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June 16, 1969 -
| EL SALVADOR
INSTITUTO SALVADORERNO DE FOMENTO INDUSTRIAL
(INSAFI)

SECOND LOAN
SUMMARY AND RECOMMENDATIONS

1, BORROWER: Instituto Salvadoreiio de Fomento Industrial
(INSAFI), an autonomous industrial development corporation
of the Government of El Salvador (GOES), located in San
Salvador, El Salvador, C. A.

2. GUARANTOR: The Government of E1 Salvador or the Central
Reserve Bank of El Salvador.

3. AMOUNT: Not to exceed $4, 8 million. To be used over a
" three-year period for procurement of U.S. source/origin good.
and services except as provided in Covenant 6 of the Summary,
Not less than $4. 5 million will be used for sub-loans. Not to
exceed $300, 000 will be used for procurement of technical
services,

4. PURPOSES: To enable an existing government-sponsored
development bank to continuc its program of making loans
to various private sector projects for the creation, expansion,
and effective operation of private industrial enterprise in
El Salvador to encourage export-oriented industries, and to
finance technical assistance related to the improvement of
INSATI and private enterprise operations, and the appraisal
of sub-loans by INSAFI®*s staff.

5. BACKGROUND: 1In early 1963 the GOES, with the assistance
of the Nathan Group, presented an application to A, I. D. for
a loan of $4. 5 million, which provided for the use of $4. 3
million {or the extension of short, medium, and long-term
credit for the creation and expansion of productive enterprise
aand $200, 000 for the financing of the costs of technical
assistance to be provided by U.S. experts who would assist
INSAFI in improving its loan appraisal and operational
capabilitics. After intensive review of this application, a
$4. 5 million loan to INSAFI was authorized in June 1963 and
signed in Scptember 1963, On th: basis of its satisfactory
performance in implementing this loan (519-L-005) and the
need for additional capital to continue and expand the program,
INSAFI is applying for a second l:an of $5. 6 million.

UNCLASSIF. <D



ii UNCLASSIFIED

6. DESCRIPTION OF THE PROJECT: The loan project will
help to achieve the purposes of the project by enabling
INSAFI, over the next ten to twenty years, adequately to
fund its developmental and p~omotional activities, including
the funding of new high-risk yrivate industrial (including
agro-industrial) enterprises, and,at the same time, to build
its capital assets to a point where INSAFI can ultimately
continue such activities without benecfit of concessional
lending or government subsidy. The loan project will cause
INSATFI to extend a line of credit, from its own resources
to finance a Supervised Small Industry Credit Program.

7. SOURCES OF FINANCING: The AID loan will form part
of an overall buildup of the industrial development capability
of INSAFI. The following table shows the sources and
amounts of capital inputs for loan and equity financing for
the period 1969-71,

Sources of Millions of US$
Funds or equivalent % of Total
Internal Sources 18. & 73. 5
INSAFI (1) ~10. 4 40. 6
GOES Subsidies 0. 4 1.6
Other {2} 8.0 31,3
External Sources 6.8 _26.5
Second AID Loan 4. 8 18,7
Proposed Second IDB
Loan(s} 0.9 3.5
Proposed Sccond
CABEI Loan(s) 1,1 4.3
25. 6 100. 0

(1}  Includes roll over of INSAFI’s and other funds.

(2} Includes GOES Economic Development Fund and re-
discount facilities of the Central Reserve Bank, short-
term loans from First National City Bank, and the
emission of bonds by INSAFI

8. ALTERNATIVE SOURCES OF FINANCING: The IDB and
IBRD havc expressed no interest in making this loan. The
Export-Import Bank has expressed an interest in making
a loan but its terms are unsuitable to INSAFIL. Other
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international lending agencies have not expressed an
interest in this loan at satisfactory terms and conditions.
(See Section I-E).

VIEWS OF THE COUNTRY TEAM: The Country Team
and the GOES assign a high priority to this project and
recommend that the loan be made.

STATUTORY CRITERIA: All statutory criteria have been
met. (See Annex A)

ISSUES: Issucs raised in LA/DR staff review and CAEC
meeting in May of 1968 have considered in this Capital
Assistance Paper.

a) Alternative Sources of Financing -{See Section I-E)

b) Description of Mineral Deposits Activity and Lending to
Small Business: Sce Section Ii-B-1 and Section II-B-3.

c) Scli-Heln Aspects: Sce Scction II-B-3 and Section I
Also, GOLES has agreced to additionality benefits to U. S.
exporters in the recent AID Loan 519-L-012 to the National
Housing Finance Agcency,

d) "Last Re.ort' Lending: INSAFI will extend a line of
credit, irom its own resources, to finance a Supervised
Small Industry Credit Program (Sce item 6 above).

e) Relationship to Private Develovment Bank: FDI, the
privatc development entity is negotiating additional funding
from Eximbank., The Mission believes that the INSAFI
project proposed in this Capital Assistance Paper will be
the last development loan funding required directly from
A. L D. for industrial development in El Salvador,

f; Local Cost Financing: No local cost financing is
included 1n this project except as provided in Covenant 6,
of this Summary,

RECOMMENDATIONS: Authorization of a loan to INSAFI
in -an amount not to exceed U, S. $4, 800, 000 subject to the
following terms and conditions:
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A, Interest and Terms of Repayment

(1) The Borrower shall repay the loan to A.I. D. in

(2)

United States dollars within twenty-five (25)
years including a grace period of not to exceed
seven (7) years. The Borrower shall pay to
A.L D. in United States dollars on the disbursed
balance of the loan interest of five percent (5%)
per annum,

The GOES, at its option, may clect the two-step
repayment procedure. If the two-step procedure
is elected, the GOES will accept payments in
Colones from the Borrower and will make pay-
ments in dollars to A. L. D. under the following
terms;

(i} Principal within forty {40) years including a
grace period of not to exceed ten (10} years;

(ii) Interest at two percent {2%) per annum during
the grace period and three percent (3%) there-
after.

B. Major Covenants and Conditions

(1)

(2}

Earnings on the interest spread between the rate
chareed in the A. L D. loan and that charged on sub-
loans of INSAFI shall remain in the industrial
program of INSATFL

A.IL D. funds shall not be used for financing
working capital nceds of INSAFI’s sub-borrowers
unless A. L D. shall otherwise agree in writing, and
it can be demonstrated that such use of A. L D.
funds will add significantly to production, jobs
created, or total production of the enterprise, and
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where such financing is matched by increased
equity of the owners, The total amount of such
funds shall not exceed $1. 0 million,

(3) No equity investments shall be made in whole o¥T
in part from the A.IL D. loan.

(4) The GOES shall, within one year from the date
of signing of the loan agreement, present to
A.L D. satisfactory evidence that steps have
been taken to assure that any profits realized by
INSAFI for 20 years from the effective date of
this agreement will not revert to the GOES,
except as A. I D. may otherwise agree in
writing.

(5) Prior to financing technical assistance required
by INSAT'I, A.I. D. shall approve the contracts and
the contractors.

(6) Borrowexr sub-loans shall be made under standards
and procedures satisfactory to A.I D. and shall
include a requirement that sub-loans not be made
when other satisfactory sources of financing are
available for the sub-project.

(7) Prior to and dishursement of the loan, other than for

}cchni.cal assistance, Borrower shall have established
rom 1ts own resources a Supervised Small Industry
Credit Program satisfactory to A. L D.

(Inasmuch as the originally proposed amount of the loan
was reduced and the originally proposed interest rate
was increased during 1968 CAEC review, the narrative
part of this paper has been revised to reflect the
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resultant changes., Annex D, Exhibit 2, 5
and 7 will subsequently be adjusted to these
changes)

PROJECT COMMITTEE

Theodore T. Foley,
USAID/ES

Development Resources Officer

Joseph Pincus,

Private Enterprise Dev. Officer
USAID/ES

Ronald A. Witherell,
USAID/ES

Program Officer

Kent Knowles, ROCAP

Legal Counsel

Drafted by: Theodore T. Foley/Joseph Pincus
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SECTION ! - HISTORY AND BACKGROUND June 16, 1969

A. THE BORROWER

1, Description

The Salvadoran Industrial Development Institute
(Instituto Salvadorcfio de Fomento Industrial -~ INSAFI) is an
autonomous industrial development agency of the Government of
El Salvador, established in its present form on December 26,
1961, Its primary mission is to accelerate the industrial
‘development of El Salvador. The loan will be guaranteed by the
GOES, or the Central Reserve Bank.

In 1955, the GOES established an Instituto Salvadorefio
De Fomento de la Produccién -- INSAFTOP, charged with "increasing,
diversifying and rationalizing agropecuarial, fishing, mining,
industrial and any other kind of production in the country, to meet
domestic nceds as well as for export'. Experience acquired in
the six years of INSAFOP?s opcrations demonstrated that its
scope of activities was too great for the amount of technical and
financial resonrces at its disposal. It therefore was spread too
thin to function effectively.

In 1961, in accoxrdance with reccommendations made by
Robert Nathan Associates, Inc., INSAFOP was rcorganized and
converted into INSAFI by Executive Decree No. 497. From that
time on, INSATI’s activities have been confined to the industrial
sector. The results of the foregoing recorganization were sub-
stantial., The volume of loans increascd from $1, 48 million in
1962 to a peak of $5. 84 million in 1965; ceclines occurred during
1966-68 for reasons given clsewhere in this paper. Nevertheless,
in 1968, loans made amounted to $4. 27 rillion (equivalent).

Since its transformation into INSAFI, the Institute, which
during the preceding six years had suficred chronic sivcable
operating deficits, has been producing only modest operating
deficits as discussed elscwhere in this paper.

INSATI®s principal means of developing industry is to
offer short-, medium-, and long-term credit along lines laid out
in its annual implementation plans, and in accordance with the
technical and economic feasibility of the projects and their
contrihution to the national economy. The guaranties accepted by
INSAFI are such as are not accepted normally by the Salvadoran
banking system.,
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" Enagce: "Annual Reports of INSAFL

¥4 1662 was the first year in which INSAFI devoted its full
© wofforts to industrial development.

_?:/ -~ "Those with assets not exceeding $40, 000.

‘_’5‘-’ . Thouse with assets exceeding $40, 000.

The overall sharp rise in INSAFI®s lending activities since

*94% has Loen inade possible by an inflow of foreign credits, as
gmown in Table 2. Thus, whereas 92% of its funds was derived
fvaon domicotic sources during its first year of operation, only
10%, came fyom local sources in 1968,

TABLL 2

INSAFI: Origin of Funds for Sublending

1962 - 1968

{(In Millions of US dollars)

From From Foreign
yern:  Total Domestic Sources % Sources %
sz L3 1.4 92 0.1 8
43 3.3 1.3 39 2.0 61
Wod. 4S 1.6 35 3.0 65
1965 5.8 2.1 36 3.7 64
1566 "4. 7. 2.1 44 2.6 56
1967 3.4 1.5 35 2.8 65
1048 53 1.3 30 3.0 70

~ Although INSAFI's lending operations declined in 1966,
sty direct investments increased $440, 000 to a total of $l. 2
wiliion.  in addition, its guarantees (avales) of industrial loans
tépge $6-10, V00 or more than 50%, over the 1965 level, reaching

g, 64 million in 1966, New direct investments made by INSAFI

“in 1968 and plans for 1969 are discussed on page 42,
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As shown in Table 3, the major loans by INSAFI
in 1967 went for the construction of transportation equipment;
basic metal products; textile products; and food products (except
beverages). This pattern of lending represents a departure from
prior years in that the two principal categories of loans are in
non-traditional fields. The new fields of prospective investment
by INSATI in the prokimate future, as mentioned above, indicate
that it is strongly interested in new product development and
industrial diversification.

INSAFI®’s loarsare classified s short-, medium-,
2ad long-term. According to its statute, these designations
refer to loans made for periods up to 2 years, up to 6 years, and
more than 6 years, respectively, As shown in Table 4, the most
notable trend during the period 1962-1968 has been the predominant'
absolute and relative position of medium-term loans and the
erratic movements of short-and long-term loans in INSATFI's
portfolio. The total amount of lending thas been declining annually
since 1965, although at decreasing ratec each year.

TABLE 3

INSAFI: Credits Granted to Small and
Medium Znterprises, 1967

(In thousands of US dollar equivalents)

Small Medium

Activity Category Enterprises Enterprises  Total
1, Aviculture 21 30 51
2. Shoes, clothing, and

other articles made

of textile products 73 58 131
3. Tood products (except

beverages) 25 364 389
4. Beverages - -- --
5. Textile products 9 679 688
6. Wood and cork products,

except furniture 25 36 61
7. Turniture and accesories 11 158 169
8. Paper and paper products -- 264 264
9. Printing & Publishing 40 64 104
10, Tanning and leather

products (except shoes and

clothing) 8 23 31
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Table 3 (continued)
Small Medium
Activity Category Enterprises Enterprises  Total
11, Rubber products 0.8 83 84
12. Chemicals and chemical
products -- 9 9
13. Nonmetallic mineral
products (except those
derived from coal and
petroleum) 24 225 249
14, Basic metal products 17 686 703
15. Metal products {except
machinery and trans- . '
portation equip?t, ) - 249 249
16. Construction machinery
' (except clectrical
machinery) 17 221 238
17. Construction of electrical :
machinery, apparati, and
accessories -- 24 24
18, Construction of trans-
portation equipmerit - 816 816
19. Miscellaneous manufactures 0, 1 59 60
20. Personal services - 49 49
TOTAL 273 4, 088 4, 361
TABLE 4
INSAFI: Terms of Loans, 1962-1968
Term 1962 1963 1964 1965 1966 1967 1968
Number of Loans
Short 53 100 97 124 94 120 71
Medium 63 102 140 143 100 118 151
Long 5 12 23 27 15 21 22
TOTAL 121 214 260 294 109 259 244
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TABLE 4 (continued)

PERCENT
1962 1963 1964 1965 1966 1967 1968
Short 44 44 37 42 45 46 29
Medium 52 48 54 49 48 46 62
Long 4 5 . 5 9 7 8 9
100 100 100 100 - 100 100 100
Term 1962 1963 1964 1965 1966 1967 1968
Value of loans ($1000)

Short 60 84 130 208 652 343 517
Medium 1,165 2,256 1,504 2,694 2,398 2,186 2,554
Long 254 931 2,827 2,938 1,670 1,832 1,139
TOTAL 1,479 3,271 4,521 5,840 4,720 4, .361 4,270

PERCENT_
Short 4 3 2 4 14 8 13
Medium 79 69 35 46 51 50 60
Long 17 28 63 50 35 42 27
TOTAL 100 100 100 100 100 100 100

The end uscs of INSAFI's loans during 1962-1968, have been
(1) the purchase of machinery and equipment, {2) operating capital,
and {3) financing plant construction and expansion, and (4) refinancing
operations (sece table 5}, The drop in lending for machinery
purchases and for construction arose out of a shortage of foreign
credits and constituted an important factor in reducing the level
of economic activity in El Salvador during 1966-1968 (see Section
III - ECONOMIC ANALYSIS). The accompanying tightening of
credit to the industrial sector by the very conservative commercial
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banking system, combined with and growth in canstruction and

expansion activities, , probably occasioned the increased resort

to INSAFI for working capital loans on the part of its clients.
TABLE 5

INSAFI: End Use of Credits Granted.

1962 - 1968

End Use 1962 1963 1964 1965 1966 1967 1968

(In millions of US dollars)

Construction and

Expansion 0.3 0. 4 0.7 1.1 0.7 0.6 0.8

Industrial refinanc-

ing O.Z 0.2 O-3 052 e 0.5

Machinery & Equip- . :

ment 0.4 1.8 3.0 3.2 1.9 1.9 1.3

Operating capital 0,4 0.9 0. 6 1.3 1.9 1.9 L, 7
TOTAL 1.5 3.3 4.5 5.8 4.7 4.4 4.3

(In percent of total)

Construction and

Lxpansion 21 13 16 19 15 13 18

Industrial re-

financing 22 6 4 5 5 .. 12

Machinery &

Equipment 27 54 66 54 39 44 29

Operating capitai 30 27 13 22 41 43 47

TOTAL 100 100 100 - 100 100 100 100

In recent years, INSATI has attempted to become more selective
in its lending activities. It has concentrated on carcfully selected
medium-sized projects and on those small-sized enterprises susceptible
of sustained orderiy growth. Its success in selecting the latter type
of project has been limited, and it is anticipated that the proposed
supervised Small Industry Credit program will contribute materially
toward achieving this objective, INSATI perhaps has been overly
concerned with making sound loans, but certainly it has not attempted
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to earn large profits. The profit and loss statement of INSAFI
for the years 1962 - 1968 (sce Annex Table 1) shows modest
operating losses through 1967, and a small surplus in 1968
(equivalent to $132, 307).

Until 1961, all GOES contributions for administrative
costs and operating capital were capitalized. From 1962 on,
however, only the subsidies for operating capital were capitalized,
and the subsidies for administrative costs were used for those
purposes. The GOLES subsidies to INSAFI during the years 1961-
1967 have been as shown in Table 6; the subsidies were discontinued
in 1968, -

TABLE 6
GOZES Subsidies to INSAFI 1961 - 1968

(In 0007s of U. S. dollar equivalents)

For For
Administrative Operating

Year Costs Capital Total
1961 $ 251.2 S 2,422.8 $ 2,674,0
1962 126.7 5G6. 9 633.6
1963 168. 0 632, 0 800. 0
1964 120.0 600. 0 720. 0
1965 160. 0 60, 0 600. 0
1966 160.0 320, 0 480. 0
1967 75,1 731, 9 808.0
1968 - - - 0~ -0-

Total  &1,062.0 S 5,853.6 $ 6,915,86

In spite of a slowing down of its loan activities during the
past few years, INSAFI’s loans and investments outstanding at
the close of 1968 amounted to $17. 2 million, or 3.8 times the level
of 1962, During the same period, INSAFI®s indebtedness rose from
$1. 84 million to $10. 3 million, and its capital and reserves
increased from $3. 2 million to $6. 4 million. Comparative data
for the years 1962-1968 are given in Table 7. The .rising indebtedness
is a reflection of INSAFI*s increasing reliance upon foreign credits
for financing its lending operations.
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TABLE 7

INSAFI; Outstanding Loans and Investments
Debts, and Capital and Rescrves,
1962- 1968_

. Outstanding Capital
End of Loans and and
Year Investments Debts Reserves

(In millions of US dollars}

1962 4.5 1.8 3.2
1963 5. 1 1.8 3.8
1964 7.7 3.6 4. 4
1965 10. 0 5. 1 5.0
1966 13,0 7.8 5.4
1967 15,4 8.8 6.1
1968 17.2 10.3 6.4 1/

1/ cCapital $6. 3 miilion; reserves $0. 1 million,

TA TOTS e ey £ 3 N - v o
1, INZATI's Svstem of Project Analysis

AT

All loan regucsts submitted to INSATXI are made on special
forms prepared for this nurpose. These forms are designed
according to the nceds of the applicant, and sufficient information
concerning the enterprise and its plans is required to permit an
evaluation of the project.

Evaluation of lecan applications is carricd out by the Credit
Section of the Financial Sub-Manager {scc Organization Chart of
INSATFI), composcd of 10 {inancial analysts who arc all graduates
of the Faculty of Tconomics of the National University. Many of
them have rcceived additional training abroad in project evaluation
and related ficlds.,

The applications are reviewed for tccunicul, economic, and
financial fcasibility, and for the contribution ol the enterprise to
the national cconormy (employment generated; value added; savings
or carnings of foreign cxchange; etc. ); plant capacity; market for
output; profitability; ability to repay the loan; and any other
pertinent factors. Emphasis is given to projects that conform with
the objectives of the Second Five Year Plan (J968-1972) of the
GOES.
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After the project analyst has completed his review, the
{indings are discussed with the section chief and the Financial
Sub-Manager. Upon their approval the application is submitted
to the Governing Board of INSAFI for final approval, including
approval of the section’s recommecndations concerning the
project.

Supervision and collection of sub-loans authorized by
INSAFI are the responsibility of its Section of Supervision and
Collections which also comes under the Financial Sub-Manager.
Supcrvision is performed during the construction and installation
phase of the project, and disbursements are made according to
the recommendations of the supcrvisor. TFurther supervision is
provided to assure the proper implementation of the project. This
same section also controls the guaranties offered for the sub-loan
by the borrower,

In accordance with the credit agreement between INSAFI
and its client, the Lorrower is ciiiged to muke amortization
payments at the main office of INSAFI,  This mechanism has
worked well in the past and no change is contemplated in the
foreseeable future.

C. PREVIOUS A. L D. ASSISTANCTZ TO INSAFI -- In June, 1963,
A. L D. authorizced a loan (519-L-0C5) not to cxceed $4. 5 million

to the Central Reserve Bank of El Salvador, which assumed the
exchange rate risk and reloaned the funds to INSAFI for sub-lending,
INSAF'I, as the excenting agency, made shori-, medium-, and long-
term loans and cquity investments for the creation and cxpansion

of productive entexprises in £l Salvador, and provided studies and
scrvices to Salvadoran industries with the assistance of consulting
firms contracted in the United States. Such technical assistance
1lso scrved to improve INSATFI's own operations and to support

it in carrying out certain specific appraisals of sub-loans. The
:ecrms of this loan provided for some rollover use of the A. L. D, funds,

In the submission zad approval of AL D. Loan 519-1,-005
he following fuctors were taken into consideration: {1) That El
salvadow, although the smallest country in Central Amecerica and

he least cndowed with natural resources, appears to have the most
ikilled entrepuencurial group in the rcgion and the best potential

abor force; and {2 the country is land poor, being densely

»opulated and having virtually all of its arable land under cultivation,
sonsequently, an iatensive industrialization program was deemed

f very high prioxity by the GOES and its advisors, Robert R, Nathan
\ssociates. Hence, to provide credit on adequate terms for industry,
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thereby giving significant impetus to the development of this
sector, the abovementioned loan was presented to A. L D. in
March, 1963, and signed on September 18, 1963,

The basic argumentation is valid for the second loan, -.
(See Section III, B, below. )

D. EVALUATION OF A.L D. LOAN 519-1,-005 -- A.IL D. Audit
Report No. 68-11S2 of November 6, 1967, includes the inspection
and review of records and official data from the inception of the program
through May 31, 1967. A full review was made of compliance

with all covenants of the loan agreement; and end-use checks were
made on twelve of the thirty-six A. L D. financed sub-loans. The
contribution of the GOES to the project was verified. The Auditors
found the projcct operating in a satisfactory manner, with the
cxception of a few administrative and operating items which have
since been corrected. Preliminary review of the ongdng INSAFI
lending and investment program further confirms that INSAFI is
technically sound, well administered, contributes to GOLS and
Mission objectives, and will continue io make maximum eiffective
use of its resources by virtue of coordinating its loan and invest-
ment policies with the Ministries of Economy and Finance, the
Central Reserve Bank, and the Naticnal Planning Council. All
audit recoramendations have been reusonably met,

As of December 31, » INDATI®s assets totalled $16, 1
million equivalent, againsv labilities of $10. 0 million and capital,
surplus, and vescrves of U0, 1 million. Loans and discounts
amounted to $14. 2 million and equitics held in private enterprise
projects aggregated 1.2 million., Accumulated reserves totalled
$0. 3 millicn as comnarcd with a paid-in capital of $5. 9 million.
Comparative palances for the period 1962-19468 arce shown in
Annex Table 2.

INSATI has coramitted all of A.I. D, loan 519-1.-005,
The {irst comaitment of the $4, 500, 000 A. L D. loan was made in
June, 196, w«ad a total of 34,490, 505 had been committed as of
Deccember 31, 1967, The small unutilized balance was dcobligated
in February-March, 1969, INSAFI's commitments of A. L D.
funds have been made for financing, through 41 sub-loans, the
acquisition of machinery and equipment; building and facility
construction; working capital and technical services. As of
December 31, 1940, the distribution of such commitments by
purpose, was as follows;
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A list of the projects is contained in the previous table.
The list shows 41 loans to 36 industrial enterprises. Some 59%
of the total value of these loans went to new enterprises and 419%
for expansion purposes. Credits granted for periods longer than
6 years represented 65% of the total, and credits from 2 to 6
years, 35%,in terms of value.

Data available on the 36 enterprises financed with A. L D.
funds show that, in their first year of opcration, they produced a
value added of $7. 0 million, exports of $5. 8 million, savings in
foreign exchange of $5.9 million, and jobs for 1,617 persons.

E. ALTERNATIVE SOURCES OF FINANCING-+~ As shown in Annex
D-2, INSATI has obtained some 57. 0 million in loans from other _
public and private forcign and domestic lending institutions. About
$3. 4 million of such loans was outstanding at the end of 1967.
Creditors include the GOES Central Rescrve Dank, Eximbank,

IDB, CAREIL and rirst National City 3ank of New York.

INSATL as a member of the banking svsiem, has also resorted
to financing from the Central Rescrve Bank in the form of rediscounts
on a small scale, and dircct loans for the Purposc of financing short-
term credits., In Scpiember, 1963, a loan of $4. 5 million from
A.L D. was placed at the disposition of INSARL In December, 1966,
INSAFI borrower $1. 0 million from CADLEI and, in Jam:ic vy, 1967,
$3. 0 million from the IDB. Both of these locans were ncegotiated
directly by INSATFIL In aadition, INSATI iloated $500, 600 (cquivalent)
of 7% bonds in June, 1967; the issuc was taken up within the month by
CABEI and Salvadoran investors., A further 51, 200, 000 (cquivalent)
of bonds may be issued under the initial authorization according to
INSATI's needs for these funds as counterpart to foreign loans.

Ps

U ogn

In spite of the foregoing recoursc to numerous sources of
financiag, both internal and cxternal, funds to be available during
the period 1969-1972 will still be inadequate to meet INSAFI's
expected requirements unless the A, L D. isan is forthcoming.

IBRD hns acdvised A.I.D. that iv is not interested in finencing
this project.

Other financial institutions in the United States (including
EXIMBANK) and Europe have been investigated, but the terms of
the loans which these entities could offer - use, interest,
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TABLE 8
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List of Illustrative Projects

Total
Type of Project Investment Employment
I. Chemical Products ($1, 000} (Number)
1, Polyvinnyl chloride (lst phase) 2,504 43
2. -Castor Qil 281 19
3. Barbasco steroids 220 30
4, Menthol 130 30
5. Ethylene 2,975 n. a.
6. Polyethylene & compounds - 7,200 n. a.
7. Canned pineapple 478 19
8. Soybean oil and cake 546 18
Sub-total 14,334 159 +
II. Textile Products
9. Poplins and stamped goods 4, 599 403
10. Women®s clothing 296 35
11, Sheets and tablecloths 1, 561 200
12, Handkerchiefs 894 70
13, Kenaf 96 28
Sub~total 7, 447 736
III. Gases, Metal Products, and
Construction Materials
14, Gases* 14 7
15, Iron and steel tubes, wire, lami-
nates, etc. 305 266
16, Wire screens 278 16
17, Flashlights and batteries 153 63
18, Ceramic sanitaryware 1,604 183
19. Hydrated lime 330 42
20, Bagasse board 1,750 65
21, Steel lamirates 7, 000 7
'22. Shipbuilding and repairing 2,600 200
Sub-total 14, 233 879
TOTAL 36,014 1,174 +

* Expansion of existing plant.
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The Project Committee recommends that an amount of
$4. 8 million be made available for these purposes, including
up to $4. 5 million for procurement of goods in the United States

and $0.3 million for contracting technical services from the
United States.

This proposed A. L D. loan is to be repaid over 25 years,
including a 7-year grace period on repayments of principal.
The loan is to carryan interest rate of 5% a year during the
grace period and during the remaining period of amortization.
INSAFI loans to individual sub-borrowers under this loan may
not exceed $100, 000 without prior A. L D. permission. It is
expected that, for larger projects, A.L D. funds will be combined
with those of CABEI {{or projects of regional significance}) and
other lenders. Minimum amortization periods for sub-loans
financed with the A.I. D. loan will be three years, and they will
bear interest rates no greater than 932-% a ycar. The T-year
grace period is related to the average term of sub-loans made with
A.T.D. Tunds, permitting one completed cycle of sub-loans %o
strengthen further the INSATI financial structure before zmortiza-
tion would begin. USAID's review of several seccond tranche loans
to Intermediate Credit Tnstitutions (ICI's) has shown this length
of grace period to be typical.

Refinancing operations of U. S. cquipment purchases are
to be allowed in rare and exceptional cases and will require prior,
A.L D. approvai. Such refinancing conceivable might be required

in a package sub-loan for expansion and/or modernization of
existing facilitics to improve the competitive position of a particular
sub-borrower. Debt incurred for procurement outside the United
States and the Central American Common Market (CACM]) countries
in no case may be refinanced with A, I. D. funds.

While INSATI will be given a relatively large-degree of
flexibility in utilizing the A. L D. loan {funds, it wiil be prohibited
specifically from {inancing projects which {1} clearly would
contribute to the increased production of agricultural products
in world surpius, and {Z; would be in violation of A. L D. ¥s statutory
criteria {sce Annex Al

Althougn the funds of the proposed A.IL D. loan will not be
used by INSAI'I [or cquity investments, that organization presumably
will utilize its other financial resources for such purposes as it
deems desireuble. INSAFI's equity portfolio at the end of CY-1968
consisted of loans valued at nearly $1. 4 million (equivalent). The
profitability of these enterprises is demonstrated by the fact that
INSAFI earned dividends equal to $200, 000 from its private sector
shares in 1968. It is INSAFI®s stated policy to dispose of equity
holdings as soon as possible. In no case may INSAFI hold more
than 30% of the equity in any enterprise, :
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(2) Technical Assistance Operations -- The proposed loan
provides $300, 000 for financing U. S. technical assistance to
complement that available directly from INSAFI In the case
of the Supervised Small Industry Credit Program, no sub-loan
will be made without its embodying some such assistance. The
degree and kind of assistance will vary with the enterprise;
however, the following kinds are expected to be required for the
program as a whole; feasibility studies; organization and manage-
ment; plant layout and design; quality control; cost accounting;
product design and packaging; marketing {domestic and export);
financial management; and product promotion,

INSAT'T itself will require advisory assistance in cstablishing
and operating its seli-financed Supervised Small Industry Credit
Program and in training a staff to provide technical assistance to
sub-borrowers. Such assistance will be contracted for with U. S.
firms and/or individuals for the time covering the disbursement
period of the loan.

(3} Scli-neln Commitments by INSATI

a) As a condition of receiving the proposed sccond loan
from A. L D., INSATI has committed itscli to allocate the equivalent
of $0. 7 million of its own resources to finance a Supervised Small
Industry Credit Program and approximately US$300, 000 for an input-
output study of the country’s industrial sector and related statistics.
It is estimated that, of this amount, about $0. 2 million {equivalent)
will be in the form of technical services (development of production
plans; projcct supervision) to be provided by INSAFI and/lor other
knowledgeable sources, domestic or forcign,

INSATT is working withh the National Planning Council
(CONAPLAN]) aad other GOLS agencies toward establishing a system
of credit guarantics for small enterprises. This system is to be
aimed at resolving ciicctively and simply the problem common to
small enterpriscs of having insufficient collateral for obtaining
bank credits,

The guarcntics system is to comprisce (1} a Guaranty
Fund with an initizl capital of some $200, 000 equivalent, to be
administered by an autonomous institution {perhaps INSAFI); (2)
credit insurance; (3) a Savings Cooperative, that will obtain
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deposits from its members and will feed the Guaranty Fund*;

(4) lending institutions, that will extend credits to small
enterprises that have received a prior guaranty from the Savings
Cooperative; and the enterprises themselves that will associate
with the Cooperative. In brief the system is to operate as
follows:

1, The borrower must be a member of the Savings
Cooperative and be current in his monthly payments;

2. The borrower must request a loan from a bank,
and, at the same time, request qualification by the Cooperative
for that part of the loan to be guarantied; ’

3. The Cooperative acts on the borrower’s request;
4, The Bank acts on the credit application;

5. The borrower receives the credit and pays the
Cooperative a commission for the guaranty. IHe must continue
making his monthly membership contributions to the Cooperative;

6. The Cooperative, in turn, coatributes a percentage
of its funds to the Guaraniy Fuad;

7. The Dua surcs e credait under a Credit
Insurance Program®¥, Thisg insuranc 5 to compensate the
Bank foxr any default in repayment of tac it, when tiae borrowerl's
own collateral -- wiacen licuidated -- is less than the amount of the
loan that has been juaraniied under this program. The Credit

Insurance Agency immakes up the diffexrence in such cases.

Detuils concerning the siue of the Guaranty Fund,
now it will e administerced, how much of a Ican wiil ke guarantced,
ctc., have yct to be worked out.  If the guarantics system is
opcrated swiftly and efficiently, it should help materially in promoting
small industry and in assisiing existing firms to develop into sound
enterprises,

* It is possible that the recently created Cooperativa de Ahorro
y Crédito de Empresarios Salvadorcilios (CACES) will serve
as the Savings Cooperative,

*% It has not yet been decided whether the Credit Insurance Agency
will be a part of the Guaranty Fund or & separate autonomous
entity. '

UNCLASSIFIED



24 UNCLASSIFIED

1) Supervised Credit to Small Enterprise -- !'"'Small
cnterprise' is defined for credit and incentive benefit purposes
as an enterprise whose assects do not exceed $40, 000 (equivalent)
and for census purposes as an enterprise havingléss than five
persons employed. The census classification represents artisan
and household production, as contrasted to factory production.

No global data arc available for small enterprisecs
according to the credit definition. However, INSAFI reports its
lending activities in a manner that permits identlflcatmn of
the role of small enterprises in the cconomy; INSAFI undoubtedly
accounts for the bulk of this type of lending in £l Salvador. The
importance of INSAFI’s credit transactions with small enterprises
during 1962-1967 was analyzed in Section I, B, above.

According to the census definiticn ol small enterprise,
this scgment accounted for over $<0 raillicn (cquivalent) or some
309% of the valuc of total industrial output in 1964, the latest year
for which such data are available. As would be expected, the vast
majority of small enterprises are operated by individual owners and
members of their familics {sce T« bicY, below!, the latter usually
rcceiving no monctury remuneration. Conscquently, the access
to normal credit sources by such caterprisces is virtually nil,  The
activities of small cnternriscs were largely concentrated (75%) in the
‘traditional industirics producing consumer goods (food, clothing,
shoes, lcather items, fv“nlturc, wood products, ctc. ; Productivity
in these enterprises is 1ow, 7)1ouab1y less tian half that in factory
production, and substantial underemployment exists in ariisan
industrics. The inous;rlal cengsus of 1961 {cee table 10; showed that
small enterprises accounied for §5.5% of the total numnber of
establishments enwmerated, but generated only 11, 5% oi the value
of industrial product and 14, 4% of the indusirial value added.

In A. L. D. Loan 219-L-000 to the privete Fiaaacicra de
Desarrollo I Inversidn, &. 4. \E‘Dl}, a4 sum of Laud, 000 was
identificd for the coiablisnment of a Dccmc;;a Jinaaciera within the
DI All these unds have been utilized, usuz‘.lly for loans to
persons or cntiiies knowa to the I DI Board of Directors. It is
doubtiul that the TSI will coatinue this type of lending fro“n its own
resources, as overacad costs of such loans are high and the risks
are much higher than those preferred by the private financiera. For
lack of cducation or lack of knowledge as to sources, technical
assistance also is not forthcoming for tth numerous but unsophis-
ticated busincssmen,
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TABLE 9
El Salvador; Structure of the
Industrial Labor Force,
Industrial Census, 1961

Enterprises with

5 or more Less than
Class of employee PETEOLS 5 persons Total
Owners who work 2,608 14,3460 16,968
Unpaid family workers 2,360 3,382 10, 748
Workers & apprentices 46, 037 8,322 54, 359
White collar workers _1_/ 4, 350 T 4, 350
Total 55,361 31,064 86, 425

1/ Administrative, tcchaical, cto.

INSATI, with GCES approval, is commiticd to a program of
offering financial and technical assistunce tc small industries and
artisan activitics. Exccutive Decree No. 2 of January 10, 1968,
which approved INSAFI‘s budret for CY 1968, also approved its
Plan of action for the year which transiates as follows:

"l. Objectives of the nlan

"Z. Thae Silvadoran Industrial Develonment Institute shall
direct its activitics towuxd achicviag the following objectives;

"a} - To increase industrial production and productivity, giving
preference to thooe indusicies which:

"I. utilize vaw materials and fnicrmediate products
procuced locally, especialily those of agriculture
aaa livestock, fisherics, and thc subsoil;

loy the greatest amount of local labor; and

WIIL. slwnllidie 101 Imports and increase exports,

'"b) - Facilitute the establishment of industrics in tax-fee zones,
that may utilize Sclvadoran labor and thai inuy be oricented toward
the total exportation of their output;

"¢} - Attain the cipansion and diversiticaiion of exports of
manufacturcd products;
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"d) - Promote industries dedicated to the Production of inter-
mediate and capital goods;

""e) - Increase the level of investment in the industrial sector;
and

"f) - Attain a greater development of small industries and artisan
activities, offering them technical, financial, and marketing
assistance,

INSAI'I is to pay special attention to the small industry
segment of the industrial scctor through studies to identify new
projects; scarches for resources suitable for industrialization;
establishment of new artisan centexs; expanding technical,
financial, and markecting assistance to new a2reas of the country;
creating bettcr market conditions in &1 Salvador, the CACM,
and abroad for locally made goods; and collaborating in the formation

1S
of small industry and artisan associations as deemed nccessary,

Thus this scli-heln commitment in return for the
proposed loan is designed snecifically to wusist INSATI in carrying
out its mandate {rom the GCLS. Prooably for the first tirme in
El Salvador, nicdium- wad long-term credit and technical assistance
will be combined in contraciual arrangements and made available
to small industrialists on Ziberal terms regarding collateral and

interest (in the CACM contexi),

Itz diliteelt o wucextain the sine of tais new Drogram
as, inthe past, viriunlly no Cifemint wus made to seek oub and *
develop small industvy srcjeets suitable for {inancing. Moreover,
INSAFI has not been gewrcd to providing extensive technical
assistance to smill cnternrizes.  This cepability will have to be
developed in INSATI with U. S, technical backstopping. However,
the program sinould vesult ina substantially increased level of
employment and incoime in the interior of the country; in the
development of betier cuality products at lower prices {or consumption
within &l Salvadozr; in the development of distinctive products for
export; and, thwough providing specialized products, in the encourage-
ment of larger-scale indusirics utilizing such intermediate goods.

4
S

[ YTy PR T s .
\‘1) Sl Sty of the Sub-Dorrvower

To be eligible foxr a supervised cmall Lusiness sub-loan, the
sub-borrowecrs arc to be members of a Salvadoran Businessmens?
Savings and Loan Cooperative. Additional requiren .nts are proposed
to be as follows:
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(1) For Small Industries; Enterprises with from 5 to
15 employees producing goods under the direction of owner=
managers and whose total asscts do not exceed $40, 000: equivalent;

(2) Artisans: Entrcpreneurs themselves engaged in the
production of goods and employing no more than 4 persons in
addition to unpaid family members; and

(3) Othcr coopcratives: Those legally established as
such by either of the above types of eligible sub-borrowe:'s and
affiliated with FEDECACLS.

(b} Types of Sub-I.oans

(13 Production Loans -- IFor the acquisition of capital
goods rclated to initiaving, expar ding, or improving production.

&

(2) Workine Cooitel Loans - To purchase raw materials,
establish appropriate inventories of merchandise, pay salary and
operating costs, cngage in npromotional efforts, and,
in the case of ariisuns, to ilnance foamily living expenscs during
the time elapsing between the production and sale of the output,

(37 Refinancine Loans -- A5 purt of a Uackagc arrange-
ment, a single refinancing operatioas may be permiited to
any sub-borrower that cun demoasirate fhe e.,.,cmmhty of such
refinancing in maiking the nroject more viable.

rcy A osccond commiument by INSATT in return for the
second tranche {rom A. L D, is to finunce, with its own funds,

input-ouizul stuay ol tiwe industrial scctor and other statistical

ies related to indusirial development in 1 Salvador. Such
studies muy require an outl 4y of sormnec $300, 000 {cquivalent) and
may invoive simall poyments for technical services obtained in the

States. Tace iavestigaticns will be carried out in

cooperation with tac National Planning Council and the Central
Rescrve Banx.
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TABLE 10

SUMMARY O THE INDUSTRIAL CENSUS

o1 1961

With 5 or more persons

‘With less than 5 persons

. Jotal ~ Valuc % Value %
Number of establishiments 18, 699 2, 714% 14,5 15, 985:% 85, 5
Persons employed 86,425 55, 361 64.1 31,064 35.9
Remuneration paid 53, 505 47,998 89, 7 5, 507 10.3
Raw materials used 416, 740 376, 326 90.3 40, 415 9. 7 N
Fuels and lubricants 7, 543 5, 537 73. 4 2,006 26. 6 ©
Packaging materials 12,874 12,652 98. 3 222 1.7
Electric encrgy boughtis: 5, 320 4, 956 93.2 364 6.8
Payments to 3rd partics 14, 275 1,378 9.7 12,897 90. 3
Value of Productl 701, 512 621, 048 88.5 80, 463 11.5
. Value added 259, 378 221,922 85. 6 37, 456 14, 4
%* Number of units
% In terms of quantity, the data were as follows:

1,000 KwH

Consumed 83, 609
Self-generated 12, 596
Purchased

70, 653 (Valued at ¢5, 320, 012)
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SECTION IIl. ECONOMIC ANALYSIS

A, Place of Industry in the Salvadoran ILconomy

The industrial sector has been the major dynamic force in
the Salvadoran econmy since 1950. From 1950 to 1958, the value
added in manufacturing increased from $54. 0 million (equivalent)
to $75. 4 million, for a compound annual growth rate of 4, 3%,
During the ensuing decade, this rate of growth rose to 9. 7% a
year, and manufacturing activities increascd in importance
from 13. 5% of the Gross Domestic Product (GDP) in 1958 to
19.6% in 1967. GDP grew at a rate of 5. 4% a year during
this period. * The growth of Salvadoran manufacturing during
this decade was the highest in the Central American Common
Market. Maintaining an industrial growth rate of at lecast 109
a year is cssential if E1 Salvador is to recover its 6% growth in
GDP enjoyed during 1652 - 1964,

Manuiacturiang ranks third in importince in El Salvadoris

GDP, as shown in Tablic 1i; only Soriculiure (including livestock)
and Commerce still exceed it in importaace.

Mining zad ¢uarrying activitics have been limited largely
to the production of conutruciion miateriais, ceramic citys, and
salt. As previously indicuted, new developmients are expected
to increase the hminortance of this sceior wnd to provide the basis
for new processing enlerprises as well,

The growtn of thie industrial secior wlso is ilustrated by the
increase in e¢xporis of montfuciured znd Yother products' from
7. 6% of total Salvadoran exports in 1961 to about 22%in 1967,
These products are exported principally to the other countries of
the CACM.

* Basic data in this discussion are in current market Prices,
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fishing activities also are to receive greater attention. Increases
in industrial productivity and in the quality of local manufactures
are considered indispensable, especially for the purpose of
increasing exports to markets outside the CACM.

TABLE 13
External Debt Service Payments and Relation
To Export Levels, 1963-1968
(In Millions of U. S. dollar equivalent)

Ratio of Debt

Exports of Service to Export
Goods and of Goods and

Year External Debt Service Scrvices Services

Principal Interest Total

1963 2.9 1.4 4.3 165. 5 2.6%

1964 3.1 1.8 4,9 192. 8 2.5%

1965 3.9 2.1 6.0 214, 4 2. 8%

1966 4,0 2.3 6.3 211, 8 3.0%

1967 2. 4 2.5 4.9 230, 7 2, 1%

Sources: Ministry of Finance (for debt service payments);
Central Reserve Bank (for exports of goods and
services. )
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TABLE 14

El Salvador; Gross Domestic Product, 1958-1968
(In Current and Constant Market Prices)

In Current Market Prices In 1962 Market Prices

% %
Year ¢1,000,000 $1,000,000 Change ¢1,000,000 $1,000,000 Change
1958 1,389 556 --- 1,272 509  ---
1959 1,350 540 -2, 8 1,329 532 4. 5
1960 1,420 568 5. 2 1,383 553 4, 1
1961 1,444 578 1.7 1,431 572 3.5
1962 1,603 641 11,0 1,603 641 12,0
1963 1,694 678 5.7 1,672 669 4.3
1964 1,867 747 1C, 2 1,827 731 9.3
19'(;5 1,992 797 6.7 1,926 770 5. 4
1966 2,110 844 5.9 2,064 826 1.2
1967(p} 2,220 890 5.5 n, a. n,a. N a.
1968(E} 2,326 930 4.5 n, a. n.a. na.
Source: Central Rescerve Bank of El Salvador, Revista Mensual, December,

1968, pp. 956-960, and unpublished data for 1968,

(p) Preliminaxry,
(E) Estimated by Central Reserve Bank,
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TABLE 15
El Salvador®s Net Foreign Exchange Reserves and their
Relation to Imports of Goods and Services, End years

1961 - 1968

(In Millions of U. S. Dollars)

Net Imports of Ratio of Reserves
Foreign Goods and to Imports of

Year Reserves Services Goods and Services

1961 16.1 133, 5 12,19

1962 22,5 152, 8 14, 7%

1963 37. 4 182, 8 20. 59

1964 40, 4 224.9 18. 0%

1965 51.0 240, 5 21, 2%

1966 ' 39.6 262.3 15.19%

1967 36.9 266, 0 13.9%

1968 42. 2 317.2 13,39

Source: Central Reserve Banlk, Rcvista Mensual, March, 1968,

p. 140, and similar reports in previous years,

3. Debt Repuyment Capacity

Public foreign debt payments of intcrast and principal on
loans generally rose in recent years, rcaching a peak of 3%
of export carniags in 1966 [sece Table 13}, However, completion
of amortization payments on a loan to the World Bank in that
year reduced service paymonts in 1967 to only some 29% of
export earnings. Thus, {oreign debt service has not been a
serious burden on the country®s balance of payments.

The tread toward sharply increased public externai
indebtedness has been characterized by the contracting of long-
term loans at concessional or conventional rates of interest,
with liberal grace periods. Short- and medium-term high
interest supplier credits largely has been avoided up to the
present; however, there are signs of a new willingness to
contract supplicr credit-type debt. If exports rise as projected
and new additional debt continues to be contracted oa average
terms no more oncrous than the past 1962 average, it is obvious
that additional debt burden can be assumed without exceeding
reasonable prudent debt servicing limits,
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The development goals outlined in the 1965-1969 and 1968-
1972 development plans of the GOES are quite modest in
relation to needs, though ambitious in terms of financial and
managerial resources likcly to be available, The minimum
investment required cannot be met by domestic revenues, which
at best only increase arithmetically, while capital input require-
ments and increased operating expenses associated with rapid
development increase geometrically, Thus, Ll Salvador has no
choice but to assume greatly increased foreign indebtedness if
development goals are to be achieved to any significant extent.
The favorable side of this picture is that the prudent {fiscal and
monetary management of the past and present permits the
assumption of increascd debt without violating the canons accepted
by foreign lenders.

[

E. Justification of Local Currency Financing
p

Inasmuch as this loan is to go for the procurement of U. S.
goods and services, except as provided
no local currency financing is in+-lved.

iia Covenant 6 of Summary‘,

F. CIAP Evalustion "CIL2/185, 8 Doecarmber 1967}

In its recent review of the Salvadoran cconomy, the CIAP
expresscd special concern over the deteriorating fiscal and balance
of payments situations. It stressed the nced for fiscal reforms,
export diversification, and imwort contrcls, The CIAP called
upon the international {inancial community to increasc its role
in Salvadoran developmicat in ovder to reduce further drain on
the country®s intcrnational reserves, Iirst priority was given
by CIAP to increasing tax revenues and improving the allocation
of public scctor [unds. Next to this, CIAP emphasized the need
to regain previous levels of cotton production and cxportation,
and the diversification of agricultural and industrial production
to develop new export products for shipment to the CACM and
world markets.

The CIAP poinied out that, given the unfavorable prospects
in the immedinte Juture for Rl Salvadorss traditional exports,
cconomic growih depends upon agricultural and industrial develop-
ment and the accomwpanying diversification of exports. These, in
turn, depend upoil a continuing inflow and improved utilization of
external loans.

In its estimates of El Salvador?®s external capital rcquirements
for the years 1966-1970, CIAP arrived at the figurcs shown in
Table 16, i.e. $58. % million for 1968; $59, 1 million for 1969; and
$55, 3 million for 1970. '
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TABLE 16
Required Capital Inflows in El Salvador?s
Balance of Payments, 1968-1970
(In Millions of U. S. Dollar equivalents})

1968 1969 1970

Net private capital 16. 0 18.4 20.8
Official loans negotiated as

of June 30, 1967 10.0 8.0 3.0

Foreign grants 4. <k 4. 8 4.8

30. 4 3.2 28,6

New capital requirements™ 8.2 27.9 26,7

Total capital requirement 58.6 59.1 55,3

*To be negotiated.

Source: CIAP/ISS, Concilusiones v Recomendaciones del
Subcomutd dei CIAR Sowre Kl Salvador, December

4-8, 1907, p. 15,

G. Impact on e U, 8. Lconomy

Inasmuch as this loan is to be virtuully 1009, for procurement
of U. 8. goods and scrvices, its ciicct on the U, S, balance of pay-
ment is {favorable., Not only will interest be carncd on the loan,
but a market for U. S. miachinery and cquipment, sparce parts, and
scrvices will be cstablisned widely as a result of this loan. More~
over, ilnasinucia as the cstablishiment of a Supervised Small Industry
Credit Program is a condition of this loan, one may expect an
increascd demana L()l’ U. 8. nroducts as the bencficiaries of this

program increasc in size and imporiance.
The greatest part of the loan will L‘, ior U.S. goods and

services additional to those that would have been exported to
Il Salvador in ity cboence. A rna._]or reason is the fact that under
import contiol procedures in elicct {including the recently agreed

upon additionalivy iaccentives), Salvadoran importers are not
permitted to receive Ul S, s xf liecrs credits in excess of 18

months {or the nurchusc oi machinery and component and 12
months to import raw materials and semi-finished products.
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June 6, 1969

SECTION IV - FINANCIAL ANALYSIS

A., INSATI's Financial Situation

1. Since its establishment, INSAFI has shown small
operating losses (See Annex D-1), as might be expected of a
sovernment development institution. These operating losses
aave been more than offset by GOES subsidies to INSAFIs
Services Fund, During 1962-1964, INSAT'I's operational ex-
penses represented, on the average, 96% of its income. As
INSATI gained experience and benefitted by the technical
services financed under the first A. L D. loan, this ratio turned
sharply downward, being 789% in 1965, 76% in 1966, and 63%
in 1967, INSAFI, in 1968, no longer required a GOES subsidy
to cover administrative costs. The cumulative net loss during
1962-1967 amountcd to $560, 742 or onwy Z, 2% on a volume of
loans and equitics aggregating to $25. <+ million {cquivalent).

In 1968, an operating surplus equivalent to $152,100 was obtained,

From 1668 on, INSATI cxpects to nroduce operating
profits in spice of substantiully u::pundc(i activitics, as shown
in Annex D-2. Modest increases in operational c¢xpenses, re-
payments of interest on {oxreign borrowings, payments of and
dividends on bonds issucd, \Vill be more toan ofiset by its income
from intcrest oa loans, dividends on "quity holdings, interest
on bank deposits, and scrvice char . Thus, nect profits are
nrojected to risc from $3Yv, 800 ia i ;oo to $1, 041, 000 by 19717,
Interest payiments oa the proposcd A, Lo D. loan will be covered
casily by INSATFI's projecied carnings,

2, Comparaiive Dalances 1952-1967 -- INSAFI began
operations on Deceniber 2o, 1901, us successor a previous
GOLS agency, INSATOPRP. As of December 31, 1‘)68, INSAFI’s
assets totalled $18, 0 miillion (cquivulent), aguinst liabilities of
$11, 6 million and capital and reserves ol 156 4 million {of which
paid-in capital was $0, 3 miillion), Loans cutstanding amounted to
$15, 8 million, and cquitics held in various enterprises, $l¢4
million. Thae dou’u;‘i'_;; of capital and rescrves that occurred
between 1962 and 1967 resulied largely from the capitalization
of the GOLES wourking capital subsidics during these yecars,

Compuiiiive bulunces shecets for the period 1962-1968 are
shown in Annex D=3,

INSATI has made six cquity investinents to date, aggregating
the equivalent or $1, 286,830, Thesc investments are as follows:
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Amount Invested

Name of Enterprise In U. S. Dollar IEquivalents
Industrias Intéticas, S. A. (INSINCA) 449, 800
Industrias Pldsticas, S. A. (IPSA) 96, 000
Distribuidora de I’dbricas, S. A.

(DIFASA) 400
Implementos Agricolas de Centro América,

S. A. (IMACASA) 40, 000
Phelps Dodge de Centro América, S. A. 799,910
ANTEL (6 bonds) 720

Total 1, 386, 830

The only equity investment made since 1966 has been an
increase in INSAY'I‘s participation in Phelps Dodge of $200, 000
equivalent, Howcver, during 1969, the following changes are
contemplated by INSATI in its equity portfolio:

1Y A salc of 30,030 shares of Phelns Dodge stock to

< & &

Siemens Akticmgesclschail, thercby reaucing INSAFI*s holding
to $499, 910 equivalent;

27 An additional investment equivalent to $300, 000 will
be made to incrcasc the capital of INSINCA, raising INSAFI?s
participation to $749, 6§30 cquivalent; and

3} A paxticipation cquivalent to $675, 000 in a polivynil
chloride plant to be cstablished with tue B, I, Coodrich Co.

-

(Quimica B. . Goodrich de Centro América, S. A.)

The 1969 ycar-end equity portfolio of INSATI therefore
is expected to be as followsy

U.S. $ cquivalent

1, INSINCA 749, 800
2. IPSA 96, 000
3. DIFFASA 400
4, IMACASA 40, 000
5. Phelps Dodge 499,910
6., ANTEL 720
7. Quimica B. F. Goodrich 675,000

2,061,830
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On the liability side, INSAFI?s local currency indebted-
ness appears to have reached a peak in 1966 and then declined
in 1967. In view of IMF-imposed restrictions on Central Reserve
Bank Credit Activities, it is expected that INSAFI borrowings
in the next few years will be chiefly from external sources and,
to a small extent, from bond issues.

Throughout its past seven years of operations, INSAFI
has maintained a satisfactory working capital ration and its cash
position has been satisfactory. The amount of available working
capital more than quadrupled between 1962 and 1968, as shown
in Table 17,

INSAFI's Working Capital {""Current") Ratio,
1962-1968
(Amounts in $1, 000 equivalents})

Working
Current Current Capital Net Working
Yecar Asscls Liabilities Ratio™ Canital
1962 5,013 1,875 2.7 3,138
1663 5,658 1,833 3.1 3,825
1964 8,034 3, 430 2.3 4, 598
1965 10, 222 %, 775 Z, 1 5, 447
1966 13, 349 5,850 2.3 7,499
1967 15,872 5, 194 2.1 10,078
1968 17,631 =, 916 3.6 12,715

*Ratio of current assecis to current liabilities.
Source: Dascd on data in Annex D-3

The ratio of INSATIYs net worth to its total liabilities
has declined sharply over the past scven years as that institution
has matured and crpanded its activities; it fell from 167% in
1962 to 55, 5% in 1958, as shown in Table 18. This ratio reflects
INSAT'I%s capital risk as compared with that of outsiders. Thus
even at the 1968 rutio, INSATI is in a favorable position to
acquire additional indebtedness.
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TABLE 18
Ratio of INSAFI’s Net Wozrth to Its Total

Liabilities, 1962 - 1968
(Amounts in $1, 000 equivalent)

Net Total Ratio of Net Worth
Year Worth Liabilities To Total Liabilities
1962 3,181 1,900 1,674
1963 3,813 1,935 1,970
1964 4,413 3,727 1,184
1965 5,053 5, 323 0. 949
1966 5,373 8,123 0. 6561
1967 6,105 10, 007 0.610
1968 6,410 11, 553 0. 555

3. Loans Made by INSATI, 1962-1667 and 1968-1977 --

During 1962-1967, INSAFI madc 1, 354 loans aggregating
$24, 193,600 (equivalent). By function, these loans were
distributed as follows;

Amount
Function {81, 000 quivalent! Percent

Machinery and equipment

purchases 12,095 50. 0%

Working capital 7, 0G6 28.9%

Building and facility

construction 3,838 15,99,

Refinancing 1,254 5 2%

Other uses 1 %
Total T 24, 19% 100. 0%

Disburscmient on the first A. L D. loan began in June,
1964, As of the cnd of 1967, disbursement had been imade of
$4, 299,073 and an addivional $191, 432 had been comrnitted,
for a total of 34, 490, 5305, Of the funds carmariked for sub-
lending, the functional distribution was as follows:

Building and [ucility construction S 967, 200 (23%)
Machinery and equipment purchases 2,456, 000 (57%)
Working capital 876, 000 (20%)

S 4,299, 200 (100%)
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The A.I.D. sudit performed on INSATI at the end of 1967 did not
reveal any arrears or delinquencies in INSAFTI sub-lending made with A.I.D.
funds. INSATFT is currently (and has maintained itself) up to date on
interest payments to A.I.D.

An informal Mission examination of IWSAFI's accounts in May 1969
indicated that (probably due to INSATI's rclatively conservative lending
policies) INSAFI's loss experience (delinquencicc) on sub-loans made from
other than A.T.D. funds was less than one percent. INSATI's small reserves
for bad debts appear to be adequate for at least the short-term future.

The projected cmall enterprise lending program, caused by the A.I.D.
loan, but funded by INSAFI local currcncy sources, will undoubtedly be
subject to a higher delinquency rote than is INSAFI's normal development
sub-lending. It is anticipated that adequate reserves for this contingency
will be esteblished by INSATI as a result of the recommendations which
will be made by +the loan funded U.S. technicians who will assist INSAFT
in setting up the operational procedures of this cmall business window.
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FDI has just increased its capital and has made an informal
request to A. L. D. for a second loan in an amount of $3.0
million. During the USAID's discussions of the informal
request with FDI officials, the latter indicated that Eximbank
financing would be satisfactory to them. The funds would be
used entirely for financing the importation of U. S. goods,
Accordingly, the formal application received from the FDI,
has been submitted to the Eximbank for financing,

The Mission believes that the INSAFI project proposed
in the IRR will be the last A.I D. loan required for the
industrial development of &1 Salvador. Viable and seclf-
sustaining intermediate credit institutions for dealing with the
technical and financial nceds of small-, medium, and large-
sized borrowers will have been created. These institutions
will continue to require credits for the importation of U. S.
machinery and equipment, at a level of perhaps $3.0 to $4. 0 mil-
lion a year, aflter the disbursement of the proposed A. L D,
loan to INSAZI and a possible Eximbank loan to the FDI. This
funding would be obtained most suitably from the Eximbank, IDB,
and/or private lending institutions. A, I D.%s participation in
this later funding would be confined appropriately to granting
investment guarantics to U.S. private institutions making loans
to Salvadoran industrial development entities.
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SECTION VI. COVENANTS AND CONDITIONS

In addition to the usual covenants and conditions, the Loan
Committee recommends that the Loan Agreement contain the
following requirements:

1, The repayment of principal and interest on the loan
shall be guaranteed by the Government of £1 Salvador or by the
Central Reserve Bank of El Salvadoxr.

2. The Dollar costs of the project shall be financed
through the regular A, L D. Letter of Commitment procedure
for procurement in the United States. (Except as noted in item
B (o) page v}

3. Any goods and services procured under the loan by
INSAFI or its sub-borrowers for the Project shall have their
source and origin in the United States.

4o The GCES, at its option, may clect the two=-step
repayment procedure. If the two-sicy procedure is elected,
the GOES will accent payments in colones irom the Borrower
and will make payments in dollays to A. L D. under the following
terms:

(A} Interestin Uaited States Dollars on the disbursed
Lalance of the loan the rate of two percent (2%}
per annum during a grace period not to exceed ten
(10} years ["Government Grace Period!}, and three
percent (3%; per anaum thercaiter;

(B} The princinal, inthe Uaited States Dollars, within
{orty (0] years, iaciuding the Govermment Grace

period.
5. if GOL3 clocis the two-step oniion, USAID/ES will

explore reaching an agroernent with GORES that any payment
made by the Borrower to the Government wnder the terms of
this loan and thae two-step procedure, which is in excess of the
GOLES*® payment obligatior. to A. L D. undcr this loan during the
first ten {10} years shall be returnca to INSATI to incrcase

its capitalization.

6. The GGES shall, within one year from the date of
signing of the Loan Agreement, present to A. L D. satisfactory
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evidence that steps have been taken to assure thei any profits
realized by INSATI for 20 years from the effective date of
this agreement will not revert to the GCES, except as A. L D.
may otherwise agree in writing,

7. Earnings on the interost spread between the rate
charged in the A.L D. loan and that charged on sub-loans of
INSAFI shall remain in the industrial Program of INSAFI.

8. A.ILD. funds shall not be used for financing working
capital needs of INSATFI¢s sub-borrowers unless A.L D. shall
otherwise agree in writing, and it can be demonstrated that
such use of A. L D. funds will add significantly to production,
jobs created or total Production of the enterprise, and where
such financing is matched by increased equity of the owners.
The total amount of such financing from loan funds shall not
exceed $1, 0 ranillion,

9. No cquity investrcents shall be made in whole or in
part from the 4.1 D, Loan.

10. No sub-locis shzll be made ia wiiole or in part for
refinancing, fro:n loan procecds, without prior A, L D. approval
in writing.

11. No contraciual cormriitment for professional
services financed under this loan shall bo made by INSATFI until

A. L D. shall have ziven its approval ol the contractor and the
contract,

12, Sub-louns of A0 L D, fuads Lo caiible borrowers
from INSATI shall be rande fow varying seriods to be determined
by INSATFI but in ac case for lugy Lanin wivece (3) years nor for
movre than filicen (15) years, including varying grace periods
whose duration shull be determined by INSATI; however, loans
of longer duration misy be allowed in ¢xeeptional cases with
prior A.L D. usproval,

13, Prior oL D. apoproval shall be obiained with respect
to the technical aud cconomic feasibility of wny project financed
under thic loan in an wiount ¢xceeding one hundred thousand
dollars ($160, 000).

l4, It is understood and agrceed that of the Four Million

Eight hundred thousand dollars (54, 800, U00) loancd to INSAFI
by A. L D., not less than four million five hundred thousand
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($4,500,000) are to be used for the procurement of goods, and
not to exceed three hundred thousand dollars ($300,000) for the
Drocurement of technical services, both goods and services being
of United States origin.

15, No sub-loans shall be made directly by INSAFI which
would cause the ratio of its sub-borrowerly outstanding debts
to the sum of its unimpaired capital, free reserves, and sur-
pluses, determined in accordance with generally accepted
accounting principles, to be greater than seventy to thirty
(70 : 30) without Prior written approval of A, I, D.

6. It is understood and agreed thut, prior to the dis-
bursement of more than $2. 0 million of A. L D. loan fund,
INSATFI or GOES shall cextend a line of credit, {rom itg own
Tesources, an aimount UP 1o seven hundred thousan dollars
($700, 000} equivelent, to finance o Suserviscd Small Industry
Credit Program. Cf tnis aimount, 5200, GoG ¢quivalent shall be
¢armarked to puy Jor teenaical services to this Program, such
services to be provided Ly INSAFI, other Salvadorai or Central
American agencics o drms, or Uaited States sources. The
techinical assisionee ana ereais sEsLagemnents between such
lending instirutions and sub-borrowery, fov implcnwn‘cing this
program shall rcequive tio prior aponroval of AL L D. INSAFI
saall also finance Irom its cwn TCsoUrces an iaput-output study

n

of the COUNLTY s indusirial scetoy (costing approximately U, S,

5300, 000 cquivalent).  In addition to lie standard reporting
requirements urdor the loan, INSAFI wiil make Teports, satis-
=

factory to £,1L D., on its self-financed Sup

ervised Small Industry
Credit Program,
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SECTION VII. IMPLEMENTATION PLAN

The Salvadoran Industrial Development Institute (INSAFI)
will have the primary responsibility for implementation of the
Loan. The Loan will be guarantced either by the Government
of El Salvador or by the Central Reserve Bank of E1 Salvador.
The primary responsibility for fulfilling A. I D. % part of the
implementation function rests with USAID/EL Salvador, assisted
by ROCAP, and AID/W pcrsonnel as appropriate.

The Loan Agreement and basic Implementation Letter No.
1 will state the conditions which must be 1uliilled by the Borrower
prior to any disburscment of A. L. D. funds, USAID/EI Salvador,
assisted by ROCAP, AID/W, and contract pcrsonnel, as may be
required will ensure that the loan procedurcs considered
acceptable as conditions precedent and the covenants contained
in the Loan Agrecrncenl are ia fact being followed, and that both
INSAFI'S sub-loans and the Supervised Smwll Industry Credit -
Program axre operaiing satisiactorily.
On tiie assumypilon that the Lown S wecement will e guaranteed
by the Ceuiral Rescrve Sank and sizaca by Sepiember 30, 1969,
the following schedule of implementation appears realistics

June 69 Agrecement Authorized
FY 1970
July %09 Drait Arrcement and IL
No. 1 Submiited to GOES

August %69 Viiniotrics of Justice and
IMinance and Nuational Plan-
ning Counscl review drafts,

November 69 Borrower, Guarantor and
Ao L De exccute agreement,
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C ions Precedent to
D rsement met; INSAFI
o gements for line of

.t and to Supervised
S‘.wtll Industry Credit
Program completed,

January %70

February 970 Commitments begin and
First disbursement made.

FY 1970

January '71 $1. 8 million disbursed,
ry 1971

January 72 Additional $2. 0 million

disbursed.

April 72 Loan fully committed,
ry 197z

April 1973 Loan fully disbursed.

The Loan Commitice sees no p"’obiun in implementing this
loan, INSATI has {ully commitied and disbursed virtually all
of the {irst A. L D, lomu; suitaisle technical scrvices have been
obtained frora the U, 5. enginecring {irm of Sanderson and Porter,
Inc., and it is expected that this cont:actual arrangement will
be continued under the new loan; wnd the Mis sion has obtained
INSATI®s agrecement to the establishment of the Supervised
Small Inua.,ury Credit Program and tie linuncing of certain
industrial investigations “"1 the manncr ccacrm\,d earlier in this
CAP. All standazd A. L D. procedures for procurement will
apply.
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ANNEX A, Page 1 of 20
AID 1240-2 (1-69) Exhibit 1, Page 1 of 19
"INSAFI IT June 16, 1969
CHECKLIST OF STATUTORY CRITERIA

(Alliance for Progress)
In the right-hand margin, for oach item write answer, or, as appropriate,
a summary of required discussion. As necessary, roference the section(s)
of the Capital Assistance Paper, or other clcarly identified and available
document, in which the matter is further discussecd., This forn may be made
a part of the Capital Assistance Paper,
The following abbreviations arec used:

FAA - Toreign Assistance Act of 1961, as amended by the Foreign Assistance
Act of 1968, '

App. - Foreign Assistance and Related Agencies Appropriations Act, 1969,

COUNTRY PERFOEMANCE

Progross Towards Country Goals

1. P44 §.208; 5.251(b),

4. Deseribe extent to wnich
country is:

(1) Making appropricte efforts 1, L.(1) El Salvador is making

to inerease food produccion appropriate elforts through its
and tmprove mears for jood Supervised Agricultural Credit,
storage and disirtbution. Livestock Improvement Agencies,

Agricultural price Stabilization
Institute, and the Agrarian Reform
Program implemented through its
Rural Colonization Institute.

(2) Creating a favorable climate 1 .p,(2) Tl Sulvador is creating

for forcign and domestic private guch climate by 1. common mavket

enterprise and irvestment, efforts, 2. investment protection
laws, 3. investment guarantees,
L. <frec exchange, 5. tax incentives
to new industries.
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AID 1240-2 (1-69) Exhibit 1, Page 2 of 19

(8) Inoreasing the public’s  1A.(3) The public's role in the

role in the developmantal developmental process in E1 Salvador

process, is increasing through the Savings
and Loan Associations, Rural Credit
Cooperatives, the Demographic
Society, private industrial develop-
ment bank, and other private
institutions.

(4) (a) Allocating availabls 1.A(4)(a) E1 Salvador is allocating
budgetary resources to substantial budgetary resources to
development. development.

(b) Divartéﬁg such 1.A.(5)(%) EL Salvador is not
PESoUrces Jjor WrneocSSCly iverting such resources for

military expenditure (Sce wnnccessary military expenditures and is
also Item HO..18.2”9§d not intervening in other free
interveniion in affatrs of .ou-tries' affairs.

othor free and independcnt

nations. (See aloo Itua lo. 17.)

(5) Willing to coniridute fuwnds t0  1.A.(5) GOES and INSATT will
the project or program. contribute substantial funds to the
project amounting to over $18.8 million.
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AID 1240-2 (1-69)

B.
th

(6) Makirg economie, soeial, 1. A. (6) E1 Salvador is making
and political reforsma guch as ciforts:to accomplish these
tax colleotion improvements and reforms. Progress is being made

changes in land tenure arrargemeniSin,recognition of the importante of
and making progrees toward respect jindividual freedom, initiative, and
for the rule of la, frecedom of  private enterprise, and frecdom of
expression and of the precs, and expression of the press exists.
recognizing the inrportcmc:e qf

individual freedom, initiativa,

and private enterprise.

(7) Adnering to the principles of 1, 4, (7) El Salvador is adhering to
the Act of Bogota and Charter of the principles of the Act of Bogotd
Punta del Este. and Charter of Punta del Este,

<r

(8) Atiempiing to ropairicte ecapital 1, 4. (S} EI Salvador has congigt-
invested in other couniries by 1 entiy followed policies that

own citiseny, ¢ncourage the repatriation of
capital invested in other countries

by its citizens.

<t

1]

(9) Otherutse responding o the viial 1 & 19y w1 Silvador is respond-
economte, political, and social . ing o tacue concerns and
concerns of iic people, and demonsiraiing cernonstrating a clear determi
a clear determinziion to taxe effeciiva nation to take effective self-
self-help measures. help measures as shown by
its recent increase in real
pProperiy taxes, and contribu-
; tions {rom its own resources
Are above facior: talen into qcco:mf:' wn towasd arricultural and educa-
¢ furnicning of e subject asststance? tional rclorm, and other
developrent projects,

—

¢ B. - The abov: factors have been
aken into account in the furnishing
of subject assistance.

ct

£
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Troatment of U.S. Citizenso

2. Fas B.620(c). If assistance is
to govornment, 18 the goverrment
liable as debtor or unconditional
guarantor on any debt to a U.S.
citiaon for goods or servioca
furnished or ordered where (a)
guch citizen has exharsted
available legal remedies and
(b) debt is not denied or
oontested by such goverrment?

8. FiA L.020(e)(1). If assivtance
18 to a gov\,.r'unc;..,, has 1%
(vnc7*'dzrg government cyeneics or

ubdun tong tax n ary cetion
wn ch hea tho effecet o nationgl-
tiing, capropriaving, or otnersiee
gsetring-ownsrahip or conirol of
property of U.S. clitizons or
entittes bencficially cwrned by
them without takirg stepl o
digcharge its oblmatio

toward cuch citizers or untitiea?

4. Apo. DU100,  IF covntry attempla
To erecue distinciions bocmuse
of their race or religion amnong
Americans in grariing nereond
or commereial Qooscs 0 OWLD
rignts otherwice wvatiaole to
U.S. cettisons generally, usat
steps (Wil be) (have becn
takcn during loan negotiations
to inyflucnce aelimination of such
diatinetionn?

UNCLASSIFIED
ANNEX A, Pa f2
oins 17O REE0 19

.

£, According to the best information
available, no such indebtedness is
owed to U. S. citizens.

3. El Salvador has not taken any
of the actions proscribed herein.

129

H 1

nat GOL ill not attempt to create
istinctions because of their race or
religion among Americans in granting
versonal or commercial access or
other rights otherwise available to

U. S. citizens generally., GOES does
not now so discriminate.

% It appears to be reasonably certain
NS

Cu c*
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1240-2 (1-69)

]

i1ts development? (Corgideration
of thesc points to be coordinated
wish PPC/MAS,)

rod

siae o .
Faa o GLE20(0) . ann.

110, How muern 18, GOES has not purchased and
spent by couniry auring current U.S. does not intend to purchase
Jtecal year Jor sopnisticated military sopnisticated military equipment.
cquipment purchased gince Janwary 1,
D08?  lay corrcgponding wrownt becn
deducted from currcinv OYE, o» 1o the
Wweapons purencse docormiacd by thne
Proaident o be imporians 1o ULS.
nartonul sceurity?  (Hesporuce o
/ e stong o Yo woordinagted
i IPC/l5)

PRITLT St Sy ey s e

wilderas

R I CadaL

20,

3 T PN T N . .

; Snfolmaeion and 19, Loan terms urc consistent

N : o recoonabierncss and with United S:ates and El Salvador
Logalite Dunder lews of covntry ard laws. The lending and rclending

Yoo ) o lending end relending torms

' -
LRE wodr,

terms arc considered reasonable
in comparison with other sources
of financing available.

ey e i) 20. The activity is concluded to be
SROT e OO e O o, cconomically and technically sound.
w's ccoromic and teennieal An application has been reccived
sowndnesa, I loan <o nol made pursuant fg- this loan which gives sufficient
20 ¢ multilateral plan, ard the arount  ihiormation and assurance that the
of whe locn esceeds $Iv0,000, has countly gunds will be used in an economical
sihidsred to A 0000 an cpplieation for 1y gnd technically sound manner,
cucn fwnds togeuicr wiin aqosurances Lo
indicave shat funds will be wsed in an
ccoromieally and tecnnically sound
manner.
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AID 1240-2 (1-69)

21,

necessary to carry out the csotctanee

FAA 8.251(b). Information and o1.
conclusion on capacity of the

It appears to be reasonably
i certain that El Salvador will be
cowntry to repay the loan, willing to, and has excellent

inoludirg resonableness of prospects of being able to repay
repayment prospects. the loan.

FAA 8.611(a) (1), Prior o sigaing o,
of toan will there be (a) ergineer-
g, financial, and other plenc

A reasonably Tirm estimate of
the cost to the United States has
been prepared, along with satis-

: . g factory financial plans.
and (D) a reacsonably firm estimate

of the cout to the U.S. of the

L4 ¥
assretarca?

A Fell(a (). I furiher 23. No legisletive action will be
legislative cetion < veciivad withiy required for accomplishment
ré;ipiant country, what o baziy for  of the purposes of the loan.
reasonavle expociation that such Lormal legislative approval of the
action will be compleied in tli.c to loan agreement will be required.

permii orderly cecomplisiment of
pwrpocaes of loan?

LC1I(e). IF loan i Fow cepiial 2L, The Mission Director has
vanee, wand all U.8. aueistcice  certified this compliance.

co project ncw cueceds $1 militon, hes

Mission Divecior ceriified the couniry's

., oo

capehility effeetively to maintain and

FaA 3.25100). Irformciion asd 25. Other Free World sources
concluston on availcbility of Financing of 'Tinancing are not interested in

From other froe-world sounees, irncluding Tinancing this project at satig-
private sources within the United States.Tactory terms and conditions.
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28,
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- P
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LLEMa), dzrtent to
wnich assistance reflects
cr)m*opm,atl, emphasts on; (a)
enconraging c’m)o?omrer 't of dem-

ocraii.c economic, ﬂonLcaZ, and
social insiivurions; (L) self-

nelp in meeting tine cowntry's

food reeds; (c) LMPIroOving ava" l-

ability of trained marpover +in

the cowntm; () p.ﬂon'x.u daesiyned

To meet ine country's nealin nceds,

or (¢) cticer ,."z.ror.m‘* wreas of

ccor"mic A ai';. coa:'al
developieni, including industry;

fr'c Lebor wnions, cooveratives,

and voZ‘m‘"m aneneles;

L2 u../_,

Y EPNUPE NP
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niondng o viblie adminiatrasi or;
Wb ;i:"";nrf"::'?::,' and modernination
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oFf ertotin 7
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Y LG T onro/een suzoeptiole
1
07 crmooutTmt a2 roapt ar ""“on G
L . -

profeez? IF so why 1o project wot
so executed?

(¥, formation and
SN lug LN Croaeute 'y relation-
srin Yo, wnd won Lovency widh,
otner development ceiivi .,qu, and
Tig ooy o roalinagdle

T
R A TV
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trlouie toward ac
v
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26.(a) The assistance will
contribute towards these
developments by providing

credit at reaconable terms and
conditions to private industry,

26. (b) Thio loan will have a
direct cifect on meeting the
couniry's food needs through
sub-loans to agro-industry.

26.(c) Tke assistance will
improve this ava ilability by
Providing mozxe jobs with on-the
job hamm" foxr industrial
worlkers.

«\d} This loan will have little
(:::.k. telloct on meeting the
couniryts hicalth needs.

25, (¢) The asuistance will con-

4 achicvement of

the couniry and regional goals to
devclcp private industry by helping
tc encourage new indugtrial

expoagion and improving planning
couwility.

27, Tae 31‘0_]¥c~ i5 not susceptible
ol execution as a vart of rcgional
p“ojc <.

ctivity is consistent with
the objectives of the Country
.stance srosram - Development
ci uun.ungj and IddustAy By
strengthening the financial re-
sources of I\fS .I'L it will con-
tribute to realizcable long-range
objectives :md stimulate umall

medium, and large industry.
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32, FAA B.00I(a). Information
and conclustons z.)h ther
Loan w717 encourage efforis
2F the cowntry to: (a)
~rcrw*."0 e flew of

intermational tm(’(,, (b)
Joster private initiative
and corpetition; (el
encouraze development and
wsec of coopemta,vw, ere
untons, and cavirgs and
Lo casoctations; (d)

discourage monopolistic

1t

A, f

practices; (c) lh.,) ove
rachnical oficlency of
industry, agrieoulture, and

commers; and () 6 m..r"*ncn
Tree labor untons.
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32. The loan will make a definite
end substantial contribution to
improve technlcal efficiency of
industry, sgriculture, and com-
merce through increasing private

enterprise and hence private institutions
and competition.

33, El Sclvacdor is not a newly
indcpeandent countiry.

«

S Inter-American Committee
on dlc, tlliance for Progress sub-
comrnitiee review of 1 Salvador's
development ciforis, held in
Vashington in December 1968,
vingled out {ive specific initiatives
us esuecially important, including

2 P
-~

4
the cotablishmaent of new incentives
fcx industrial production, M
5. Tuis loun is not directly
related to the development of
cooperatives.

[EN
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FAA §.209; §.261(5)(8).
Information cd coneclusion
whether assistance will
encourcge regional development
programs, ancd contribute to the
gconomie and political

)

integration of Latin fmerica,

. . . -
Loan's Efvct on U.5. and A.1.C0

Progran
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36. Through INSATFI's collaboration
with CABEI and liaison with other
development banks in the CACM,

this' assistance will contribute to these

objectives.

37. 'The loan will have no adverge

cffect on the U. S. ecconomy. U.S.
comrnoditics and assistance will be
nrocured by loan funds so as to aid
the U. S. balarce of payments.

0

nrousiTicl en

ya.

seuics, expand

S. Iacome reswliting from newly
e¢d, and modernized
terprises will create a

Cemand for additionul U. S. imports to

o )

i SLaVELOoT An
e el PR |
G R 1vaoe rad

sexrvices of U

courage the use
channcis and the
private enterprise.
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39.

40,

2<9

3

FAA 5.601(d). If a capital

project, arc craineerirg

end profcssional services of
U.S. firms and their affil-
iates wsed vo iho meximen
CLTENT Cconsistont With the
national intercse?

A4 8.602.  Informaiion and
conclus<or victher U.5. amull

businese will parti < 2te

equitably <n irc Ffunishing of

goods and services
the loarn.

inanee by

. v p va e
R cLolo(nt, LLL Lrie Loan
PrOmMCLe Or (Loeal e quc"gn
. : i
atd projecis or aevivitics o]

i
WRTSE=ELos cowntries?

tne Comr

QOSLoT@iee
loam Ly
Saley (2%
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EParede,
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39. Up to $300,000 of loan funds will
be used to procure enginezring and
professional services of U.S. firms.

0. o direct procurement ol goods

is contemplated by Borrower under the
loan. Technical services will be
Tinanced as noted in item 39.

Recipients of sub-loans will be re-
wiired to comply with U.S. small business
requirenents.

L. This Scetion will be complied
witn. The loen agreement will pre-

clude such use of this assistance.

Technical assistance will be
contracted from U.S. private
individual and firms.

gzonal crid sorviees foom
concract
Solen of otner

R

. S - P N -
'L?ZTO;‘I'C( LD L COr 2 0 lon on

peys ee ; 4 7'-
Whotiiar o, Ol J
suiuable, e oo

private onve.
avatlellc we

witn domcsvic LIS,

Lo utilized,

Crhows uﬁduc.intcrfarence

14
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43, Fah 5.255(c). Total amount of mongy
wunaer loan wrt w' <o noing divectly
to p.ivatc cnturpr~ ﬂ, is goirg to
intermediate c“ca‘t Sittutions
or other Horrovers Joﬂ use by prie

vate entc: ‘rzsc, 15 beiny used to
Jinance < "pOW*O Jran private sources,

or is otherwise being used to
finance procurcments from private
sowrces.

-

PO PN
LOgn o

Reaquivremerty
PR S b AR

L e .
S, Fa o =00010d),  Ts interect rate
fad . - o S P o 4
\,\f LOI QL Laoasl Lo Z')L}P naniam

during arace peviod and at least

I R T o4 ’I/
S LET GRRWT T cay Foer

.
Ivformation on

.
e N opnn Jer)
RS OLCLEVET .

L3N
el
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MeLsUres

LS. Goverrmens SXCC
vronersy tn Licw of the

;
¢ 0
" - Pt A,
ment o now Ltand.

w0 be caken vo ubilize
persoral
Drocure-

Fid 5,604(4): Anm. B.200, WLl
) % orocurenent financed
bm.h From U.S. except

wise devermined by the

w\
(=5
-
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k3. This loan is being made
directly to an intermediate credit
institution for sub-loans to the
vrivate sector and for techniecal
services vo Borrower from U.S.
private sector.

L, Yes.

L5. fThe loan agreement will re-
qulre consideration of such
utili

ir
iiization.,

L6. Equipment financed under the
1oan shall have its source and
origin in wnd be procured in the
United Stgvec, materials and
services finmanced wnder the loan
shall have thelr source and
origin in and be procured from
the United States or Central
American Common Market countries.
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47, FiA 8.604(b). What previgion is 47. No bulk commodity pur-

"—YT—'_——-— - e . .

made to prevent financirg commodity chases arec contemplated.
procurement in bulk at prices higher

than adjusted U.S. market »rice?

d _;_. e nost country 48. GOZS will comply. The loar
S st U.S. marine agreement will so provide.
surarce corrpc.r..,w, will loun agree-
require thaut marine insurance
la '.;c." in tne U.S. on comnodiiics
financed by tre loan?

49. No such procurement will be

43,
made undex this loan.

50, This 3roject is not a water
or watcer-xclated land resource
construction project,

P Sy e [ -~

LTl GG e WLl Llg DUoeequres er
B T N iy D‘”"idert
To9Tn .»7. [ O S I N O A I 2 43 Sy e A C ¢} [
B N A SRy o

QALCL vl cwy, .A.IJUA-"

Jor 51, No coaastruction contracts
! will be financed uander this loan,

LREGnCed,
.

DLl e made that

N 4

Toon Loelm netiEive
wlnen catent practieable?

Tl Ama v AT

16
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52, FAA 8.€20(q). What provision 18 52
wiere agzainst uge of subject
asgistance to compengate owners
for expropriated or nationalized

No loan funds will be used fo:
these purposes. The loan agree-
ment will preclude such use of
loan funds.

-

property?

53, FAA S,012(1L); $.0i6(n). Desecribe o - . o

. St U A‘.,u g Ve L . o 5_,). GO-&JS .w111 COﬂt“lbL e

ls Brote) I 4 ‘qune that -~ En
stepa taren to a.mlu.f‘7 Gv, S Luu-uanua;ly alil of the local coagta
O L T T T Ny sgible e wne ;
maLingn u:.:.yu).u 1% utn? ¢, v £ of th(_ pIOJCCt Thc‘c are no U s.
g conTriout

iry local cwrrenceies Lo
meet the cost of 'or'“;r"'c“"*'a7 aend
otner scrviccs, and jo 'm.‘,n currernctes
owned by tne U.S. are utilized to
meet tne cost of convractual and other

cwned foreign currencics available
ior the project..

~ 54, No such muyments will be made

= ~:rr_/ 0P oma"" under this loan.
via tu o e

N o R ] ”
. ADD. Tl Con Jhuuruu\/ vith . o~
58 oy — , m 53, To the extent that they may
regiaraments Jor securily ) 0
iy -5 eioinan cc applicable, tnese requirements
oree o Ul itizen C . -
croarance o . CvF will be met.

contraci versonnce.

&
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5

7. .

58,

CER

<]

50,

Avp, 2,112, If loam is for
eapital project, ia there
proviston for A.I.D, approval
of uall contractors and contract
termg?

Will ary loan
d to 2ay Udie

©
X
S

. - " Al
Azl CLIIEL Complianeo wich
L teoal .
regulavions on o J.A/J”/w". oy
U S on T v g 5T
e QNG o220 s [EFANTOT IO AT _,OI’
o) 1o 7 A - ; S, :
Funds obligated ofter
aprtl 80, 1004 (Regulavion 7).,

. v e , Ca as
Sedbe JLUC T ORI Ny Loon ’TVO.{...‘J'
Lu woCa Lo L2 L vof,g"
term loase, o;f Gl ye 07 motor
T ! )
VONLCLC MG we Lo outsine the
Prm i ] e, .. oy e ey s b
Inited ::\;v.,u, or sy Juavanty of
gl e ” P
SUC & Tl \A'nuC\.uu‘/U’
N 3 s ’ .Y 7ea
DD el ., [T “‘"‘;f’ ~SQrn J WNRGE
Fa AR A B P . 7
ve wsed o /.-A/L.'.Jw;/ or propaganda

Jeoe n0T quthorized

u.wto"'w Wit in

18

56.
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All Borrower-contractors
-nd the terms of the contracts
will be approved by USAID.

57. The loan agreement will pre-
clude such use of funds.

53. The loan agrcement will
reflect this requirement.

59. Loan funds will not be used
1¢ waance noa-U. 8. manufactured
motor vehicles.  The loan agree-
ment wilil nreclude such use of

- L .
lgan funds.

~

4
Vi,

Loan fuiids will not be used
{01 publicily or propaganda
purposces within the United States.
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61.

FAA 8. 620 (). If construction

of productive caterprise, will

aggregate value of assistance

to be furnisiied by U. S. excecd
$100 million?

UNCLASSIFIED
ANNEX A, Page 19 of 20
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61. Aggregate valuc of assistance
tc be furaished by United States
v will not excced $100 raillion.
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BIODATA: ING, GALRIEL 1'ONs
PRESIDLNT, INLASL

Date af birth;
Place of birth:
Civil Status:

Nationulity;

[y N i) Y, e
aguel 21, 19u

e

*
Sanb Miguel, X1 Salvador
slarried

21 Sulvadoran

Acdemic Bacikground:

\ Se ATy
a} Sccondary:

b} University:

—
3

Cuatholic Institute of the East,

YTiachelor in Science and Letters
(1931-39;
Jadversivy ol Ll Salviaor, Doctor

V
R N T R R N S o
1 UiVai .._AAA&JAAAL:L:A‘A.‘AL,’ ’\»A‘)‘xu-‘i‘;‘
P R IR - )
Colomibia University, New York
7 ]
L D I R TS ST
.‘L\rku‘.hlc; GioLCaieiice aa .LJAu,Ah.AAAt and
T D e T
Housin ,, Scuool of Avcalteciure
ond

(+950-52;

B U S VU e [
J_';ll:A}Ju“,“AALLATL L,u.&\'(,‘.«.‘biL}’, Ue 1Ne »
N ST A SR T PN Ty
sScavcol ol oo o Donginecriag,

e e 0 N e e . La ! AR
Ol)U.uLAOAlLJ Aedilaoeliient -‘190.})

¢} Special Studies: Alexander Muwmilton Institute,

d) Travel Studics:

Busincss Adminisiration {1943-49)
iaternutional Labvor Oiffice, Courses
in Personncl, Modern Administration

m

Techaiques, Progrormmning,

Ingland, France, Norway, Sweden,
Denmark, Wcest Germany, Holland,
Studics oi posi-war housing problems

(1951)

Puerto Rico and Nicaragua.
Obscrvation of self-help housing
projects (1960)

UNCLASSIFIED



6.

7.

Languages:

UNCLASSIFIED
ANNEX B, Page 3o0f 4
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Spain, France, Belgium, England.
Study or ofricial policics of pruductivit

L cial d P
promotion (1961)

Switzerluand, Dcmnarlc, Hollana, and
Scotland, Study of methods Lo promote
small business and industry ( 1965)

Spanicha
Enrr.‘ }
French

Technical and Administrative Positions:

President of INSATI (1969)

- Chicf, Inirasiructure Departiment,
Ccrtra* Amcrican Zconornic Integration

-iat Geaceral, Guatemala,

[}

- Mcember oi Division foxr Development

for Maanndgemueant Personnel, Iaternational
Labor OL.Ll\.\/, Geneva, Switzerland,
(1962-63)

GCLS Productivity Center,

Techrnical Consultant to the Presidency

or 12l Salvador

(1956-00)

-Chicf of Urban Duvelopment Department,
Deputy Dircctor and Director of Urban
Development Division, Ministry of Public
Worlks, GOES (1954-58]

- Municipal Enginecer, City of San Miguel
(1952- 54\

- Brldrve Design Engineer, Dcnartment of
Public Roads, Mmlstry of Public Works

(1947)
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- Maintenance Engineer,
International Railways of
Central America (1946)

Advisory Positions:

-Membezr of Board of Governors,
University of E1 Salvador (1951-52)

-Membez of Board, Institute of
Urban FHousing (1954-58)

-Member of Boaxrd, Rural Coloniza~
tion Institute (1958-01)

Acedemic Positions: -Proiessor of Physics, School of
Engineering, University of El
Salvador (1948-50}



El salvador®s Balance of Payments, 1962-1967
(In millions of U. S. Dollar cquivalents)

1961 1962 1963 1964 1965 1966 1967
A. Balance of Goods and Services - 2.6 - 1.7 - 17.3 - 32,1 - 2600 - 48.4 - 35.3
l.a. Exports, L o.b, 118.8 136.9 150.2  175.5 190.0 189.8  207.9
b. Impozxts, {.o0.b. - 98,1 -113,.4 -137,6 -173.7 -183,8 -200.9 204. 9
Trade Balance 20. 7 25. 5 12.6 1.8 + 6.2 - 11.1 3.0
2, Nonmuonctzry gold - 0.8 - 01 - 0.5 - 0.7 - 0.6 - 0.5 - 0.6
3. Freight and insurance - 1006 - 11,4 - 14,2 - 17.4 - 18,0 - 19,0 - 19,0
4, Other transportation - 1,0 - 1,5 - 0.6 - 0.5 - 14 - 1.6 - 2,1
S Travel - 4,9 - 6,0 - 6.5 - 7.2 - 8.2 - 8,6 - 5,8
6. Investment income - 41 - 51 - 5,8 - 6.3 - 7.7 - 1.6 - 8.5
7. Government, n.i, c. - L2 - 1,4 - 1.3 - 1,8 - 1,1 - 1,2 - 0.0
8. Other services 4+ 0.3 - 0.2 0.8 1,5 4,8 1,2 - 1,4
Net Scrvices - 22.3 - 25.7 - 32.6 - 32,4 - 32.2 - 37.3 - 38.3
B. Transfer Paynuénts 2.2 4,2 7.2 8.8 13.3 10. 5 11, 8
9. Private 0.6 1,7 3.7 4.6 9.7 7.3 n. a.
10. Official (Central Government} 1.6 2.5 3.5 4.2 3.6 3.2 n. a.
C. Capital and Mondary Gold (Net) 11. 2 8.1 24, 6 31.9 23. 4 28, 6 27. 8
11, Private direct investime t; 3.6 7.2 6.5 10. 7 9.1 18, 4 18,5
12. Other private long-term
13, Other private short-term’ 7.9 0.3 9.7 14,1 2.8 - 3.3 - 0.6
14, Official Jong-term - 0.3 0.6 8. 4 7.1 11, 5 13.5 9.2
.15, Official short-term - 0. 6
D, Errors and Omissions (Net) 17.5 - 4,9 - 0.6 - 45 - 1,2 1,4 - 4.3
6.6 5.7 14,1 4,1 9.5 - 10.6 - 1.8
E. C(har§es in International Rescrves - 0.9 - 6.5 - 14,9 - 3.0 -10.6 + 1.4 + 2.7
Net
F. Other Foreign Balances (Net) + 7.5 4+ 0.8 + 0.3 - 1,1 - 1,1 - 0.8 - 0.9
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INSAF¥I

STATEMENT OF OPERATIONS,

1962-1968

(IN U.S. DOLLAR EQUIVALENTS])

1962 1963 1964 1965 1966 1967 1968
INCOME
Interest on loans 251 299 428 624 790 973 1,175
Interest on bank deposits 32 18 16 2 4 4 9
Dividends from equity holdings 7 - - - - 10 200
Loan proccssing fecs 12 23 47 54 25 52 32
Other incomme 3 2 8 8 11 18 33
Total Income 305 342 493 688 830 1, 057 1, 449
EXPENDITURES
Operating expenscs 300 347 445 536 629 671 723
Depreciation 7 10 11 12 13 16 20
"~ Interest on bonds -- -- -- -- - 31 56
Intercst on borrowings 12 102 153 246 320 383 506
Other expenditurcs -- -- -- - - - - 32 12
Total Expenditures 319 459 609 794 962 1,133 1,317
NET OPERATING PROFIT
OR LOSS (1) (14)  (117) (116)  (106) (132)  (76) (132}

(1) Net operating losses have been offset by GOES subsidies for administrative expenses

during 1962-1967. (See Annex D-4.)
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INSAFI
PROJECTED STATEMENT OF OPLERATIONS, 1969-1977
(In 000%s of U.S. Dollar Equivalents)
Income 1969 1970 1971 1972 1973 1974 1975 1976 1977
Interest on loans 1492.8 1698.0 1887.6 2056.8 2215.6 2379.2 2572.0 2684.8 2816.0
Interest on Bank Deposits 15.0 15.0 15.0 15.0 18.0 18.0 18.0 18.0 18.0
Dividends from equity
holdings 85.0 85.0 85.0 85.0 102.0 102.0 102.0 102.0 102.0
Other Income 40. 0 40. 0 40. 0 40. 0 40. 0 40. 0 40. 0 40.0 60. 0"
Total Income 1632, 8 1838,C 2027.6 2196.8 2375.6 2539.2 2732.0 2844,8 2996.0
Expenditures
Operationa] Expenses 860.0 920.0 9600.0 960. 0 980. 0 984. 0 984, 0 984. 0 987. 2
Depreciation 16,0 16. 0 16. 0 16. 0 16, 0 16. 0 16,0 16,0 16. 0
Interest on Borrowings:
Interest on Bonds 56. 0 80. 0 80. 0 €0. 0 80. 0 80. 0 80. 0 80. 0 100. 0
Interest paid to Central H> o
Rank M2 2
Ceniral Bank Develop- E% Q
ment Fund 2. 4 3,2 3.2 3,6 4.0 4.0 4.0 4.0 a0t L
IDB Loans 169. 2 130. 0 126, 4 122. 8 118, 4 114, 8 200, 0 280. 0 340. 0 By t
First National City [ =
Bank Loans 192, 0 192, 0 188, 0 184.0 172.0 172.0 168. 0 164. 0 184,0 =
Eximbank Loans 0.6 0.5 0. 4 0. 4 0. 4 0. 4 0.3 0.3 0.39% g
Interest Paid to Foreign % ‘:\,
Agencies —
AID Loan 519-1.-005 135,0 135, 0 135, 0 135, 0 135, 0 126. 7 113.8 101, 0 88.10
CABEI Loan 3.7 4,8 4.0 3.3 2.6 1.9 1.2 0.4 -l
Proposed AID Loan 72. 0 120. 0 120. 0 1223.0 120. 0 120. 0 120.0 162, 1 195, 4 e
Other Expenditures (1) 40. 0 40. 0 40,0 40.0 40. 0 40, 0 40. 0 40. 0 40, 0
Total Expenditures 1546,8 1641,8 1673.1 16650 1668.0 1659,7 1727,0 1831,8 1955, 0
Net Operating Profit 85.9 196, 5 354, 5 531, 7 707. 2 879.5 1004, 7 1013.2 1041, 0

NOTE: (1) Other expenditures includes technical assistance to artisans and other technical activities.




INSTITUTO SALVADORENO DE FOMENTO INDUSTRIAL (INSAFI)

ASSETS

Cash and bank deposits
Loans receivable
Investments (equity}
Interest rececivable
Furniture and {ixtures
QOther assets

Deferred assets

Total Assets

LIABILITIES

1. Interest Payable

‘2. Debts in national
currency

3. Debts in foreign
currency:
a}) A.ILD. Loan 519-

1.-005

b) Other foreign debts

4, Bonds outstanding
5. Other liabilitics

Total Liabilities
v. Capital and reserves

Total Liabilities and
Capital

Comparative Balance Sheets, 1962-1968

(In"1,000 U. S. Dollar Equivalents)

1962 1963 1964 1965 1966 1967 1968
398 449 234 57 155 299 299
4,220 4,811 7,090 9,284 11,845 14,207 15,804
306 316 6006 737 1,187 1,187 1,387
88 82 104 144 163 188 142

60 69 78 80 90 103 101

6 3 1 5] 21 30 160

3 18 27 22 35 107 70
5,081 5,748 8,140 10,376 13,496 16,112 17,963
49 43 43 45 104 138 164
1,825 1,790 3,393 4,730 5,764 4,856 3,952
-- - 167 366 2,025 3,177 4,424
- -- -- -- -- 784 1,942
-- - -- -- - 800 800
26 101 124 182 229 252 271
1,900 1,934 3,727 5,323 8,123 10,007 11,553
3,181 3,813 4,413 5,053 5373 6,105 6,410
5,081 5,747 8,140 10,376 13,496 16,112 17,963
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USE OF EXTERNAL AND INTERNAL CREDITS BY INSAFI,

1961-1967

SOURCES OF CREDIT

EXIMBANK
Credit granted
Drawings
. Repayments
Balances outstanding

IDB (Global line of Credit)
Credits granted
Drawings
Repayments
Balances outstanding

A.L D,
Credits granted
Drawings
Repayments
Balances outstanding

IDB (Direct lines of Credit}
Credits granted
Drawings
Repayments
Balances outstanding

CABEI
Credits granted
Drawings
Repayments
Balances outstanding

(In $1, 000 Equivalents)

1961 1962 1963 1964 1965 1966 1967 TOTAL
2,000 120 140 - - -- - 2, 260
2,000 - 225 30 -- - - 2, 255
-- 174 383 439 463 488 285 2,233
2, 000 1,826 1,668 1,258 795 307 22 22
- - 783 738 515 78 138 2,252
- - 122 529 973 473 313 2, 410
- - - 36 152 253 434 876
—- - 122 616 1,436 1,656 1, 534 1, 534
. . - 1,203 2,046 918 133 4, 3ooy
- - - 167 598 1,371 2,141 4,277
_— - - 167 166 2,136 4,277 4,277
- - - - - - 1,288 1, 288
. — — - - - 652 652
- .- - - - - 652 652
- - -- -- - - 634 634
- - - - - - 132 132
- - - - - - 132 132
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USE OF EXTERNAL AND INTERNAL CREDITS BY INSAFI, 1961-1967

(In $1, 000 Equivalents)

SOURCES OF CREDIT 1961 1962

FIRST NATIONAL CITY BANK
Credits granted - -
Drawings - -
Repayments - -
Balances outstanding - -

CENTRAL RESERVE BANK
a) Rediscounts:
Credits granted - -
Drawings - -
Repayments - - -
Balances outstanding - -

b) Development Fund:
Credits granted - -
Drawings - -
Repayments - -
Balances outstanding - -

y Excluding $200, 000 for technical services.

UNCLASSIFIED

1963 1964 1965 1966 1967 TOTAL

1,080 789 758 233 1,164 4,025
- 1, 680 522 574 844 3,620
_ 161 362 514 680 1,717
, 1,519 1,679 1,739 1,904 1,904
- - 420 1,200 164 1,784
- - 420 1,040 134 1,594
- - - 420 1,062 1,482
- - 420 1,040 112 112
- - - - 280 280
_ - - - 185 185

- - - - - - %

- - ] - 185 185 Ef:é:

— =

Total 8,817 '@:E
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INSATI

PROJECTED CASH FLOW, 1968-1977

(In 000°s of U. S. Dollar Equivalents)

CASH RECEIVED FROM 1968 1969 1970 1971 1972 1973 1974 1975 1976 1977
Net profit 39,8 85.9 196.5 354,5 531.7 707.2 879.5 1004.7 1013.2 1041.0
Depreciation 16.0 16. 0 16.0 16.0 16.0 16.0 16.0 16. 0 16.0 16.0
Loan repayment from 3279.7 3331.1 3740.4 +120.4 4446.0 4782.0 5127.2 5452. 6 5730.0 5997.2

borrowers :

Net operation from Accts.

0 120.0 120.0 100.0 100.0

0 1200.0 - 1200. 0 400.0

80.0

0 1200.0 1400,0 1600.0 1600.0 1800.0 1200. 0 1400.0 1400.0

0 800.0 600.0 400.0 800.0

0 400.0 - - -
- 800. 0 - 400. 0

o - - -- -

0 8.0 8.0 8.0 12.0 12.0 12, 0 14,0

800. 0

14,0

560.0 600,0 200.0 400.0

>ayable and Accts. receivable 100. G 120.0 100.0 100.0 100.
SOES contribution for operat-
ing capital revolving fund 400, 0 400.0 400.0 400.0 400.0 - -
INSAFI bonds 8o 0 - 400.0 800.0 800.
Drawdowns from local loans:
Central Bank rediscounts 600.0 120C.
Central Bank Develop®t
Fund 186. 6 400.0 40G.0 600.0 800.
IDB loans 1680, 0 400. 0 - 400, 0 400.
First Nat?l, City Bank 99.0 320.0 - - -
From Forcign Lenders:
AID Loan 519-1.-005 140, 4 - - - -
CABEl 440. 0 320. 0 400.0 - 40C,
Proposed A.L D. loan - 1800. 0 2000.0 1800.0 -
Other 6. 0 8.
‘rotal cash received 7787.2 8401, 0 8860.9 9998.
CASH DISBURSED FOR
Loans and investments 6000. 0 6000.0 A800.0 7600.
Bond amortization 200.0 600.0 - 240. 0 -
To Central Bank -
Central Bank rediscounts 600.0 1200.0 1200. 0 1400

9 9501.7 9637.2 9354.7 9384, 7 9873.2 9348. 2

0 7200.0 7080.0 6600,0 7000.0 7200,0 74C0.0

.0 1600.0 1200.0 1200.0 1200.0 800.0 800.0
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ANNEX D
Exhibit 5
INSAFI
PROJECTED CASH FLOW, 1968-1977
(In 000% of U.S. Dollar Equivalents)
1968 1969 1970 1971 1972 1973 1974 1975 1976 1977
Central Bank Develop®t 7.12 8.0 11.2 11.2 10.0 10.0 8.0 8.0 7.8 7.8
IDB Loan 29. 4 32.2 120.0 120.0 120.0 120.0 120.0 120.0 120.0 120.0
First National City Bank 662, 8 480.0 480.0 480.0 400.0 344.0 320.0 280.0 240.0 200.0

To Foreign Lenders -
AID Loan 519-1-005 - -

- - - - . 290.3 290.3 290.3 290.3
CABEI - - 142, 9 142,9 142.9 142,9

142, 9 142,9 142,9 142.9
Proposed A.I D. Loan - - - - - - Il - 333.4 333.4
.Other 21, 4 21,4 21,4 21. 4 - - - - - -
Total Cash Disbursed 7520.7 8341.6 8775.5 9935.5 9416.9 9432.9 9241.2 9241. 2 9534.4 9294. 4
]
Annual Cash Surplus 266. 5 59.4 85,4 63.4 84,8 204.3 113,5 143,5 338.8 53, 8%
Cash Balance - Beginning of year 288,56 266, 6 59.4 85.4 63,4 84,8 204.3.113,5 143.5 338, 8:.*:
Cash Balance - End of year 266, 6 59.4 85.4 63.4 84,8 204.3 113,5 143,5  338.8 53,8
Increase or Decrease in Cash -22,0 -207.2 + 26,0 - 22.0 + 21.4 +119,5 - 90.8 + 30.0 +195.3 -285, 0"
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INSAF1’s INVESTMENT PLANS, 1968-1972
(In $1, 000 equivalents)

NATURE OF PROJECT INVESTMENT
Working Jobs
Land Buildings Machinery Capital Total Created
Polyvinyl chloride compounds 78 100 1,474 852 2, 504 43
Castor oil 5 28 29 220 281 19
Steroids of barbasco 8 22 60 130 220 30
Menitol 8 22 50 50 130 30
Ethylene n, a. n. a. n. a. 200 2,975 n. a.
Polyethylene and compounds n. a. n. a. n. a. 1,200 7, 200 n. a.
Gases¥* - - 5 9 14 -7
Sulphur refining n. a. n. a. 700 n. a. 1, 000 © n. a.
Canned pineapple 14 22 182 260 478 19
Soybean oil and cake 4 29 225 288 546 18
Poplins and stamped textiles 40 726 2,816 1,020 4, 599 403
Woments clothing 3 21 31 241 296 35
Sheets and tablecloths 26 448 775 312 1, 561 200
Handkerchiefs 9 149 557 179 894 70
Kenaf fiber 10 5 85 6 96 28
Iron and stcel shapes, forms, b
wire, rails, laminates, etc. ® 15 16 200 74 305 266 5
Wire mesh 12 60 160 46 278 16 E Z
Lanterns and batterics 8 40 70 35 153 63 WE
Ceramic sanitaryware 111 609 861 222 1, 804 183 3 5
Hydrated lime 10 40 200 80 330 42 o
Sugar canc bagasse wallboard 8 92 1, 450 200 1,750 65 o]
Steel laminates 50 950 3, 000 3, 000 7, 000 37 oo
Shipbuilding and repairing 113 810 1,117 500 2,600 200 % %
Total 531 4,190 14,107 9, 124 37,014 1,174 o 2
N

* Expansion of existing plant.
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LOAN AUTHORIZATION (DRATFT)

Provided FFROM: Alliance for Progress Loan Funds
EL SALVADOR: Instituto Salvadoreciio de Fomento
Industrial (INSATI)

Pursuant to the audhority vested in the Deputy U. S.
Coordinator, Alliance for Progress, Agency for International
Development (MA. L D, ") by the Forcign Assistance Act of 1961,
amended, and the delegations of authority issued thercunder, I
hereby authorize the establishment of a loan pursuant to Part ],
Chapteyr 2, Title VI, Alliance for Progress, of said Act, to the
mslituto Saivadoresio de Fomento Industrial ("INSAFIM) of not
to excecd four million cight hundred thousand United States
dollars 754, 500, 000) to asdl st in {inancing subloans by INSATI
for the covation wied vapinsion of productive enterprisce in
121 Ssalvador. Up to 5300, 000 of the loan raay be uscd to finance
techoncal aunintonce o the Jorrower.  This loan shall be

subject 1o the Soliowiog termis and condltionss

(4) Dorrower sacdl cepay e loan to As L D, in United
Shotes Guoaecs watnda bweaty=live (25] years trom the

’
didle ol tae sirat cisburcensent under the ioan, including

phidl pay o G de Do dn Unidted States doliars on the
disbursed valaace of the loan iaterest at tie rate of

2 25 PN e e yiitas
ilive G, v oen TS a1,

(b) The Govemunent ol B Sidvioos ov the Ceniral Reserve
Pants ol o Gdvedor (MGuiarieaor™, shall guarantee the
Payeoenl uiLalerent wnd sopayiient of principal under
e Yo i caca e s the Guiranior makes the

. . . 1 LR I <y
cluciaog ARSI I to de Oy Lelove,

(¢} Iipoior oo wate wnowhidel the Drstinlerest payment
Pno Gl e Cuediaidos oo clects, boerower shall fulfill
ite doiiar obliowtion under the loan by paying to the
Guarantosr in tue currency of 1l Salvador the equivalent,
at the Linncs cadled for in'the Loan Agreement, of the

UNCLASSIFIED
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amounts payable under 1, (a) above, determined at
the rates of exchange prevailing on the dates of
disbursement, and in the event of such election
the Guarantor shall become the primary obligor
and shall pay to A. L D.: '

(1)

Interest in United States dollars on the disbursed
balance of the loan at the rate of two percent (2%}
per annum during a grace period of not to exceed
ten (10} years (Guarantor Grace Period"} and
three percent (3%) per annum thereafter.,

(ii)}  Principal in United States dollars within forty (40)

years including the Guarantor Grace Period.

Other Terms and Conditions

(a)

(b)

(c)

(dj

All goods and services financed under the loan shall
have their source and origin in the United States of
America, or the Central American Common Market
countrics. Shipping financed under the loan shall be
procurcd from the United States and marine insurance
financed under the loan shall be placed in the United
States with a company authorized to do a marine
insurance business in any State of the United States.

United States dollars utilized under the loan to finance
local currency costs shall be made available to
Borrower or its designee through Special Letter of
Credit procedures and shall be used only for procure-~
ment in the United States.

Prior to the first disbursement under the loan, the
Government of El Salvador shall provide for additionality
incentives in a manner satisfactory to A.L D.

The loan shall be subject to such other terms and
conditions as A.L D. may deem advisable,

Deputy U.S. Coordinator

Date
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