand nontraditional
 
agricultural exports was an impressive demonstra­
tion that the concept and techniques advocated by
 
LAAD are sound and practical. The ROCAP-supported
 
2_rogram dealt with but one aspect of a complicated
 
and broad export field. It included commercial­
scale operations in three CACM countries; approxi­
mately 6.6 million pounds of fresh fruits and
 
vegetables, having a wholesale value of about $1
 
million, were exported to the U.S. winter markets.
 
The success of these efforts were, in large measure,
 
due to the integration of (a)
 
all components of the entire seed-to-consumer
 
process for each commodity (production, harvesting,
 
processing, storage, refrigeration, packaging,
 
transportation and marketing), and (b) timely and 
adequate technical/manag ment assistance at each 
and every step of the complex and difficult process. 
Both thse proven concepts and the techniques are
 
a part of the LAAD proposal. ROCAP is partially
 
supporting an Export Board composed of four
 
regional institutions (CABEI, TCAITI, INCAE, 
FEDEPRICA (Private Sector). This Board will 
identify new export potentials and follow theim 
through the successful completion. Many of these 
will be in the agro-business field. Linkage will
 

be made between LAAD and the Board. Conversely the 
Board efforts will be supported by LAAD's know-how 
and funding flexibility. 

Lz\JJ.,. is an entrepreneurial approach 

which the existing Central American devolopment 
banking system does not practice, nor should a 
banking system in fact undertake to do so. LAAD 
proposes to act in coordination with the develop­
ment banks, however, with the end that these banks 
will help finance projects when they mature. (See 
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In order to properly achieve its
 
purposes, LAAD must be investor and underwriter.
 
The principal component of project planning is that
 
of structuring ownership participation. This will
 
include placement of shares of subprojects with
 
corporate entities and individuals who can make
 
substantial contributions to enterprises. Broad
 
public placements will also be made. 
This latter
 
market is a potentially meaningful and largely
 
undeveloped source of funds. 
 The capacity of
 
Central Ame-ricans to purchase sound securities
 
suDstantiailly exceeds the supply of such securides.
 
This is partially because of a preference on the
 
part of traditional entrepreneurs to offer new
 
issues only within tightly stratified groups. It
 
is also partly because not even the most rudimentary
 
techniques and mechanisms are available in Central
 
America to facilitate a capital market. 
 The problem

has frequently been compounded by efforts to apply
 
techniques and mechanisms which are 
far too complex
 
for the region to absorb.
 

No nation or region can develop as a
 
free economy without calling upon the savings of
 
its citizens; and conversely, savings are best
 
promoted by providing a profitable and secure place
 
to invest. The Common Market itself will be
 
furthered considerably when investment funds 
flow
 
freely across regional frontiers. It is, in fact,
 
difficult to conceive of a successful Common Market
 
without such a free flow of investment funds. A 
principal obstacle to this flow is neither legal
 
nor political, but the absence of the most
 
rudimentary mechanisms to effect this distribution.
 

LAAD proposes to form and to partici­
pate in underwriting syndicates with development
 
institutions ard commercial banks. 
 Initially most
 
of these will be "best efforts" arrangements as
 
Central America institutions do not adapt rapidly
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to firm underwritings because of the more substantial
 
commitment involved. The AID loan will provide LAAD
 
an immadiate means to accommodate projects which
 
require firm underwriting commitments. A large 
portion of the loan will be used to finance converti.­
hle debentures (quasi-equity). (See Section II.A.I.)
 
In practice these will be loans subordinated to
 
those made by development banks such as CABEI to
 
high priority agribusiness projects which meet rigid
 
standards respecting commercial soundness. In the
 
case of CABEI, as mentioned above, LAAD's subordinated
 
loans can be treated as equity in terms of the insti­
tutior.' - 40/60 equity-to-debt formula. This form cx-f 
financing will help speed up the realization of sub­
projects of mutual interest to CABEI and LAAD. LAAD
 
will also be able to hold debentures withholding
 
the exercise of the convertibility feature until the
 
companies they represent have become sufficiently
 
profitable to permit the shares to be marketable in 
Central Annerica. Even in the latter case, it will
normally be necessary to feed shares into the market 

slowly, in accordance with its absorptive capacity. 

2. Relationship to Existing Central 
American Institutions
 

LAAD's objectives are consistent with 
those of CABEI an' other Central A,.merican develop­
ment institutions. It will perform in a complementa­
ry rather than supplementary manner. The U2AD 
program is known to CABEI officials who endorse it 
strongly, have taken the initiative, and are already
working with LPAD in developing projects. INFONAC, 
the public development bak in Nicaxagua is also 
working closely with LAAD. 

CABEI as a development bank and a
 
public institution can perform only a limited role 
as an entrepreneur. It cannot contribute active, 
participating leadership in the identification, 
implementation, and operation of projects. Its 
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promotional activities consist of efforts to cause
others to perform this function. 
LAAD will identify
and develop projects. 
 It will provide them risk
capital and stand ready to mobilize the balance of
 
linancing required.
 

LA.AD will fill a gap in Central America's system
of development financing both in terms of its mode of
operation and the nature of its portfolio. This system
is composed of banking institutions. CABEI, unlike
commercial banks, emphasizes potential economic benefits
as 
a criterion governing its approval of projects. 
 The
f4V . private financieras 
are considerably more versatile
'han the region's commercial banks with respect to
composition of 
their portfolios. These 
the
 

institutions are,
c\%ertheless, banks. They are not and probably should
not be otherwise. 
The region's development banking
system is not equity-oriented. 
The financieras which
hav: attempted tc provide equity financing have not been
w:ie to successfully develop and manage this type of
portfolio, and have decided not to 
provide such financing
in the future. It is a specialized activity only vaguely

related to banking. 

As requested by CABEI during negotiations for A.I.D.'s
S30 million loan (010), 
the Bank was authorized to use up
to $2.5 million of the 
loan for equity financing if so
desired. 
Under A.I.D. 's earlier $10 million loan (004)for industrial relending up to 
$2.5 million was also made
a,,ailab! 
 for equi*ty financing, but 
was not used for this
 purpose either. As a profit making organization, CABEI
reluctant to is
tie up its resources 
in equities which may
produce little 
or no 
income. If it did participate in
equity financing it would, as publica institution,inhibited in performing effectively. It wouLd either 
be 

berepresented on Board of Directors, finding itseif in theanachronistic role of a public bank participating in therompetitive activities of private companies, or relinquishBoard representation leaving its investment unprotected.
Relinquishing this right would be 
contrary to 
the dictates
 
of business prudence.
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portfolio 
CABEI will find that divesting itswill be a problem. Large blocks ofstock which could not find a market when first
issued will not be significantly 
more marketable
when the projects they represent become operative.
The absence of appropriate mechanisms for the
placement of securities is a problem CABBI cannot
solve directly. 
It can provide substantial sup­port, however, to the efforts of LAAD and others
to establish such mechanisms.
 

INFONAC is the Central American public
development institution with by far the largest
equity portfolio, 
It has a substantial amount of
money tied up in the capital of large projects with
a slow pay-out. 
It cannot market these shares. It
will not be able to participate in further equityin the foreseeable future. 
 INMFONrC was compelled
to participate in equity in order to provide for theimplementation of projects
is it has developedespecially TNFONACaware of the need fcr private entre­preneurial entities to which it can pass on projects
at 
the proper state of their development.
 

Effective institutionsCABEI require like INFONACthe cooperation andand support of private,independent and entrepreneurial investment institu­tions. 
 Conversely, a properly functioning privateinstitution in Central Anterica cannotdependently function in­of these public entities. Thehave latterthe resources and staff to develop) ideas.LIAD's compatibility with these institutionslargely liesin its ability to structurefreeing and implement,the public entity to assume the role ofdevelopment banker. 

private financierasAmerica do not 
The 

perform in Centralthe role proposed for LAAD.Their reasons for not doing so 
differ from the case
of public entities. 
The financieras, like their
public counterparts, 
are banking institutions.
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Unlike the public ban s, they rarely contribute to
 
the innovation of projects. 
They do make an essen­
tial contribution to the region's development bank­
ing system, however. They deal with a broader
 
variety of activities than do the commercial banks,
 
and are more inclined to assist in the creaticn of
 
new enterprises and expansion of existing ones than
 
are the commercial banks. The latter limit them­
selves almost entirely to routine financing require­
ments. The financieras still perform these functions
 
as bankers, taking opportunities as they present
 
themselves. The existing developing banking system,

because it is a banking system, is largely passive.
 
LAAD, though it performs a banking function, is not
 
a bank. It is an investor and an entrepreneur. It
 
is active rather than passive. The distinction is
 
fundamental and is demonstrated by the relationshio
 
:LA.AD has alrcady established with the region's 
development banking system.
 

In summary, LAAD's effectiveness in 
Central America is feasible because of the existence
 
of an established system of public and orivatc, 
development banks. An effectively operating system 
is essential to LAAD's success and LAAD can, in
 
turn, contribute substantially to the effectiveness
 
of this system by providing it the next logical step 
in the rational development of private enterprise in
 
the region. 

D. Place of Project in Program 

The proposed loan is :OCabP's fourth private
sector industrial loan. The three orevious loans 
were extended to CABEI. Two of these (Loans 001 and
 
002) totalling $15 million were fully disbursed in 
January of this year. The industries financed were
 
largely manufacturing enterprises oriented toward
 
the domestic market. Little attention was given to 
agriculture or exports until June 1970. 
 At that
 
time AID approved its fourth ROCAP private sector
 
loan program, a $30 million loan to CABEI for 
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financing,primarily nontraditional agriculture

export industries. This loan wassigned 'in
 
September 1970:and conditions precedent were met

the following December. 
 Performance to date has

been excellent. 
CABEI has approved over twenty

projects totalling about $10 million. 
ROCAP has
issued letters of commitment for $10 million and
is presently processing disbursement requests close
 
to $500,000.
 

On the technical assistance side, ROCAP's
involvement in agriculture and exports has a longer
history. 
ROCAP has assisted SIECA in its efforts
 to implement the Limon Protocol Action Plan 
(basic

grains), 
assisted in the development of a regional

export promotion group 
(now called PROMECA),

encouraged INCAE to develop an agribusiness program,
assisted ICAITI to develop a technical capacity in
agriculture-export systems, provided marketing

assistance to selected agriculture export pilot

programs, and assisted IICA to coordinate agricul­
ture research throughout the region.
 

To a large extent, LAAD will complement
these activities by working tow ,%rd the achievement

of the same objectives. 
 Thus, for example, LAAD
will encourage the use of a systems approach to
increasing agricultural exports and the introduction
of advanced technical and managerial techniques into
the agricultural sector. 
The unique features of £AAD
 are 
its u.;e of funds to take a quasi-equity position
and its willingness to call upon its reserves of

technical, managerial, and entrepreneurial know-how
to provide continuing assistance to the projects in
which it participates. Particularly important is

LAAD's ability to augment and develop in Central

America the present inadequate supply of entre­preneurial capacity, a scarce 
factor now limiting

the development and growth of private enterprise in
the region. 
CABEI has already recognized the com­plementarity of these LAAD's activities with its own

operations and has encouraged close cooperation between
 
the two entities.
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III. ECONOMIC ANALYSIS
 

A. 	Relation to Central American Development
 
Needs
 

The economic development of the Central 

American countries was stimulated in the decade of 

the 60' s by the formation of the Central American 
Common Market (CACM). Not only did trade among the 

member countries expand dramatically at an annual 

rate in excess of 30%, but additional investment in 

the industrial sector was encouraged by the more 

favorable market opportunities. Two recently com­

pleted studies, financed by ROCAP have demonstrated 
that the CACM has had significant and measurable ef­

fects on the growth of income in the region. These 

studies have also confirmed in a more precise way 
OCAP' s own analysis of the priority economic develop­

ment needs of the region. They have shown that the 

CACM has resulted in net -trade creation rather than 

trade diversion, that import substitution has taken 

place on a regional rather than national basis, and 

that import substitution industries generally evidence
 

productivity g-ins.
 

On the other hand, these studies indicate
 

that the commodity concentration of imports has
 
substi­increased, and that prospects for further 

tution of consumer goods are limited. They also
 

show that the import coefficient for the region has 

risen. 

These analytical results have clear policy 

implications. The commodity concentration of imports
 

and 	the reduced opportunities for further import 

substitution obviously mean that export instability
 

will have increasingly serious consequences for steady
 

growth of output. Thus the importance of export
 

expansion and diversification is reemphasized. At the
 

same time the fact that import substitution has been
 

associated with increasing productivity suggests that
 

Central American industries may achieve a level of
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efficiency, which permits at least some of them to 
compete in world markets.
 

Based on the evidence that the expansion
of intraregional trade has involved a significant
increase in the exchange of raw materials and inter­mediate products in the CACM, there is 
a strong
presumption that opportunities for further import
substitution may be found in the production of soch
commodities. 
Moreover, an 
industrial development
policy which consciously seeks to create forward
and backward linkages to the established industrial
base promises to create economies for existing indus­tries, thereby lowering their production costs. 
At
the same time such a process of increasing industrial
interdependence will help to promote greater economic
 
integration in the region.
 

Almost equal importance is attached to the
need to increase the productivity of the agricultural
sector, to increase the employment and income of the
rural agricultural labor force, and to achieve
 
greater integration between the agricultural and indus­trial sectors. 
 The member countries of the CACM are
still predominantly agricultural 
so that increasing
the productivity of the sector is 
important not only
for increasing internal demand for the products of
the industrial sector and creating additional employment
opportunities in trade and service industries-
 It is
also important for a more equitable distribution of
income, abating social discontent, and contributing
 
to political stability.
 

Experience has demonstrated that increasing
the productivity of the agriculturai sector in de­veloping countries is 
an extremely complex and dif­ficult task. 
 However, experience also seems to be
demonstrating that a systems approach on a commodity
basis offers one of the most promising development
strategies. 
 It is coming to be more widely recog­nized in Central America, partly as a consequence of
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several AID/ROCAP pilot projects that, particularly
 
in the matter of increasing and expanding agricultur­
al exports, it is necessary to identify specific
 
products and specific markets. Furthermore, to pro­
duce a commodity with the required quality charac­
teristics at a cost which permits delivery in the
 
foreign market in acceptable condition at the right
 
time, one must assure that every element of the
 
system from production to marketing, must be planned
 
and provided. There is also increasing awareness
 
.that attention must also be paid to the question of
 
domestic sale or disposal of the unexportable
 
Portion of the output.
 

ROCAP's analysis and experience have shown
 
that a number of agricultural products for which
 
potential foreign markets exist are not at 
present
 
economically exportable because of various deficien­
cies in the marketing system for that product. 
 In
 
some cases it may be lack of storage facilities, in
 
others refrigerating or freezing capacity, in others
 
transport. There has been some tendency to believe
 
that the existence of a bottleneck of this kind
 
would represent a potentially profitable investment
 
opportunity. There has also been some tendency for
 
cxisting financial institutions to analyze a
 
situation of this kind without adequate reference
 
to the other elements of the production and market­
ing system. Thus there is a likelihood that
 
investments at certain stagee of the system which
 
do not appear to be profitable might become profit­
able in the context of an integrated system. 

This kind of development approach is 
not 
one which is likely to be carried out fully and 
effectively by puolic sector institutions. It is
 
rather one which requires private initiative,
 
entrepreneurial activity, and the risks of the
 
innovator. It also requires specialized technical
 
skills and knowledge of the product and its system
 
and it requires risk capital.
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In this context the proposed program of
 
LAAD in Central America appears to be well related
 
to the highest priority development needs of the
 
region. It will focus heavily on products wit)­
high export potential. At the present time, as
 
studies of CABEI/PROMECA have indicated, such
 
products are predominantly agricultural or
 
agriculture-related. LAAD also proposes to adopt
 
a systems approach to the production and marketing
 
of these products. Its intent is not only to
 
improve the export marketing system but the domestic
 
marketing system as well.
 

The distinguishing feature of the LAAD
 
approach is it seek out and
that will stimulate 
private sector investment in the selected activities.
 
LAAD will thus be performing the kind of entre­
preneurial function which many students of the
 
development problem regard as 
the key catalytic

element of the process. In addition to providing
 
managerial and technical know-how to Central
 
American investors, LAAD will also be acting in the 
capacity of a private investment banker. Thus in 
addition to its other services LAAD will be helping 
the Central American companies with which it 
proposes to operate to achieve sound financial 
structures and will itself provide a portion of the 
risk capital which is often the main obstacle to
 
expanding a business or launching a new one.
 

Because of these distinguishing features
 
the proposed LAAD program is in no sense a dupli­
cation of the functions of CABEI or of the national
 
financieras. 
Rather LAAD' s program will compliment

and harmonize with those of the other institutions
 
and it can be expected that LAAD and the development
 
banks will often cooperate closely in financing

specific activities, the one providing essentially
 
secured debt financing, and the other providing
 
subordinated debt and equity financing.
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In the process of financing these activi­
ties LAAD will be generating securities and thereby 
contributing to another important aspect of Central 
American development and regional integration. One 
of the problems of creating a capital market in 
Central America is the limited availability and
 
circulation of good corporate securities. LAAD's
 
operations will result in the issuance of securi­
ties by the companies which it finances. LAAD will
 
hold some of these securities and will attempt to
 
place others in the hands of Central American 
investors. As projects come on line and as their
 
operations become profitable, LAAD proposes to offer
 
for sale in Central America securities which it
 
holds in the project.
 

B. Balance of Payment Effect
 

It is not possible at this time to make 
meaningful quantitative estimates of the balance of 
payments effect of the proposed project. In the 
first two or three years of the program the balance 
of payments effect will depend almost exclusively 
on the rate of utilization of the AID loan and on 
the proportion of foreign exchange and local 
currency expenditures. Even if 67% of the loan is 
converted to local currency, the local currency 
expenditure, would,be relatively small and for the 
most part spent on production and employnent 
increasing activities. Hence the internal ir­
flationary effect should be minimal. The con;,ersion 
of dollars to local currency may initially result 
in a slight increase in internat-.nal reserves for 
the country where conversion takes place but this 
effect is likely to be only temporary in view of
 
Central America's increasing import requirements. 

Over the longer term the project should 
have the effect of increasing exports without 
generating a corresponding increase in imports and 
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remittances. Assuming that the proceeds of the AID 
loan will be turned over spveral times and continue
 
to generate additional exports, repayments of inter­
est and principal should hot, of itself, create or 
aggravate future balance of payments problems. 

C. Impact on the U.S. Economy 

Once again it is not possible to make
 
reliable quantitative estimates of the. effect of
 
the project on the U.S. economy. In any case, the
 
marginal impact would be small. If the foreign
exchange portion of the AID loan is $2.0 million
 
(33%) this amount would be spent largely on capital

goods such as refrigeration ard transport equipment,

machinery of various specialized types, and some
 
chemicals and raw materials. 
 Of the dollars converted 
to local currency about 50% would be spent for im­
ports from the U.S. since it is the major supplier

of Central American imports. Secondary effects of 
the project should include an increased demand for
 
U.S. replacement equipment and parts.
 

Of the additional exports generated by the
 
program probably about half would be sold in the U.S.
 
market. It is expected that in such cases 
the 
products developed for export to the U.S. will have
 
been selected on the basis of inadequate U.S. 
domestic supplies so that the additional exports to

the U.S. will not cause dislocation or harmful com­
petition to U.S. producers. 

D. Other Economic ienefits 

Since the LAAD program is oriented toward 
agribusiness it is likely that the subprojects
 
financed will tend to be relatively labor intensive.
 
Moreover, the location of such activities will be
 
largely outside the urban areas. 
These employment

effects are important for social and political
 
reasons as well as 
economic.
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Another important development effect is the
stimulation of private enterprise and eventually a
diversification of business ownership. 
Similarly,
the project can result in the fortification and
expansion of institutionalized financial mechanisms
such as the private investment bank and the capital

market.
 

E. 
Economic Soundness of Project
 

In the nature of the case, the project
involves many elements of uncertainty and hencecorrespondingly higher levels of risk thancase where a in theloan guarantee is availableinstitution has an 
or where anestablished history of successful
performance. 
LAAD itself is 
a new venture with no
performance record. However, it is clearly in the
long term interests of the companies who own LAAD tostimulate the development of Central America and
thereby expand the market 
 for the productsstockholder of thecompanies. Moreover, since LAADhave willan ownership interest in the Central Americancompanies which it assists, LAAD can be expected
to do everything possible to 
see that the sub­projects become profitable operations since this
is the sine qua non not only of being able to repaythe AID loan but also of earning a returnown capital. on LAAD'sSince the sector.q in which LAADchosen hasto work are those where profitableopportunities investment appear to exist the project seems to
have very favorable prospects for 
success.
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IV. FINANCIAL ANALYSIS
 

A. Capital Structure
 

LAAD has an authorized capital of $15 million.
 
Present paid-in capital is $2.4 million. The par value
 
and original issue price of LAAD's shares of common
 
stock is $5,000 (480 shares issued and outstanding).
 
Each share is entitled to one vote. 
LAAD has decided
 
that the holdings of each share-owner will be equal

and that the subscription of each share-owner will be
 
$200,000 (forty shares), which will entitle the sharc­
owner to elect a Director. Initially, there will be
 
approximately twenty-five share-.owners meeting the req­
uisites of a stockholder described herein.
 

LAAD was incorporated January 26, 1970. Its
 
two audited financial statements for the periods October
 
31, 1970, and March 31, 1971, are shown in Annex III, 
Exhibits A and B. 
A review of these statements shows 
that LAAD has not yet made any agribusiness investmens, 
but by placing its capital funds in short-term commercia2 
paper, it has covered its pre-organization expenses and 
operating expenses since inception and has earned a to­
tal net profit of $176,000, which has all been credited 
to retained earnings.
 

Annex III, Exhibits C and D, shows projected
balance sheets and profit and loss statements for five­
year period, 1971 through 1975, and a source and ap­
plication of funds statement for four-year period, 1971
 
through 1974. 

LAAD's contribution to the program consists of
 
$2 million from its capital which will he used to make
 
equity and loan investments in agribusiness enterprises.
 
In addition, it will provide its Guatemala office with
 
sufficient funds to cover 
initial overhead expenses
 
until such time that it becomes self-sufficient. De­
pending on staffing requirements, this will take about
 
three or four years to achieve.
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B. Subsidiary 

At a recent meeting at ROCAP, LAAD proposed
 

to establish a Central American subsidiary, to be
 

chartered in Panama also, which will be created solely
 

to conduct L\AD's agribusiness activities in the five­

member countries of the Central American Common Market
 

(CACM) and which will be open to Central American equi­

ty participation.
 

While it is too early to say precisely what
 

form legally the subsidiary will take, LAAD will proba­

bly establish an affiliated corporation. The manage­
same.nent and shareholders will, of course, remain the 

The corporation will be capitalized for three to four
 

million dollars, and as LPAD apprcves Central America 
(pay-in) over
investments and loans, it will transfer 

th1e two-year commitment period of the AID loan a like 

amount to the new corporation's capital until such time 

-hat LAAD's contribution of $2 million has been fully 
paid-in. In this way, the parent company will not have 

one time 8(0A of its present capital to
to transfer at 

establish the subsidiary.
 

AID funds would be disbursed through the par­

ent (borrower) to the Central American subsidiary to
 

the ultimate user. Since the subsidiary 	would have an
 
dollars in
authorized capital of one to two million 

excess of the $2 million paid-in, LAAD would then 


and it plans to do so -- offer its shares for sale to 

Central 'mericans (See Section 1-4-1) . These shares 

would be denominated at a much lower par 	value than
 

the parent company's common stock in order to facili­

tate sales in Central America.
 

ROCAP strongly endorses LAAD's willingness to
 

form a separate entity for Central America. it is felt
 

from a public relations point of view that this will 

facilitate LAAD's activities in Central America, and
 

will give the Central Americans the opportunity to 
ROCAP
participate in the ownership of the ccmpany. 
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recommends, therefore, that LAAD submit its subsidiary 
plans (including chartw, by-laws, policies, sile i-s 
equities) to AID assa condition precedent to initial
 
disbursement.
 

C. Analysis
 

An analysis of the five-year consolidated pro­
jections (broken down into Central America and other
 
countries), and the assumption that LAAD used in pre­
paring them, reveals the following:
 

1. Direct equity investments in Central America
 
will increase from $300,000 in 1971 (December) to SI.l
 
million by 1975 (December). This is entirely LAAD funds.
 

2. Term loans, mostly subordinated (AID funds
 
and LAAD funds), will increase from $1.5 million in 1971
 
to $7.7 million by 1975. (The AID loan will have been
 
fully disbursed the year before).
 

3. Capital stock will have increased ;:rom $2.4
 
million (1970 - see above) to $4.8 rillion (1975), or 
by $2.4 million. The estimated increase is to be ob­
tained from other U.S. and foreign corporations (see 
Section I-A). The capital increase will be required if 
LAAD is to serve other regions of Latiin America inasmuch 
as its present capital is 80%/committed to Central Amer­
ica. An indirect but tangible effect of the AID loan 
can already be seen as a lever in mobilizing additional
 
funds for investing in Latin America.
 

4. Overall net orofit (after deduction. ?" bad 
debt reserve). increases from $b,000 in 11)71 to $lii,0 
in 1975, amounting to only a 2.2% return on net. worth 
for the latter year. It is interesting to note t 1" 
1970 LAAD generated earnings of $150, 00 or a 6.2% re­
turn merely by investing its capital in short-term com­
mercial paper. After five years of operations its re­
turn decreases to a 2.2% return, Which gives support to 
the fact that LAAD was created for reasons other than 
just making a profit. To follow this further, LAAD 
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projected its percentage return of capital over a ten­
year period (see Annex III, Exhibit E) which shows that

in 1980, after ten years of operations, its return is
 
6.3%, about equal to its earnings in 1970, when its
 
funds were invested in commercial paper.
 

5. During the above ten-year period no divi­
dends to LAAD shareholders are projected. 
Its earnings
 
over this period are all retained for making further
 
investments in Latin America and for setting aside re­
serves to amortize the AID loan and other borrowings.

Repayment of principal of the AID loan commences 
in
 
1976 ($400,000 per year).
 

6. LAAD projections show no dividend income

from its equity investments in Central America enter­
prises during the first five years. Beginning with the

sixth year dividend income in Central America 
commences
 
and is estimated at $18,000 for 1976. 
 (An estimated
 
dividend return of 6% is projected on its equity invest­
ments.) 

D. Interest Spread
 

Loan terms of 20 years with a 5 year grace
period at an 
interest rate of 3% are recommended. This

will give LAAD a spread of 6% on the use of AID funds.
The spread is required to generate a reasonable profit
and to achieve LAAD's program objectives. It can be 
justified for the following reasons: 

1. To give LAAD the leverage to pioneer a new 
area of equity financing and to cevelop costly and high

risk agribusiness investments.
 

2. To permit LAAD to finance high risk activity
and still charge its sub-borrowers a reasonable rate of 
interest (average 9) and theat same time to set aside 
a 2% reserve for bad debts.
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3. To cover the administrative costs of
 
setting up a new regional office in Guatemala City
 
and to provide over a period of time the technical
 
but expensive expertise that will be required per­
manently to implement its program.
 

4. To assist in financing the techniques
 

for developing a capital market - to broaden local
 
share participation - not only insofar as the proj­
ects that LAAD finances are concerned, but other
 

enterprises as well, and to give LAAD encouragement
 
to take the leadership in Central America in this
 

phase of the program. 

5. Even with a 6% spread, LAAD's profits 

are estimated to be only moderate. Net earnings for 

its fifth year of operations (1975) are figured to 
reach $111,000 or 2.2% of its total capital ($4.8 

million). This is enough to begin amortizing the 

AID Loan, which will begin in 1976, but not enough 
to pay a dividend. (See paragraph E-2 below.) 

E. Repayment Prospects
 

1. Conversion to Dollars
 

LAAD requires all sub-loans to be de­

nominated in U.S. dollars and its sub-loan agreements
 
contain the requirement, as a condition to disburse­

ment, that the borrower shall, as applicable, retister
 

his loan as a dollar obligation with the local exchan°o
 

control authority. The sub--loan agreement will also 
provide that LAAD shall have the right to disburse local 
currencies and that repayment of such amounts may be made
 

in the same currency equivalent of his dollar obligation
 
at the then prevailing rate of exchange. These provi­

sions of the sub-loan agreement are designed to protect
 
LAAD (and AID) against losses arising from fluctuating
 

exchange rates, and to maintain the value of the local
 
currency to the U.S. dollar.
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Where AID dollars are to be used for local
 
cost disbursements, now that the SLC mechanism has
 
been abandoned, the local currency will be purchased
 
by the USDO (or RDO).
 

In instances where AID dollars are disbursed
 
in payment for goods or services of U.S. origin (or
 
other foreign exchange costs), such disbursements are
 
:-eogistered by the borrower with the local exchange
 
authority as a dollar obligation which must, of course,
 
be repaid to LAAD in dollars, the borrower being obliged
 
to provide the necessary amount of local currency to
 
purchase the required dollars.
 

2. Conclusions
 

The projected source and application of funds
 

I-n summary form - is shown for the four year disburse­

mn.t period (1971 through 1974) on the following page. 
(Sue Annex III, Exhibit D for detailed projections.)
 

Tmis is broken down into local currency costs and U.S.
 

dollar costs and supports LAAD's need for using up to
 

$4 million for financing local costs. (See summary
 

and Recommendations, Issue No. 1).
 

LAAD's financial projections, (while only
 

cstimates) are well prepared, and show conservative
 
debt to equity ratios, reasonable working capital levels,
 

adequate reserves for bad debt, moderate earnings and no
 

dividend payments to LAAD stockholders. i'- is reconmend­

., however, that LAAD submit its plan for setti.nq aside 
adequate reserves to amortize the AI:, loan and thure be 
restrictions on the payment of dividends particularly
 

during the grace period. (See Summary and Recommenda­

zions - Conditions B-! (e) and 2 (c)and Section I A 2). 

Earnings while moderate, appear adequate to
 

service the AID loan without difficulty and are in great
 

measure attributable to the six per cent spread on the
 
AID loan (see paragraph C above). Regardless of the
 

http:setti.nq


-37-
UNCLASSIFIEDIAAD PRO ECTIONS 

December 31, 1971 to December 31, 1974 

SOURCE AND APPLICATION OF FUNDS 
LOCAL CURRENCY* AND U.S.DOLLARS 

(in thousands U.S.$) 
Total 

Local U.S. 	 of 
Currency* Dollars Amount Total 

Opening Cash Balance 
 - 281 281 1.6 

SOURCES 

Net Profit 
 - 125 125 0.7
Amortization of Organization Expenses 
 - 29 29 0.2 
Provision for Losses on Investments/
 

Loans 
 - 515 515 2.8 
Other 
 - 28 28 0.2 

Sub-Total 
 - 6 697 .9 

Increases in Short Term Borrowings - 8,605 8,605 47.8 

AID Loan Drawdown 4,000 2,000 6)000 33.4 

Capital Stock Increases - 2240 240 13.3 

TOTAL SOURCES 4,000 13702 98. 

Total Availability 4,000 13,983 17,983 100.0 

Less:
 

APPLICATIONS
 

Increase/(Decrease) Short Term
 
Investments 
 7,018 7,018 39.0 

Equity Investments-From LAAD Funds: 

Central America 1,O0 ; I/ 5.01,00o

Other Countries 
 - 800 800 4.4 

Term Loans: 

Central America-From LAAD Funds 1,000 ..... 0/ 6.1 
Central America-From AID Funds 4)000 
 2,000 6,000-/ 33.4
 
Other Countries 
 - 1,800 1,800 10.0 

Other - 4 4 0.1 
TOTAL APPLICATIONS 6,000 1,622 17,622 98.0 

Closing Cash Balance 	 .(2,00 2,361 361 2.0
 

* CACM Countries. 

1/ 	 LAAD Contribution 
AID Loan 
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spread, which should give LAAD the financial confi­
dence to begin its program in Central America, the
 
true test of the LAAD program (and AID's security)

lies in the ability and good faith of LAAD and its
 
borrowers, and in the quality of the projects that
 
it finances. 
 LAAD's concept is innovative and while
it has no experience to date it has an unusual incen­
tive and opportunity of putting its concepts to test.

To this end, it has the managerial talent and a tech­
nical reservoir at its command to make a major contribu­
tion to agribusiness development in Central America.
 

POCAP concludes, therefore, LAAD will main­
tain a quality program, and further that the repay­
ment prospects of this loan are excellent.
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V. 
 LOAN ADMINISTRATION 

A. Covenants
 

Further to the conditions mentioned in the
Summary and Recommendations and the Section on Col­lateral 
(Section II-A-2), ROCAP recommends that the
Loan Agreement contain the following covenant:
 

Negative Pleldge Agreement (wording supplied
by LAAD see section II-A-2): "So long as LAAD shall
owe any amounts to AID hereunder, LAAD shall not, with­out prior written consent of AID, mortgage, pledge,
otherwise hypothecate 
or encumber any of its assets or
properties (promissory notes, acceptances, accounts
receivable, contractual rights, shares, securities,
any collateral, etc.) 
obtained through, or 
evidencing,
financings made by LAAD with funds obtained from AID
hereunder. provided, however, that, at the request ofAID, LAAD shall grant security interest in such assets
and properties in favor of AID and shall execute any
and all documents and shall perform any and all acts
required by AID necessary to create, perfect and pre­serve such valid security interestprovided, in favorfurther, that this 
of AID;

subparagraphapply to shall notthe assets or properties of LAAD, or 
a pro­rata portion thereof, initially obtained through, or
evidencing, financings made by LAAD with funds obtained
from AID hereunder, if and when such funds, or a pro­rata 
portion thereof, have been repaid to AID, to the
extent of 
such payment; 
and provided finally, that
should the situation stated in the second provision of
this subparagraph 
occur after the security interest in
the respective asset 
or property, or
has been granted, any part thereof,then, at the request of LAAD, AIDshall do whatever is 
necessary to cancel 
such security

interest."
 

B. Implementation Plan 
1. Authorization of Loan: 
 June 15, 
1971
 
2. Presentation draft Loan Agreement to LAAD:
July 15, 1971. 
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3. Negotiation and signing of Loan Agreement:

August 1, 1971.
 

4. Terminal date for meeting Conditions Pre­cedent to initial disbursement 
(90 days after authoriza­
tion): September 15, 1971.
 

AID Loan
5. LAAD Capital Drawdown Total

Drawdown 
 Equity 
 Loan EKograM
 

1971 $I.0 
 $ .3 
 $ .4 $1.7

1972 2.0 
 .3 
 2.3
1973 1.5 
 .2 .3 2.01974 1.5 
 .2 
 .3 2.0
 

$6-0 
 $1.0 
 $1.0i 
 $8.0_­
6. 
Terminal date for final disbursement: Sep­tember 15, 1974 
(three years after meeting condition.
 

precedent).
 

AID Loan funds will be disbursed through letters
of commitment to cover foreign exchange costs of approved
sub-loans, and through local currency purchases by the
USDO (or RDO) to cover local costs. 
 LAAD will provide
monthly loan summaries, quarterly progress reports and
annual financial statements. 

As the above figures show, LAAD proposes to com­mit the AID Loan in two years and have it fully drawn down
over a three year period (see Financial Projectionti Annex 

LAAD's speed and efficiency in 1-!lsti ng ROCAPwith the preparation of this paper bodo:; k,,li 
 for the
 
success of this program.
 

In view of the above and factthe th._t LAADalready has a good number of ;inalyzed projects ROCAPbelieves that the implementat.ion of thii loan should not 
pose any problems.
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CH'CKLIST OF STATUTORY CRITERIA 

(Alliance for Progress)In the right-hand margin, fo c ,rit answera SUIN:lar-y or, as apprci)riateo r"eu' ed discus, ion.of the Capital Assistancc Paper, 
A cess;y rcference the'sec zions)docunent, in which 

or other clearly identifiedthe matter is and availablefurther discussed. a This formpart of the Capital Assistance may be made
Paper.
 

The following 
 abbreviations are used: 
FAA - Foreign Assistance Act of 1962 , as amended. 

Ap. ­ orcign Assistance and Rdlated Agencies Appropriations. Merchant Act, 1971.Marine Act of 1936, as amended 
-'.' ,, PR" ,.'/. I/CE 

:7cTr 6w Your /GoaZ 

1. FAA ?, ; §.251W(b). 

A. D,::cr'7e 'xtentco Un t to which7 , 

(1) Araf:jn:;' c:.Qprzat(. cfortcto iU,'Y.'.food h C.A. countrisp)'odzuvtior ar ­in, incruas.d,':am; forf food -r.: .. r&, -U,; o a and di Lin..: rt r -2bu onr *ort:, 

ag :i.cui -,ure- am' -,,*c t :. ? ici 
will he]..5 2 c r , :- i Uc­
du,'tion sand 0...7an,] Cor i.:#,distributior: 

(2) Crdatinzy a favorabZc cZimate Through the C;for foreign and domestic pri",at . 
*.,ns

enterprise and investment. 
the C.A. countri 

1 eing posi'ive e o- crc z . 
a favorable climate for pri­vate invesLnent both on anational and regiona-1 as is 
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AID 1240-2 
ANNEX I 
Page 2 o.f 19 

(3) -Increasingt eputZio's 
raZe in the deveZopmental 
prOU8, 

The C.A. countries have been 
working individually and 
through the CACM,to increase 
the public's role in the de­
velopment process. 

(4) (a) AZlooating avaiZabZ 
budgetary 680ouroeo to 
development. 

The C.A. countries have been 
allocating considerable avail­
ahle budgetary resources to 
both national and regional 

development. 

(b) Diverting such No C.A. country is diverting 
resources for unnecessary resources for unnecessary mili­
military expenditure (see tar( expenditures, nor is any 
also Item No. 16) and C.A. country intervening in 
intervention in affairs Ofother countries' affairs.
 
other free and independent
 
nations. (See also Item No. 14 .)
 

(5) Willing to contribute funds to 
the project or progra. LAAD will make a substantial 

contribution of funds to the 
project. 

2
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(6) All C.A. countries are
(6) Making economic, social, making progress toward re-­and politicaZ reforms such as makin for t oa w,tax coZZection iprovements and spect for the rule of ]aw,changes in land tenure arrangements, freedom of expression andand making progress toward respeot of the press, and recogni­for the rule of law, freedom of tion cf the importanceexpression and of the press, of

and individual freedom, initia­recognizing the importance of tive, and private enter­individual freedom, initiative, prise is witnessed byas
and private enterprise. the absence of press and 

other censorship and the 
(7) Adhering to the principles of encouragement of initia­
the Act of Bogota and Charter of tive and private enter-
Punta del E8te. 
 prise in agriculture,7) The C.A. countries have been adhering 
 industry and housing. Some
to the principles of the Act of Bogota 
 progress is being made in
and the Charter of Punta del Este. 
 political refonns such as
Furtherance of the CACM is in accordance 
 tax collecticn improve­with the goals therein stated. 
 ments and land tenure
 
(8) Attempting to repatriate capital arrangements.

invested in othor countriev by its
 
own citizens.
 

major purpose oL C.A. integration is to make the Common Market

:'xore attractive to Central American capital. 
The establishment
of a successful agribusiness investment company should aid in 
the
 return to Central America of Capital invested elsewhere.
 

(9) Otherwise responding to the vital (9) C.A. integration is
economic, political, and social an effective response
concerns of its people, and demonstrating to the vital eco­a clear determination to take effective nomic, politicalself-help measures. and 
social 
concerns 


cf
 
the people in the
 
region and zu its
B. Are above factors taken' into account in problems of develop­the furnishing of the subject assistance? ment; and this loan 
in particular will 
provide opportunities
 
for self-help.
 

3
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CitizensTrsatment of U.S. 

2. 	 FAA 620(c). If assistance is There is no evidence of 
to government, is the government any such debt owed to a 
liable as debtor or uncorditionaZ U.S. citizen by a C.A. 
guarantoron any. debt to a U.S. government. 
citizen for goods or etrviesg m 
furnished or ordered where (a) 
such citizen has exhausted
 
available legal remedies and
 
(b) debt is not denied or
 
ontested by ouch government?
 

3. 	 FAA i 620(e)(1). If assistance There is no evidence that 
is to a.government, has it any such action has been 
(includirq government agencies or taken by any C.A. govern­
6ubdiuiuions) taken any action ments or their agencies. 
which has the effect of nationaZ­
izing, expropriating, or otherwise 
seizing-ownarship or control of 
property of U.S. citizens or 
ertities beneficially owned by 
them without taking steps to 
discharge its obligations 
toward ouch citizens or entities? 

'4
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4. FAA 
Act. 

§ 620(0); Fishermen's Protective 
§.5. If country has seized or 

No C.A. country has 
any such action. 

taken, 

somposdany penalZt or sanction against, 
any U.S. fishing vessel on account of 
its fishing activities in international 
waters, 

a. has any deduction requiredby

Fishermen's Protective Act been made? N/A.
 

b. has compZete denial of assistance
 
been considered by A.I.D. Adinistrator? N.A.
 

Relations with U.S. Government and Opher 
Nations 

5. 	 EA.4 620(d) If assistance is for This assistance is not 
any productivc enterprise which will for a productive enter­
compete in the U.S. with U.S. enter- prise. However, if a 
prise, is there an agreement by the problem arises with 
recipient countrj to prevent export respect to any proosed 
to the U.S. of more than 20% of the 
enterprise's annual production during sub-project, it will be 
the life of the loan? dealt with in accordancq 

with policies in effect 
at this time. 

6. 	 FAA § 620(j). Ilas the country 
permitted, or failed to take No Central American 
adequate measures to prevent, the country has permitted
damage or destruction by mob action, such action. 
of U.S. property? 



AID 	 1240-2 

7. 	 FAA 9 620(). If the country has 

f~ed-t-o insetitute the investment 

guaranty program for the epeifio 
risks of expropriation.,in con­vertibility or confiscation, has the
A.I.D. adninistrationwithin the past 
yearn considered denying assistanco t 
such government for this reason? 

8. 	FAA § 620(q). Is the government of 
th'e repient country in defauZt on
interest or principaZ of any A.I.D.
loan 	to the country? 

9. 	 FAA 9 620(t). Has the country
severedipomatic reZations with 

U.S.? 
If so, have they been resumed 

and have new bilateral assistance 

agreements been negotiated and entered 
into since such reswnption? 

10. 	 RA q 620(u). What is the payment 
status of t .e country's U.N. 

obligations? If 
 the 	country is in 

UNCLASS IFIED
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All Central American
 
countries have signed

investment quaranty
 

agreements with the U.S. 
and 	have instituted the 
program.
 

No Central American
 
country is in default
 
for payments due under
 
any 	A.A.D. loan. 

No Central American
 
country has severed
 
diplomatic relations
 
with the U.S.
 

All Central American
 
countries are current
 
in their U.N. obligations


arrears, were such arrearage taken
 
into 	accoznt by the A.I.D. Adinistrator 
in deternining the current A.I.D. 
Operating Year Budget?
 

11. 	FAA § 620(a). Does recipient country

furnish assistance to Cuba or fail to
take appropriate steps to prevent

ships or aircraft under its flag frm 
carrying cargoes to or from Cuba? 

No Central American
 
country trades with or

assists Cuba in any way
 
nor 	permits ships or 
aircrafts under its flag
 

to carry cargoes to or
 

'
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12. FAA E 620(b). If assistance is to a The Secretary of State 
government, has the Secretary of State has determined that each 
aetermined that it is not controlled Central American country
by the international Communist movement? is not controlled by the 

international Communist
 
movement.
 

13. FAA 620(f). Is recipient country No Central American 
a Communfst country? country has a Communist 

Government.
 

14. FAA Ai 620(i). Is recipient country No Central American country
in any wczj involved in (a) subversion is involved in or is 
of, or military aggression against, t planning such subversion 
U.S. or any country receiving U.S. plaggrssiuni
assistance. or (b) the planning of such or aggression. 
subversion or aggression? 

15. FA 4 62o(n),Does recipient country furnish goods No Central American 
to North Viet-Nam or permit ships country furnishes goods,0r 


aircraftunder its flag to carryo 
cargoes to or from North Viet-Nam? or permits ships or air­crafts under its flag to 

carry goods, to North 
Vietnam. 

Mi li tart Expenditures 

16 FAA ! 620(s.). 'hat percentage of No Central Americancountnj budget is for military country spends an excess 
expenditures? How much of foreign 
exchange resources spent on military -amount of its country's 
equipment? How much spent for the budget or foreign ex­
purchase of sophisticatedweapons change reserves for mili­
systems? (Considerationof these tary equipment. No Central 
points to be coordinated with PPC/MAS.) American country has pur­

chased sophisticated 
weapon systems.
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CONDITTONS OF THE LOAN 

General Soundnoos
 

17-	 FAA 0 201(d). Information and The proposed terms andconclusion on reasonablenessand conditions of the loan
legality (under lws of country ad are legal under Central
U.S.) of lending and relending terw American and U.S. laws 
of the loa. 	 and reasonable for 

Central America at the
 
time. 

18. 	 FAA ,3 251 (b)(2)_; g. 251(e).
Infozination and conclusion on The proposed project
actiity's economic and technical appears to be both eco­
a.oundness. If loan is not maqe pursuant
to a 	multilateral plan, and the amount noncaly and technically
of the loan exceed&$100,000, ha o sound, and there aresubraitted to A.I.D. an application for strong assurances that
.'uch funds together with assurances to the funds will be used in
indicate that funds will be used in an sound manner. 
economically and technically sound 
manner?
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AID 1240-2
 

Financial projections 
19. FAA q 251(b). Information an relevant market studies,

conclusion on oapacity of the and LAAD operating princi­
country to repay the Zoan. ples indicable that theincluding reao'ablenes8 of project will be financially 
repayment prospects. successful and that LAAD 

will be in an excellent
 
position to repay the loan.
 

20.. FAA P 611(a)(1). Prior to signing The financial and otherof loan will there be (a) engineer- plans necessary to carry
ing, financial, and other plano outthe assistance have 
necessary to carry out the assistance out taistnehe 
aid (b) a reasonably firm estimate been obtained together with 
of the cost to the U.S. of the a reasonably firm estimate 
ausmss tanco? 
 of the cost to the U.S. of
 

the assistance.
 

22 FA . ^11(a)(2). If further No further legislative
legislative action i8 required within action will be required
recipient country, what is basis for within the Central American
 
reasonable expectation that such countries for accomplish­
action,will be completed in time to 
pearmit orderly accomplishment of ment of the purposes of the 
purposes of loan? loan. 

2P FAA 6 11(e). If loan is for capital The Mission Director hasassistance, and all U.S. assistance so certified.
 
to project now exceeds $1 million, has 
Mission Director certified the country's 
capability effectively to maintain and
 
utilize the project? 

23. FAA § 251(b). Information and No other free world financ­
conclusion on availability of financing ing appears to be available
from other free-world sources, including for this project.

private sources within the United States.
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Loan'a ReZationship to Achievement 
of Country and Regional Goals 

24. 	 FAA .4207- 1 251(a). Extnt t This loan will support and di­
w7 hiTW tnce ref e tseuaJ s 
appropriate emphasis on; (a) rectly encourage import areas 
encouraging development of dem- of economic, political, and so­
ocratic economic, political, and cial development, especially
social institutions; (b) self- agribusiness, non-traditional 
help in meeting the country's exports, investment banking
food needs; (c)improving avail- and related institutions. 
ability of trained manpower in Goals (a), (b), (c), and (e)
the country; (d)programs designed will be emphasized through
to meet the country's health needs, the projects carried out and 
or (e)other important areas of the resulting economic develoRp­
economic, political, and social 
development, including industry; ment of the region. 
free labor unions, cooperatives,
 
and voluntary agencies;
 
transportationand communication;
 
planning and public administration; 
urban development; and modrnizatior
 
of existing laws. 

25, 	 FAA § 209. Is project susceptible The project is regional .n 
of execution as part of regional ' nature and is being executed 
project? If so why is project not and coordinated on a regional 
so executed? basis. 

26. 	 FAA Y 251(b)(3). Inforation and The activity is closely re­
conclusion on activity's relation- lated to and consistent with 
hip to, and consistencv with, other development activities 

other development activtties, and other d e tl y c ti ute 
its contribution to realizable and will directly contribute 
long-range objectives, to the long-range objectives 

of the CACM. 

10
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27. 	 FAA 0 261(b)(?.. Information 
and oonaluoion on whither or 
not the activty to be financed 
will contribute to the achievement 
of self-sutaining growth. 

28. 	 FAA 1i 281(a). Describe extent 
to which the loan will contribute 
to thc objecti-'e of asuring 
inaximwn particmpation in the task 
of economic development on the part 
of the people of the country, throiqh the promotion of greater numbers 
t e couragment of doenocratic 
'i.tt, cthe 

F_. Describe extent to 
program recognizes the 

2 	 F. ?281(b). 

u. c2lar noedc.r, deoires, and 
c..... "ticr.of c people of the 

,ceo Un1o1ro 
in 'dotional dcv( Iopwcnt; and 
aopl.orts civic education and 
t7,;inidVj in skiZl required for 

?'ufctive participationin 

.... "k;( " to e 

governnental and politioal processe8
 
61iontial to self-governmnont. 

UNCLASSIFIED 
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The activity will directly. con­
tribute to the achievement of 
self-sustaining growth for the 
five countries by building CACM 
agribusiness and non-traditional 

export potential and by helping
 
to provide foreign exchange
 
earnings.
 

The loan will directly contri­
bute to the assuring of maximum 
participation in the task of 
economic development through 

of agribusiness activities in 
private sector zw-d of 

greater public participation
 
in them.
 

The 	program recognizes clearly
 
the particular needs, desires 
and capacities of the people 

of the region and indirectly 
supports and furthers the 
other goals. 
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30. FAA 9 6O1(a). Information 
and conclu ionn whether 
ivJan wiZ ericouragc effor.e 
of the country to: (a)
increase the flow) of 
internationaltrade; (b) 
foCtar private initiative 
and competition; c) 
encourage development and 
uic of cooperati)cs, credit 
14nionn, and savings and 
Zoan asooiatione; (d) 
discourage monopo listic 
practices; (e) improve 
tcchnicat efficiency of 
-nduatry, agricultur3, and 
S!Lnerce; and (f) strengthen 
j"ea labor unions. 

.o 619. If an.istanc is 
-"or ncwi~j ndtpen ftnt county;
1.i: 't famished through 
;w!Z.ttlaterai onganizarion or 

17.,-. to th-? n7xmeon extent 
s 

3 . !4A25(). Tnormation and 
eo,,ciuion on whether the 

°activity is coniso,nt with the 
findingo and reroahendation of 
t.he Inter-Aerican Committee for 

I '-~~~~..~ uZ dvZ­au ti 

2:..:' S ".LL5;" L2f,.; n aid~.Un~ihion on ,.1c of towl to 
., :,-,;' ;e coop­

~ratl'c mc: nu in Latn A . 

The loan will directly serve
 
to encourage the flow of inter­
national trade and aid private
 

initiative, and will indirectly 
further efforts of the countries­
to attain the other goals. 

The assistance is not being 
furnished to a newly inde­
pendent country. 

The activity is consistent 
with the findings and recom­
mendations of CIAP. 

This activity will have
direct effect on the co­

operative movement CentralAmerica.	 in 

12
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3h. 	 FAA 0 209; § 251(b)(8). 
Information and conclusion 
whether assistancewill 
encourage regional development 
programs, and contribute to 

economic and political 
integration of Latin America. 

Loan's Effect on U.S. and 6.1.D 
f.oram 

35. 	 FAA f 251(b) (4); 102. 

Information and conclusion on 

possible effects of loan on 

U.S. economy, with special 
reference to areas of sub-
stantial labor surplus, and 
extent to which U.S. commodities 
and assistance are furnished in 
a manner consistent with improv-
i-q v:he U.S. balance of payments 
po.it Lon. 

.A 0 607(b). Infov'ation and 
coniclusion n how the loan will" 
encourage U.S. private trade 
a6nd investment abroad and how 
it will encourage pi-vate U.S. 
Pa:-ticipationin foreign 
assistance programs (including 
uwe of private trade channels 
c0.i the e',Ycc." of U.S. private 

UNCLASSIFIED
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This assistance will di-, 
rdctly encourage regional 
development programs 
deeopmh prras
through increased economic 

and fiscal stability in 
the CACM and will thereby 
also contribute to the 
economic and political in­
tegration in the region. 

The loan will have little 
effect on the U.S. economy­
no effect on areas of labor 
surplus; and will be fur­
nished in a manner as con­
nishen a manne ascn 
sistent as possible with 
improving the U.S. balance 
of payments position. 

Through improved economic 
and financial stability in 
the region the loan will 
encourage increased U.S.' 
enouae iread U.st 
private trade and investment 
abrcad through increased 
facilities for tourists and 
businessmen in the ;,.rea, and 
the 	 furnishing of goodsan1 

services by the U.S. pri­
vate sector.
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37. PAA Q 601(d). rf a capitaproject, are engineerngPnd profesionalevione ofj
a.d Pfir and thetr 	 effic ­ats. used the maxffItn, 

extent consisp,?nt wit Mh9 
national interest? 

38. 	 FAA 9 602. Info:-nation and 

u n whether U.S. 
 smaZZ. 

business will participateCquitably 	in th. fnnishing ofgoods and services finance hytile oan. 

39. 620tio ). WilthM oanN 
promote or aseiat the foreignaL;d projects or activitie ofC Mnnist-Bloo countrie8 7 

40. , 2. If 'Oc'icaZa;st'ntance is financed by theZoan, inforyaticr a, d conclusio nW *,'.,therouch a MRist rpne will bey 'Pnished 	to the fullest extent 
prcicticable as goods, and profls­conat and other Services from?'.,'i7te enterpri'.. on a "ontract 

: <st' n.tk, Ta' X c~ of OthE~ragena,. ,,. .r 	 uilized,r..:brntion and , on 
.. ... cr thcy:;- ,ble, arcare ,o't c;.t,t, . lt .. .. t vewith.17e entrpri .,.. can 	ba made,-ailab e without .;du interfereno

5;ji th domeatic A . 

ANNEX I 
Page 14 of 19 

Any engineering or profes-.
sionaln nierngoservices; rfs.financed
under the loan may be pro­vided by U.S. firms or 

their affiliates 

U.S. small business will be
ensured the opportunityPar t he eq u it y ito n 
participate equitably in
the furnishing of goods
undar the loan. 

NO. 

Such technical assistance
as may be financed under
ft loan will be contracted 

from private enterprise. 
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4l. 
 J7AA252a).c
 Toanmow.t0 
 Of money All loan funds will go
toategainqP? inchi~c 
gdirectly


tiinten~cda"t cei di2rect~lt, i-titutionais goine to to private
enterprise Or intermediat
eroriintereor other borrowers for Use by pri-
voae credit institutions. edi-ti"nteprise, is beirg used tofir.nce i port from private sourcesor I otherjise being used to 
finance procurmentE from PiVate 

ourcojcn. 
Loan 3C( LpLtanc,withSpecific 

212. A " .2Y(d),Is interest rate
ofTZOn at least 2% per annunduring grace period and at least3% per annu thereafter? 


Yes.
 

Inforym.ion
f.o bc on The loantaken to utilize willU.S. Guermnent excess pov agreemepersonat 
 so Provide.Property in lieu of the prooure­

ment if new ites. 

-"ILA . ..:-

t.. W
 

". . . ,.rd
wnder the There will be no com-Zcan b-4.-ererd.-tnt? "o,U.S. ,1xcpt modity procurement

financed under the loan.
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AAM 

h5. ".1A $ ,O',(h), Wat proutoion ie 
acto prevent finmancing o#Modity 

p:oaurfmlat in buZk at price& higher 
tJkan ariusted U.S. market p'ioe? 

h6. 1 . ,,4(*). If the host countrs! 
c'inc-ir,inate againat U.S. marine 
iflDLrwlo c.),hanien, will loan agree­

m,,t -=qu2? that marine inouranoe 
le r,4--cd in t;,o U.S. anoowoditige 

17. ' .'A ,;44(, ). If off-shbire procure-
r,':rt of 7r,7 cultual commodity or 

: .nd't i* o be fin'wed, is there 
,'",',' ,ion aqairrt -zich procuremnnt 
.. " t,, dorneotic price of auch 

' . + :.,- ,....,,:; :o parity? 

, C7!(b); .t ,t . Yf lCt 
),)..;,'e ,,,r-.rrl~atr,. '.),"mm o . Land 

-,..::o?4VO to z bene1rt'h.trQC o" 

UNCLASS IFIED 
ANNEX I 
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There will be no com­
modity procurement fi­
nancing under the loan. 

Yes. 

There will be no offshore 
procurement of any agri­
cultural commodities 
financed under the loan. 

The loan will not finance 
a water or water-related
 
land resources cons truc­

:YO'?pta.lo7, rad, :rofr as practicable, tion project or program. 

oc.o',,c'it procedurce set 
f n rh. kmoarawiun of rhe President 

-tZ'.'dMay 15, 1966"? 

.'... '._, :'.. ' ""q.s.'t • '' 

c.....ruo'...on arp to :,o , 
•. -Thd ;a .me ..ade tatnr .a:n 

.:i :c.: f)a Zob O-,, a ":' t itiva
 

.,., rc, in):i ,: r;ractiob ? 

Any construction con­
tracts financed under
 
the loan will be re­

quired, through the loan
 

agreement, to be let
 
competitively to the
 
maximum extent possible.
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53.'P,1 6W2 ). What provision is 

TIare againat use of subject

a;"coitance to compenate ownrs 


for exprc -vriated or nationalized 
property? 

51. 	 FM "Q612(b); 9 636(h). Describe 
stcps taken to assure that, to the 
nCaxiifwn (lxtent possible, the country
is contributing local currencies to 
mect the cost of contractual and 
other siervices, and foreign currencies 
owned by the U.S. are utilized to 
mect the gst of contractual and other 
8 eY-Vr CC, 

>2. 	 ZpL. :Y 104. Will awj loan j'undo
be us'ea to pay pensions, etc., for 
--n, tury personnelZ? 

UNCLASS IFIED 

ANNEX I 
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The loan agreement will 
preclude such use of
funds 

LAAD is making a sub­
stantial contribution 
to the project. No U.S. 
owned foreign currency
is available for this 

. 
project. 

No. 
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53. An- . 5. If ZoQm iG for,ca)tac project, io there Yes.
 p ot'oil ion "foi.A. 2.D. approvaZif aIZ contractoro and contract 

5h. _ g b. WiZZ any Zoan
 
"d to pay U.N.
a~a e semen ? 

No.
 

-~LO9. 
 Cofmpliance with
P t.atzonc These regulations willon enPLoyment of be complied with.adi 70caZ p-'rconno for 

,/"''0, .o4 (1?,.91 ation 7). 

...
 loan ,fnds

"we(2cto J'~rance. wic'o.3(,, Zona_L 2"m Zea e. 
or cx.,zng ofr.0dtv,.;iie manufac,.w,ed outside the
. States, 


~ 
or any guaranty of
 
LNt a n ~ ~ 
 o . 

.~ ~~~or ,..I.X.,.IO 

N,
 

s , for pub-icity or propcV,,ndava ', 
 not 4 .hra orized 

No. 
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S..,, :..,(,). If onctruCo The aggregate value of assist­

o.ncttc antcrprice, w2Zz ance to the project to be 
a'.~:j.,':r;..oaT1: of 'eOO'etaneC furnished by the U.S. will 

i',1'--r:ahd U S exceed a.o b ,'ed. U.S. enot exceed $100 million.
"jt',
1


,:J, :.,, .?,). oed the U.S. own No excess foreign currency 
f:ct,4:::ij ,ijn uta,rency and, if O0i is owned by. the U. S. in 

the region at the present'
wat arrcf:jyamentc have been made 
for ita r~lcasef time. 

6c. .. y.': i.l.. Cornr 1io. w. w2.th This requirement will be 
~:,i. .'.."-?/ha a lciaut 50 per complied with. 

r',"! u.grosc tonnage of,u:U " 
.,... ' (coimpictdd separateZy 

.,.'.hj i'~ulk var2'iaro, dry car'go 
ard ,ankr.,u) financed 

&., ] :d. rnmde available under 
ri'.)! a;hall be tran8ported

ownc,',dU.S. f~ag
,/:.?z,5oa 


vz~cti to the extent 
.:. :' e availab 

- (." 1,d r,,:,onabla rat&c. 

...
 

".;4
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MANAGEMENT 

BIOGRAPHIC DATA 

PRESIDENT: Mr. James T. Halom 

Mr. Halom, a seasoned executive with more than 20 years
experience in Latin American activities, is president and

chief executi 
e officer and a director of LAAD. 
Mr. Halom
 was formerly vice president of the Latin American Group of

W. R Grace 1 Co., New York, with whom he had been connected
for 14 years. Previously he had wo,.'ked for Pan American

World Airways and prior to that had been active in foreign
 
trade.
 

Born in Hungary, Mr. Halom is 
a graduate of the Uni­versity of Bt'dapest with an LLD in economics and law. He
has done graduate work at the Sorbonne in Paris and Columbia 
University in New York. 
During World War II he served in
the Pacific for three and a half years with the United States

Army. His memberships include the Financial Executives In­stitute (Vice Chairman of International Liaison Committee)

and the National Association of Accountants.
 

Upon assuming his new duties on August 1, 1970, Mr.
Halom established headquarters in New York, where LAAD has

opened 
an office at 680 Fifth Avenue.
 

CENTRAL AMERIC., REGIONAL REPRESENTATIVE: Mr. Thomas W. Mooney
 

Mr. Moon .y, 46, was appointed regional representative

for Central America with headquarters in Quatemala City on

February 9, 1971, 
 He joins LAAD after many years of ex­perience in Latin 
American public and private organizations

while serving with the International Bank for Reconstruction
 
and Development (World Bank), 
the United States Agency for
International Development (A.I.D.), and the Adela Investment
 
Company.
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A graduate of Washington University in his native

St. Louis, Missouri, Mr. Mooney began his career in 1949
 
as 
an econcmic officer with the United States Department

of State, serving first in Washington, D. C. and later at
 
the United States Embassy in Paris. 
 In 1958 he joined
the World Bank as 
loan officer for Central America and
 
four yeal3 
 later became chief of loans for A.I.D.'s re­
gional office for Central America and Panama (ROCAP).
 

Six years ago Mr. Mooney became associated with the

Adela Investment Company as representative for Central
 
America and the Caribb 'an. 
In joining LAAD, Mr. Mooney
has major responsibililty for helping to identify and de­
velop projects in Cent3Fal America. He has resided in 
Guatemala for nine year3. 



UNCLASSIFIED 

ANNEX III, . io 
Exhibit A 
Page 1 of 2
 

AMERICAN AGRIBUSINESS DEVELOPMENT CORPORATION S.A. (LAAD) 

(a Republic of Panama corporation) 

BALANCE 	 SHEET
 

OCTOBER 31, 1970
 

Assets
 

Currcnt assots: 
Cash in b-anks and on hand (including $250,000 in $ 325,064 

time deposits) 
.ociqn short-term commercial paper, at cost 

which approximates market 5,561,152 
Accrued interest receivable 
OtLnwr r'eceivables 

133,035 
5, 107 

Prcpaid insurance expense and deposits 11,873 

Total current assets 
 6,036,231
 

< 	 : c ' <uquipment, at cost less accumulated 
c , ci:~ton of $118 2,235 

GcJgz:,ization expenses, at cost 68,003 

$6,106,469
 

Tizhbilities and stockholders' equity 

-;.L
' :t~. ilitics 
Lcn* / ;,Oih)I Lo banks with interest between 

•- /-;/b,nd 10-3/16%, secured by certain short­
iur"n C(:rnMiUrcltil paper $3,512,49L 

Ac'crUtd intecrest pa'yable 64, 1.49 
k%.Lt1 J1 tnx<s(inq. payable 2, (,Y)
J L or l :. b . Us ]. 	 ,]7 ( 

TotLl current liabilities 	 3,580,632 

Stc:hn1.de:s' equity: 
Co...r):i stock - $5,000 par value, 3,000 shares 

authorized, 480 shares issued and outstanding 2 ,4 00 ,00,
Retaied uarnings, per accompanying statement 125,837 

2,525,837 

§6,106,469
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L..:.'?I1
AMERICAN ACRI13USINESS DEVELOPMENT CORPORATION S.A. (LAAD) 

(a Republic of Panama corporation)
 

STATEMENT OF INCOME AND RETAINED EARNINGS
 

FROM INCEPTION ON JANUARY 26, 
1970
 
TO OCTOBER 31, 1970
 

ICLterest earned 

$279,814


Gain on foreign exchange 
 5,982
 

285,796
 

Opoerating expenses: 
SIlaries and employee benefits 
 $23,540

Professional services 
 30,681
 
Office expense 
 6,147

"ravel and cc imunication 
 10,275

Public relations 
 442
 
Other expenses 
 2,824

Depreciation 


118
 

74,027
 

*,.e.t4
-.. expense. 

85,932
 

Total expenses 
 159,959
 

:t income and 
"etained earnings 
 $125,837
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LATIN AMERICAN AGRIBUSINESS DEVELOPMENT CORPORATION S.A. (LAAD) 
(a Republic of Panama corporation) 

BALANCE SHEET 

MARCH 31, 1971 

Assets
 
Current Assets:
 

Cash in:
 
Current Accounts 
 66,226.11 
Timz Deposits 6 "150,000.
Petty Cash 177 .5,

Shiort-term Commercial Paper 7,460,546. 2 
interest and Dividends Receivable 450,183.43

Ou.her R-ceivables 3,228 .70 
Prepaid Expenses 
 3,953. 57
 

Total Current Assets 
 $ 8,134,315.04 

Leasehold Improvements and Office Equipment

,it cost less depreciation 2,324.36


llnamortized Organization Expenses 65,168.31
 
Otaur AsseLs 
 2,230.92
 

Total Fixed and Other Assets 69,723.59
 

TOTAL ASSETS 
 2,204,038.63 

Liabilities and stockholders' equitL 

C~rre:.z Liabilities:
 
a Loans maturing within 1 year 
 $ 5,230,841.85 

Dai:urred Compensation Payable 3,336.00
 
Accraed Exrenses 
 102,207.41
 
Taxes Payable 1,538.08
 
Unrealized profit on Marketable Securities 
 289,488.45)
 

Total Current Liabilities $ 5,627,411.79 

Stockholders' Equity:
 
uo...,,onl Stock, authorized 3,000 shares at $ 2,400,000.00 

$5,()00 par value outstanding 480 shares 
Provisjon for Income Taxes 125.00 
Rotlined E.arnings 176,501 .84 

Total Equity $ 2,576,626.S4
 

TrOTAL LIABILITIES AND CAPITAL 8,20-1,.038.3o 

http:8,20-1,.038.3o
http:2,576,626.S4
http:2,400,000.00
http:5,627,411.79
http:289,488.45
http:1,538.08
http:102,207.41
http:3,336.00
http:5,230,841.85
http:204,038.63
http:69,723.59
http:2,230.92
http:65,168.31
http:2,324.36
http:8,134,315.04
http:450,183.43
http:66,226.11
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LATIN AMERICAN AGR1111TSINESS DEVELOPMENT CORPORATION S.A. (LAAD) 
(a Republic of Panama corporation)
 

STATEMENT OF INCOME AND EXPENSE
 
FOR THE FIVE-MONTH PERIOD
 

ENDED MARCH 31, 1971
 

Current Period
 
Month To Date
 

Incom e: 
Interest Earned on Deposits and
 
Commercial Paper 
 $ 56,656.11 $ 251,235.46 

Other 
 3,314.46 6,530.87
 

$ 59,970.57 $ 257,766.33 

- .ec- 2zxenses: 
:nzerest Expen e $ 33,066.37 $ 137,877.44 

slt Bc fore. C'erating Expenses $ 26,904.20 $ 119,888.89 

:crating Expenses:
 
.ersonnel 
 $ 7,165.30 $ 35,570.42 
Dro'essional Services 
 3,799.77 19,333.61 
Ofice Expense 869.62 4,657.71
 
T.vo1 Emd Cormunication 1,757.10 5,618.28
 
IPublic Rc<lations 10.00 194.75
 
Dc:-r.c iation - _ 
Amortization ot Organization Expense 567.00 
 2,835.00
 
Provision for Income Taxes ­ _
 
Other Expenses 
 453.30 1,014.58
 

$ 14,622.09 $ 69,224.35 

:cet Operating Income $ 12,282.11 $ 50,664.54 

http:50,664.54
http:12,282.11
http:69,224.35
http:14,622.09
http:1,014.58
http:2,835.00
http:5,618.28
http:1,757.10
http:4,657.71
http:19,333.61
http:3,799.77
http:35,570.42
http:7,165.30
http:119,888.89
http:26,904.20
http:137,877.44
http:33,066.37
http:257,766.33
http:59,970.57
http:6,530.87
http:3,314.46
http:251,235.46
http:56,656.11


-1,_2,"7 
Ac:uai Estimated 

12, V,7, 
Estimated 

12/31/73 
Estimated 

12/31/74 
Estimated 

12/31/75 
Estimated 

ASSETS 
CasF TIncuding Time Deposits) 281 210 328 246 361 609 

Sh- rt Te-- =ercial Paper 
Finanzei "i-h Own Capital 
Finanzei Borrowed Funds 

Sub-.cztal 

2,187 

3,395 
,8 

681 

7 200 
__ 

1,200 

9 600 
600 

9,600 
10,200 

600 
1.22000 
_____-O 

600 
12,000 
12,600 

Equity Investments 
Central Azer-- _za 
Other Countries -

300 
258 

500 
400 

700 
600 

1,ooJ 
800 

1,100 

Sub -'iczFl ____557 900 !,300 -1902,300 

Term Loans 
Central America 
Other Countries 

- 1,500 
600 

3,500 
939 

5,300 
1 100 

7,000i/ 
1 800 

7,700 
3,000 

Sbzzl-2,100 ,39 ,z-- t O 10,700 
Fixed Assets 
Other Assets 
Organization Expenses 

2 
16 
68 

3 
10 
60 

5 
15 
53 

7 
15 
46 

7 
15 
39 

10 
20 
32 

TOTAL ASSETS 5,94 10,822 16,540 18,214 23,622 26,271 

LTABILITIES AND NET WORTH 
Short Tern Bcrrowings 
AID Loan 
Long Term Loan 
Other Liabilities 
Reser-ve f'cr Losses on 

Inves--ents and Loans 
lCAL.'' - ABILITT-S 

3,395 
-

4 

-

7,200 
1,000 

-

12 

52 

UiI7 

9,60) 9,600 
3,000 4,500 

- -

18 24 

159 303 
W-T2,77721085 

12,000 
6,000 

-

32 

515 

12,000 
6,000 
2,400 

4o 

645 M >I 

Capital 5t:k 
Retaire-z Earrings 

lO.A.... 

2,400 
150 

2,550 

2,40 
158 

2,55 

3,600 
163 

3,763 

3,600 
187 

4, 800 
275 

5,75 

4, 800 
386 

5,,6 
o t4 

TOTAL L -­'BI:_TIES u-D ;7WTWORTH 5_,o22 16,54o 1,1 23,622 26,271 

,"  2 LAtD; $6o.,;r,. AI.....AID funds limited to Term Loans.
milio
"~4 rulo mi flion AID.:ai1 rI lion LAAD ; $6. tan,r 




A
- "!'JPT iA lIt,. _1 i 

1971 Est. PJ7)2 t3 Est. 1974 Est. 975 Est 
D "s " n co me 

Interest Earned on Short Term Paper
Financed With Own Capital 135 108 54 54 54Financed With Borrowed Funds-Net 65 84 96 108 120Sub-total 200 192 150 I 

Interest Earned on Term Loans
 
Central America 
 68 225 396 
 >J8 666
Other Countries 
 30 77 102 '45 240Sub-total 


_9_ 302 7 703 90 
Dividend Income From Equity Investments
 

Central America 

- -

Other Countries
 
-Sub-total
 

TOTAL INCOM 
 494 648 865 1o0o 

Direct Expenses
 
Interest Expense AID Loan 
 7 60 113 158 180Interest Expense Term Loan -_- " - 192 
Profit Before Operating Expenses 291 434 535 707 708 

Operating Expenses 
Central America 
Personnel 
 35 65 
 70 75 
 80
Professional Services 
 10 20 25 30 35
Travel, Communications 
 15 20 25 
 25 30

Other 
 5 10 15 
 20 25
Sub-total Central America -65 115 
 353 150 170 

Head Office & Other Countries
 
Personnel l('0 120 130 135 150Professional Services 
 20 25 30 35 40
Travel, Communications 18 25 ;0 40 50

Other 
 20 30 35 40 'j 

Sub-total H.O. & Other Countries 
 15 200 225 
 250 2'!
 
OPERATING PROFIT 68 i _307 

Anortiz!ition of Organization Expenses 8 7 7 7 
. ' 

Pr' vi:.i',n 'u" Looses on .- es-er1ts/'Lc_nS 52 .:'2 I 12 

TI:T i HOFIT 
-9 



IAAD 0ROJWnlqO 

SOm2E A')- 0APpLC-AION 01 Fnw9-
LOCAL Cr'RERCTe ApD U.S. TDOLXAKS 

Orenirg Cash !-&Iwo* 
r____ 

Ioc,2 
-21.0.! 

2 971 
Total 

Iof 
S AUmot Total 

281 281 5.4 

Local 
_ 

-

(in t o;sandF U.S.$) 
1972 

Total -
3rF local 

U.S.$ Acunt Total C,.*. . . 
230 210 5.5 -

-

1 975 1974 
Total 

- Local 
U.S.$ -,ontTotal c *u.s. ATota.ll to.. . 

5S8 32b 16.5 - 2" 

Total 
- TG 

- Total 
248 4.5 

_ 

Local 
C 

-

!'?L1971-1S4 

TEGai 

U S.$ A,=at ?Tal 
281 281 1.6 

Net Profit 
Amrtlzat4on f rtrpnition Fxamise 
Or'"iuionfe" Losses or T ws 
Other 

Sub-Total 

Tncreases ir Short T-)r Rorrovins 

AM loan r 
2 
rzdoa 

Cavital Stock mcreasev 

TO2TALS'WTRCEs 

Total AvalabllIty 

Lees a 

8 
8 

- 52 

-

- 3,805 

666 534 

-lp 

666 4,215 

666 4,496 

-8 0.2 
8 0.2 

52 1,C 
a 0.1 

--- N -

5,805 73.7 

I, CO :9.4 

4.,F81 94.6 

5,162 100 C 

-

-

1,354 

1,354 

1,35%4 

5 
7 

107 
6 

-= 

2,400 

666 

4,591 

60 

5 0.1 
7 0.1 

107 1.8 
6 0.1 

-W -­ " 

2,400 40.5 

2,000 35.7 

1, 20 2. 

5,725 96.5 

5, 9M 100.0 

-
-
-
-
-

1,000 

1,00C 

1,000 

24 
7 

144 
6 

-W 

500 

6M1 

1,00 

24 1.2 
7 0.5 

- 144 7.2 
6 0.5 

-M- " 

.2,400 

1,500 74.7 

1,681 83_7 

2,009 100.0 

-
-
-
-
.­

1,000 

.1,000 

1.000 

88 88 1.6 
7 7 0.1 

212 212 3.8 
8 a 0.1 

-W -­ u 

2,40D 42.4 

500 1,500 26.5 

1 200 1.200 21.2 

4,41 5,4 15A E,. 

4, ea S6 1000o 

- 125 
- 29 

515 
22 

= 

- 8,6 

4,000 2,00 

2 

400 15.6 

4,0 13,M3s 

125 
-29 
515 
2 

-­ w 

8,0 

6,000 

2400 

17,0 

1 9 

0.? 
0.2 
F.8 
0.& 

-

47.8 

5.4 

411 

98.4 

100.0 

APPLICATIONS 
Tncremsol(Decrease) Short To Ttm 

9quity TmIsnv et..-F-m LAD FLrs 

s - 2,299 2,299 44.5 - 2,919 2,919 49.2 - (G0) (600) (29.R) - 2,400 2,400 42.4 - 7,018 7,018 59.C 

Central Az3rica 
Other Courtries 

-8 -
258 

500 
258 

5.8 
5.0 

200 
-

-
142 

200 
142 

S.4 
2.4 

200 
-

-
200 

200 
200 

9.9 
9.9 

500 
-

-
200 

500 
2E0 

5.5 
3.5 

1,000 
-

-
800 

1,000Y 
600 

S.0 
4.4 

Term tna :-0 
Central Aerica-From 
Central Asorica-Tr, 

Other Co1ntres 
Other 

IJAMDWoA 
AMD?Ond 

500 
666 

-

-
354 

600 
(s 

SO0 
1,00 

GM 
(s5) 

9.7 
19.4 

11.6 
-

-
1,334 

-

-
666 

359 
7 

-
2,000 

339 
7 

-
33.7 

5.7 
0.1 

300 
1,00 

-
-

-
50 

161 
2 

!00 
1,500 

161 
2 

14.9 
74.e 

8.0 
o_ 

1,000 

-

200 
600 

700 

1,500 

700 

5.5 
26.5 

12.4 

1 0 
4,00 2,0 

1,
6 , . 

6.1 
4 

707AL APOLT.ArrMS 1,466 3,426 4.9S2 96.0 1,55 4 07 5,607 94.5 1,500 263 1,763 8-.6 1,A 5,800L 5,500 93.86, 1- BU 1 93.0 

rACW runtrjea 
l/ TAAOContril-ution 

AT' Ln,. 
. 

0 a,­



LAAD PROJECTIONS
 

1971-1980
 

PROJECTIONS OF RETURN ON NET WORTH AND OF EQUITY TO DEBT RATIOS
 

($o00) 

Net Profit 
Estimate 

1971 8 

1972 5. 

1973 24 

1974 88 

1975 ill 

1976 138 

1977 243 

1978 392 

1979 640 

1980 800 

Net Worth as 

at Beginning 


of Year 


2,550 


2,558 


3,763 


3,787 


5,075 


5,186 


6,524 


7,967 


9,559 


12,599 


% Return 


0.3 


0.2 


0.6 


2.3 


2.2 


2.7 


3.7 


4.9 


6.7 


6.3 


Total 
Equity at 
Yea± end _ 

2,558 


3,763 


3,787 


5,075 


5,186 


6,524 


7,967 


9,559 


12,599 


15,799 


Total
 
Debt at 

Yearend 


8,200 


12,600 


14,100 


18,000 


20,400 


24,800 


23,800 


25,200 


25,400 


26,400 


Equity to 
De-t R-tio 

1 to 3.2 

1 to 3.3 

1 to 3.7 

1 to 3.5 

1 to 3.9 

1 to 3.8 

1 to 3.0 ' ' 

1 to 2.6 

1 to 2.0 0 

t > 
P" 

H 

U 
cn 

H 

1 to 1.7 

o 
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CATEGORIES OF ACTIVITIES
 

The following categories have been given highest

priority for 
financing:
 

1. Meat Products
 

Cattle, poultry, and hogs have a high priority
in LAAD's program. 
It will develop, structure and
participate financially in projects for the growing,
slaughtering and processing of meat products. 
In
order to qualify for LAAD assistance, projects for
production and/or -rocessing of livestock must pro­vide for the utilization of advanced techniques,
including supplemental feeding, pasture control and
the use of proper health measures. 
LAAD will finance
slaughterhouse projects which provide for the intro­duction of sanitary and processing techniques which
contribute substantially to the value and quality ofthe product. 
It will promote and finance projects
for portioi, control and further processing of meat
products for the U.S. market not governed by quotas,
and will afford high priority to projects aimed 
at
non-U.S. foreign markets. 
LAAD will in no case pro­vide financing merely to increase the volume of animal
herds. 
 Special attention will be given to 
the growing
and processing of poultry and pigs and hogs for 
the
local market. 
These can serve as 
a beef substitute
permitting 
'he export of the latter to continue
increase at to
 a reasonable rate, while providing for 
an
increase of protein foods for the Central American
 
market.
 

2. Seafoods
 

Projects for the processing and export of seafoods
 
will be of high
priority. 
The potential for the seafood processing
industry is being analyzed with the assistance of a
major seafooa processer connected with a LAAD share­

holder.
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3. Crop teinancinq 

Priority 'qas been assigned tr crop:7. wit; ..r, .h,_.r.
 
general categories:
 

a. Projects for small voluWr specialty ccnmodities 
which would enjoy a strong exc'.. r,'nrket. Amor a these 
are sesame, cut flowers and seed -,r;n. While not in­
dividually significant in the inneiiatc' future, a 
volume of projects within this catAcory could ihave z, 
significa it effect on foreign exchane earnings ane 
help provide for a more ration;-l and less precarious 
export e~onomy. 

b. Food products in great demand and dangerously
 
short supply -- or which are available in erratic 
supply -- to Central Americqn processing industries
 
at appropriate quality and price. A variety of fresh
 
and processed vegetables and fruits fit this -Ategory 

c. C-ops required by the local industrial market,
 
such as animal feed components.
 

4. Refrigerated Storage, Warehouses, Transportation
 

These facilities and services can be most rational­
ly dealt with as ono integrated system. The failure
 
to have (]one so in the past probably accounts for 
their erratic and generally unsatisfactory response
 
to Central America's needs.
 

5. Capit 1 Markets
 

The (evelopment of agribusiness or any other aspect
 
of Central America's private sector, depends very sub­
stantially on the emergence of a capital market in the
 
region. Because Central America's economy depends
 
almost entirely on agriculture, the development of a 
continuing source 6f financing for its 'operation and 
growth is of highest priority. A system providing 
for the promotion of local funds must be caused to
 
operate effectively. In order to accomplish this,
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a corresponding system providing for the divestment
 

of shares is essential. LAAD will promote the public
 

sale of the shares of projects to complement its own
 

participation in them.
 

LAAD must also develop a market for its own invest-


It will need to continually rotate
ment portfolio. 

new
this portfolio, in order to generate funds for 


investments. In order to accomplish this, LAAD will
 

assist and restructure existing mechanisms which place
 

securities and help create new mechanisms for this
 

For example, LAAD will provide financing for
 purpose. 

brokerage services, trading companies and, e-,entually,
 

local companies able to provide technical assistance
 

to agribusir a.ss. Though financing providing such
 

companies would not be large, it would all be for lo­

cal expenditures, to meet working capital needs. Such
 

expenditures, with the exception of studies and techni­

cal assistance which could be AID financed, would be
 

covered by LAAD.
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EXAMPLES OF SUB-PROJECTS 

Several projects which are in an advanced stage of
preparation are described below:
 

A. Meat Products
 

1. Sponsor: 
 Finca El Naranjo
 

Location: 
 Guatemala
 

Amoun : 
 $100,000
 

Form: 
 Three-year loan with 1 -year grace
 
on principal payments
 

Purnose: 
 Purchase and fatten, with supple­mental feeding, 4,500 cattle over a three-year perbod.
This project is expected to 
serve as 
a demonstration
to other major cattlemen in Guatemala's Pacific coast
region who have heretofore resisted Government efforts
to introduce supplemental feeding and other modern
techniques. 
 During The last 
ten years, Guatemala's
cattle herd has actually decreased while exports have
nearly tripled. Exports have been at the cost of local
consumption 
 Proper application of supplemental
feeding can increase the yield of meat and useable by­products by as 
much as 100%, and 
a proper feeding pro­gram can improve the quality of meat. 
 Guatemala's
principal slaughterhouse has introduced portin control
processing and will be able to export non-quota meats
to the United States. 
 It will be in particular need
of heavier and higher quality cattle 
to respond to
this new market opportunity.
 

2. Sponsor: 
 Empacadora Nicaragujense
 

Location: 
 Nicaragua
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Amount: 	 $390,000
 

Form: 	 Five-year loan with one-year period
 
of grace on principal payments
 

Purpose: To improve sanitary conditions,
 
modernize techniques and raise slaughtering capacity
 
of this major meat exporter. The loan is required to
 

supplant earnings which have been directed to the de­
velopment of an integrated pi and hog growing,
 

slaughtering and processing project. LAAD is review­
ing the latter undertaking in contemplation of a par­
ticipation ir the form of both debt and equity.
 

3. Sponsor: Maritime Fruit Carriers
 

Location: 	 Guatemala
 

Amount: 	 Approximately $250,000
 

Form: 	 Subordinated convertible debt
 

Purpose: Install a new plant on Guatemala's
 

Atlantic Coast to slaughter and process beef for the
 

European and Israeli kosher meat markets.
 

The basic project was initiated by the sponsor
 

with the assistance of FIASA and the Central American
 

Bank. LAAD will provide leadership in the structuring
 

and placement of the local ownership of this project.
 

B Crop Financing - Processing and Marketing 

1. Sponsor: Werner K6ller
 

Location: 	 Guatemala
 

Amount: 	 Approximately $50,000
 

Form: 	 Equity
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Purpose: The conversion of a single proprie­
tor, $35,00J cut flower export business into a 0240,000
 
corporation. LAAD is arranging a personal loan for Mr.
 
K61ler so :hat he may maintain control of his business,
 
and will buy 49% of the company's shares. LAAD is
 
making arrangements for $140,000 worth of debt financ­
ing. The project it; being discussed with the Banco
 
Nacional Agrario, a Guatemalan public development in­
stitution, FIASA and CABEI.
 

2. Sponsor: Enrique Chamoro and LAAD 

Location: Nicaragua 

Amount: $150,000 

Form: Subordinated convertible debt or a 
straight debt an6 equity mix
 

Purpose: To grow, process and market sesame.
 
The Central American, and especially the Nicaraguan,
 
product enjoys a strong market demand in the United
 
States because of its high quality. Sesame represented
 
a meaningful source of foreign exchange some years
 
ago. In recent years, land devoted to its production
 
has been diverted to other crops which yield a higher
 
income, mainly cotton. The Nicaraguan, and other
 
Central American development authorities, are encourag­
ing small fariaers to enter sesame production. The
 
product's cultivation cannot be mechanized, but it
 
yields a higher profit than alternative crops culti­
vated by hand labor. It should become especially
 
attractive, therefore, to small farmers. 
 The land to
 
be devoted to growing sesame had been used for cotton
 
production Although cotton can produce substantially
 
higher income, it is also subject to heavy losses.
 
Sesame appears to be a more stable industry.
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3. Sponsor: Michael Thomas
 

Location: Costa Rica
 

Amount: $200,000
 

Form: Subordinated convertib.e debt
 

Purpcse: To expand and diversify the product
 
line of a producer of cut flowers. In addition to
 
flower production, LAAD and Mr. Thomas will examine 
the desirability of developing projects for the pro­
duction of spices and other exotic export crops.
 
Among the latter is achiote, the seed of uhich is 
used to prciuce dyes for foodstuffs. Recent regulations
 
limiting the use of chemical dyes in the United States
 
should encourage the development of projects to produce
 
vegetable dyes in Central America.
 

4. Sponsor: INFONAC
 

Location: Nicaragua 

Amount: $200,000
 

Form: Five-year loan
 

Purpose: To provide INFONAC funds to finance
 
growers of Yucca. INFONAC is expanding its pilot
 
growing program into an effort to promote the diversifi­
cation of medium-small farmers from marginal cotton
 
productior to yucca, which will be processed for market­
ing in Europe as cattle feed. The processing project,
 
in which LAAD contemplates participating, has been well
 
tested from the standpoint of technical feasibility
 
and market. It will be ready for implementation as
 
soon as the raw material flow reacles sufficient
 
volume, prcbably within a year. 



UNCLASS IFIED
 

ANNEX V
 
Page 5 of 6
 

C. Transpwrtation and Warehousing Program
 

1. S-ionsors: LAAD with participation of the
 
Eagle Trucking! Company, LANSA 
Airlines, Reyes Trucking Company, 
a warehouse to be developed with 
a Quatemalan group headed by the 
aountry's leading slaughterhouse,
 
and others not yet determined.
 

Lo,ation: 	 Central America
 

Ariount: 	 Total undetermined. Participation
 
in the initial project (Eagle)
 
will be approximately $400,000.
 

Form: 	 Subordinated convertible debt.
 

Purpose: To provide for a system of land,
 
sea and air cargo, and warehousing. The specific
 
project serving as a nucleus to the program is sponsored
 
by Eagle I~icorporated of Miami, Florida. It provides
 
for the operation of vessels with containerized and
 

breakbulk cargo capacity between Central America, Miami
 
and New York. Eagle Truckn:,g has asked LAAD to structure
 

and arrange for the 49% local ownership of their pro­
ject, ind to structure Eagle's relationship to the 
integrated program. Discussions leading to LAAD partici­

pation are well advanced with other potential partici­
pants in che undertaking. CABEI, which has approved a
 
$1.8 miliion loan to Eagle for the purchase of the ship,
 

is anticipiting LAAD's participation and assistance
 
with this project.
 

D. Capital Markets
 

1. Soonsor: LAAD
 

Location: Central America
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Amount: To be determined 

Form: Equity, loan and technical assistance 

Purpose: The establishment and support ofmechanisms to purchase, place, and hold for their own
 
account Central American securities 
 LAAD is establish­
ing a formal relationship with a small, undercapitalized

but potentially effective brokerage ,:.ervice in Honduras
 
called "Fomento Internacional". 
This company has

established a relationship with a group in Costa Rica
 
to which LAAD will provide training in securities
 
analysis and brokerage procedures. LAAD is helping to
 
establish a similar company in Nicaragua called "Ccmpa~ia

Centroamericana de Inversiones S.A." (COCINSA). 
 Compat­
ible institutions will be established in both Guatemala
 
and El Salvador.
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LATIN AMERICAN AGRIBqSINESS DEVEiorMENT CORPOAIiou (LAAD) 

January 26, 1970
 

OPERATING INVFSTMENT PROCEDURES 

Operating investments and loans are approved by the Board el 

Directord or authority itunder 	 may delegate from timc -.o time to 

committees and the President. Inveatmen and loan proposals will be 

thoroughly stuc.ed by LAAD'a management and staff. The following
 

criteria will bc used in appraising proposlo:
 

i. The market for the products and services of the project.
 

2. Technological and economic feasibility, profitability
 

prospects for growth and capital appreciation and pay­

alility in the case of the loan. 

3, 'lhe standing, reputation and extent of the participation 

of local investors dnd entrepreneurs participating in 

the 	project.
 

4. 	 The technical and mannrgement requirements nnd thair 

oviilability for the project. 

5. 	 Tic priority vnd importance of the project.in the 

development of the country's economy.
 

6. 	Appraisal of economic, political and financial
 

ccnditions snd the investment climate in countriua
 

in which investments are contemplated.
 

http:project.in
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In the study and development of projects, LAAD will utilize
 

aA1 existing qoulcea of information and expertise such as 
are to be
 

found in the apecialized branches of the U.S. and Latin American govern­

ments, the multi-national technical assistance agencies, the educational
 

and technical institutions of all countries involved, the specialized
 

branche 
of the partners in LAAD which might be made available,
 

and in other organizations
 

such as the Agribiainess Council.
 

As a condition of its equity investments LAAD will normally
 

r'quire the following: representation on the board of directors;
 

adequate legal arrangements for the protection of the rights of minority
 

hharcholders; the appointment of qualified independent public accountants
 

as auditors; the establishment of adequate internal accounting procedures;
 

and peiodic, financial and operating reports.
 

Supervision and review of investments will be effected through
 

representntion o, the board of directors, frequent visits to the enter­

prises and their iacilitios, continuous review and analysis of general 

cr .-ditions in the c'untry and region where the enterprise is located, 
anc
 

~rr:,:pt 
and detailed analysis of the financial and operating reports
 

required from the enterprises.
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MINUTES*
 

L.A. CAPITAL ASSISTANCE EXECUTIVE COMMITTEE
 

March 2, 1971
 

SUBJECT: IRR -- LAAD 

1. The CAEC met on 2 March to consider proposed IRR.
 
The request was approved for intensive review subject
 
to ROCAP': affirmative conclusions of the following
 
issue:
 

In view past cases of over-optimistic conclusions re
 
sub-project possibilities of development banks, the com­
mittee would like a determination that there are concrete
 
examples of projects needing financing rather than merely
 
a general categorization of possible project areas. In
 
addition, it should be demonstrated that such financing
 
is not available from alternative sources (such as CABEI,
 
which can use up to dols 2.5 million of Loan L-010 for
 
e4uity investments, and development banks). Prior to
 
.nitiating intensive review, ROCAP should study, in con­
junction with LAAD, three or four such significant sub­
projects where pre-investment studies have been sub­
stantially completed. Study should seek to determine
 
whether (1) projects are concrete, (2) projects depend on
 
type of financing LAA can provide, i.e., equity and/or
 
quasi equity and (3) other institutions unwilling provide
 
this type of financing.
 

2. The f,-llowing additional issues should be considered
 
during intensive review and conclusions discussed in the
 
loan paper:
 

A. The financial analysis should provide a detailed
 
description and justification of the following:
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(1) Loan Terms -- Recormnendod terms of AID loan 

should be mcjt consistent with demands of project consider­
,rig such factors as risk, interest spread requirements,
 

types of ac-ivities being financed, types of assistance
 

provided, etc.
 

(2) AID Guarantee -- An effort should be made
 

during intensive review obtain guaranty of LAAD sharehold
 

lor all or a part of the proposed loan. FYI a full or
 
PA guaranty, however, is not considered a prerequisite 

to AI approval. What is required, however, is basis for 

determining "easonable prospects for repayment. End FYI. 

(3) Debt/equity Ratio -- We recommend 3 to 1
 

ratio to assure significant expQsure from LAAD stockholr.ers.
 

Thus, loan of dols 6 million should require at least do.'.
 

2 million of LAAD equity applied to its CACM activities.
 

(4) Financial conditions -- Loan paper should 

recommend conditions re restrictions on LAAD dividend 

policies, requirements to divest shares of portfolio, 

assurances aaainst acquiring controlling interests of 

firms receiving assistance, minimum equity requirements 

for sub-projects (excluding LAAD equity), provision 

make AID creditor of first repayment position in event
 

financial difficulties, and security arrangements for
 

LIAAD sub-loans. Re latter point, while committee can 

linderstand need offer quasi-equity while other lenders 

iorovide shorter-term secured financing, efforts should 

be made to maximize security whenever possible to mini­

mize overall risk.
 

(5) IOV considerations -- determination should
 

be made re MOV conditions of sub-loans and whether legal
 

in all CACM .-.
ountries.
 

(6) Local Currency Financing -- Projected cash
 

flow should iustify whatever AID financed local currency
 

costs are recommended.
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B. Organizational structure and staffing pattern

of LAAD should be fully discussed and covenants 
recom­
mended providing assurances 
that LAAD will recruit
 
technical staff needed to provide project identification
 
and promotional activities sometimes lacking in LDC de­
velopment banks. 
 In addition, in view importance LAAD
 
miianagement, 
loan should include covenant that AID must
 
approve manager for LAAD CACM operations.
 

C. Loan paper should provide rationalization of
 
proposed project with other AID assisted activities to
 
CABEI, financieras, agricultural sector and credit loans.
 
Questions raised as 
to why similar objectives could not
 
be attained with loan- already in existence. Impact of
 
this projecrt to 
those countries (Costa Rica, Guatemala,
 
El Salvador) having agriculture sector analyses should
 
also be discussed.
 

D. Elig ble categories of projects should be fully

discussed as well as description of those projects 

see 1A abov, -- where pre-investment analysis at ad­
vanced stage. ROGERS
 

* Incoming Telegram from Washington UNCLAS STATE 040498.
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CERTIFICATION PURSUANT TO SECTION 611 
(e) OF THE
 
FOREIGN ASSISTANCE ACT OF 1961, AS AMENDED
 

I, Oliver L. Sause, the principal officer of the Regional
 
Office for Central Ame:-ica and Panama ("ROCAP"), having
 
taken into c)nsideration, among other things, the paid in
 
capitalization, the management and the experience of the
 
shareholder3 and Directors of the LATIN AMERICAN AGRI-

BUSINESS DEVELOPMENT CORPORATION ("LAAD") do hereby 
certify that, in my judgment, LAAD has the financial,
 
technical and human resources capabilities to effectively 
maintain and utilize the funds to be provided to LAAD by
 
the United States of America under the terms of the 
proposed Loan No. A.I.D. 596-L-011.
 

This judgmen- is based upon my knowledge of the experience
 
of the shareholders of LAAD, the fact that the representa­
tives of such shareholders are members of the Board of
 
Directors of LAAD, the fact that LAAD has a substantial
 
paid in capitalization and the fact that the management
 
of LAAD appears to possess the requisite skills, knowledge
 
and experience to effectively carry out the prograun for
 
which this loan is proposed.
 

Oliver L. Sause 
Director, ROCAP 

May 14, 1971
 

Date
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DRAFT LOAN AUTHORIZATION 

PROVIDED FROM- ALLIANCE FOR PROGRESS LOAN FUND 
LAAD : AGRIBUSINESS DEVELOPMENT - CENTRAL AMERICA 

Pursuant to the authority vested in the Deputy U.S. 
Coordinator, Alliance for Progress, by the Foreign Assist­
ance Act of 1961, as amended, and the Delegations of
 
Authority issued thereunder, I hereby authorize the
 
establishment of a loan pursuant to Part I, Chapter 2,
 
Title VI, A)liance for Progress, of said act, to the Latin
 
American Agribusiness Development Corporation ("LAAD")
 
("Borrower") of not to exceed six million United States
 
doJars ($6,000,000) to assist in financing the United
 
States dollar and local currency costs of a program to
 
provide long-term financing and technical assistance to
 
agribusiness projects and to develop the basic mechanics
 
of a capital market in Central America of which not to
 
exceed the equivalent of two hundred thousand United
 
States dollars ($200,000) may be used for technical
 
assistance). The loan shall be subject to the follow­
ing terms ana conditions:
 

A. Interes. and Terms of Repayment: Borrower shall repay
 
the loan to the Agency for International Development (A.I.D.) 
within twenty (20) years from the first disbursement under
 
the loan, including a grace period of amortization of
 
principal of five (5) years. Borrower shall pay to A.I.D.
 
in United States dollars interest on the disbursed balance
 
of the loan of three (3) percent per annum.
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B- Other Terms and Conditions: 

1. Except for marine insurance, goods, services and
 
ocean shipping financed under the loan shall have
 
their so rce and origin in the United States or any
 
independent country of the free world included in
 
A.I.D. Ceographic Code 941 or Central America itself.
 
Marine insurance financed under the loan shall have
 
its source and origin in the United States or any
 
independent country in the free world included in
 
A.I.D. Geographic Code 941 or Central America provided,
 
however, that such insurance may be financed under the
 
loan only if it is obtainable on a competitive basis
 
and any claims thereunder are payable in convertible
 
currencies. If, in connection with the placement of
 
marine insurance on shipments financed under United
 
States legislation authorizing assistance to other
 
nations, any country of Central America, 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, goods financed under the
 
loan and imported into said country from outside of
 
Central America 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 Uiited States of America.
 

2. No funds made available under this loan nor any
 
repayments of principal from subloans made from funds
 
made available under this loan may be used to pay the
 
administrative or operating expenses of the Borrower.
 

3. Repayments of principal from subloans may be used
 
only for 'he same category of use for which the funds
 
were originally made available.
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4. 	 Prior to the first disbursement or to the issuance
 
of the first letter of commitment under the loan, the
 

Borrower shall, except as A.I.D. may otherwise agree in
 
writing, furnish to A.I.D., in form and substance
 
satisfactory to A.I.D., the following:
 

(i) 	 a plan for the objective and comprehensive review
 
of all investments and sub-loans by Borrower to
 
assure that such activities are feasible,
 

economically justified and technically sound;
 

(ii) 	 a statement of the standards and procedures it will
 

follow in making and administering investments and
 

sub-loans and in providing technical assistance;
 

(iii) a plan for the periodic audit of sub-loans;
 

(iv) 	 an opinion or opinions of counsel, acceptable to
 

AIE, that Borrower has the necessary legal authority
 
to do and perform the activities that it has under­

taken in the loan in accordance with the laws of the
 

Countries in which it proposes to conduct business;
 

(v) 	 a certified copy of its corporate charter and by­
laws and a copy, duly attested by the Secretary of
 

tha Borrower, of Borrower's operating policies which
 
sha"l include but is not necessarily limited to an
 
administrative and technical staffing plan of its
 

Central American office; a financial plan for the
 
establishment of an adequate reserve for the pay­

ment of this Loan; and a plan for a subsidiary which
 
would limit its activities only to Central America
 

anO the sale of its equities'to Central' American investors. 

5. Unless A.I.D'. otherwise agrees in writing, Borrower
 

shall not:
 

(i) 	 Amend or modify its corporate charter, by-laws, or
 

ope-ating plans;
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(ii) 	 Finance from A.I.D. funds any sub-project or
 

sub-borrower in excess of two hundred thousand
 
U.S. dolars ($200,000) or the local currency
 
equivdlent thereof or any combination thereof.
 

(iii) 	 Make sub-loans for less than three years or charge
 
a rate of interest (including all discounts, fees,
 
commissions, or other charges) in excess of 9/ per
 
annum cn the disbursed balance of the subloan;
 

(iv) 	 Make sub-loans or investments of the A.I.D. loan
 
which exceed a ratio of three times the amount of
 
sub-loans or investments from Borrowers capital;
 

(v) 	Make sub-loans or make equity investment in acti­
vities in which Borrower's shareholders or officers
 

or employees have an equity interest;
 

(vi) 	Make sub-loans from A.I.D. funds to partially
 
finance activities which are utilizing "tied credits",
 
from 	other than the United States, which are on terms 
less favorable as to source and origin of goods as
 

are authorized under this loan;
 

(vii) 	Incur additional indebtedness in excess of an
 
debt-equity ratio of 5-1;
 

(viii) 	Incur any indebtedness which would enjoy a senior
 
position to the obligation incurred under this
 
Loan;
 

(ix) 	Make svb-loans from A.I.D. funds for working capital 
except for financing costs of raw materials (inventory); 

(x) 	Mainta-n a reserve for bad debts of less than 2% of 
its total sub-loan'portfolio; 
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(xi) Declare or pay dividends (of any nature whatsoever) 
except 	out of accrued earnings and then only after
 
the ive year grade period of the A.I.D. loan and 
reserves adequate to service the A.I.D. loan have
 
been, as agreed in writing by A.I.D., established
 
by the Borrower.
 

(xii) Use more than four million United States dollars
 
($4,000,000) to finance Central American goods.
 
and set-vices.
 

(xiii) 	 Aliencite any sub-loans by hypothecation, pledge,
 
assignment or otherwise.
 

(xiv) 	Appoirt a person as its Central American repre­
sentative who has not been approved in advance
 
by A.I.D.
 

6. 	Prior to the disbursement of more than 6nz million 
dollars ($1,000,000) of loan funds, a joint review 
of the progress of the program shall be held by the 
Borrower and A.I.D. and thereafter when successive unit. 
of $1 million are to be disbursed. 

7. 	The loan shall be subject to such other terms and
 
conditions as A.I.D. shall consider appropriate.
 

Deputy U.S. Coordinator
 
Alliance for Progress
 




