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MIEMORANDUM FOR THE DEVELOPMENT LOAN COMMITTEE
SUBJECT: Colombia - Banco de la Republica {Private Investment Fund)

Attvached are revised pages to be inserted in {he losan paper
for this project.

The recommendations for authorization of a loan in an amount
not to exceed $l0,000,000 to the Banco de la Republica to assist in
financing +tihe costs of sub-loans by the Private Investment Fund (PIF)
for industrial, commercial and agricultural projects, and to assist
in financing the United States dollar costs of technical assistance
rendered in connection with the loan.were discussed by the Development
Loan Staff Cormittee at its meeting on June 8, 1964. These revisions
were made in accordance with the discussion at that meeting.

A telephore poll was concluded on June 10, 1964 to secure
the advice of the Development Loan Committee on this proposal,

Helen E. Nelson
Secretary
Development Loan Committee

Attachments: (Revised)
Summary and Recommendations , )
Project Analysis, pp 3, 13, 27, 34, LL-L5, L7.48
Ammex I, p §

Draft Loan Authorization, ANNEX IIT

Previously Distributed:
Summary and Recommendations
ProjJect Analysis
Annexes I-III
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COLOMBIA - BANCO DE LA REPUBLICA
(PRIVATE INVESTMENT FUND)

SUMMARY AND RECOMMENDATIONS

Borrower: Banco de la Republica, the Central Bank of Colombia
which administers a Private Investment Fund (PIF) created in
February 1963, as a result of recommendations by the IBRD and
Panel of Nine, to  provide long-term financing to the private
sector with special emphasis on the expansion of export
production. PIF resources consist of the peso proceeds of
ATD program loans as well as external credits designed to
finance projects presented by the ultimate borrowers to the
commercial banks and investment corporations (financieras).

Amount:; Up to $10 milliorn for procurement of goods and services
in the U.S.

Total Cost of Project: Proposed loan complements the equivalent
of $30 million in pesos already allocated to PIF from AID's 1963
program loan, the equivalent of another $15 million in pesos to
be made available from AID's 1964 program loan, a $3 million IDB
loan end $1.4 million credit from the Netherlands as well as con-
tributions of at least 30% of the cost of individual projects by
the ultiwate borrowers and/or the intermediate credit institutions.
In addition, a $10 million IERD loan to the PIF for exclusive use
by the financieras is under discussion and other credits from
European countries and Japan are being sought. The total cost

of projects to be partly financed by the PIF is likely to

exceed the equivalent of $60 million a year during the next two
years when the proposed loan 1s to be disbursed.

Background: During its first year of operation, the PIF has
proved a very effective mechanism for channeling the peso
counterpart of external credits into long-term financing of the
private sector. By April 30, 1964, the Banco de la Republica's
(BOR) Board of Directors had approved TO loans with a total
amount of 327.9 million pesos (equivalent to approximately $36.9
million) for projects presented by the commercial banks and
financieras on behalf of the ultimate borrowers.

UNCLASSTFIED



- 11 - Revised June 15, 1964

The PIF is being operated subject to policies and procedures
which assure a measure of "appraisal” banking on the part of
the intermediate institutions in anelyzing, approving and
monitoring sub-loans. (See Resolution: 11 - Annex II).

The BORywith its experienced staff and unique knowledge of the
credit-worthiness of virtually all potential borrowers, studies
closely the proposed sub-loans to assure that only high
priority projects, in *the areas of export production, import
substitution and the elimination of ‘bottlenecks to development
.are, financed and that projecis are executed effectively.

PIF resources have thus far been made gvailable to the
intermediate credit institutions at 4% interest and relent to
the ultimate borrowers at interest rates of from 8-10% per

year at varying maturities of from 3-10 years. The intermediate
institutions assumdl the credit risks of sub-loans.

In the light of PIF's operatlons to date, there is every

indication that it will be able to use effectively in the

- future an increesing volume of both foreign exchange and peso
" reaources. However, apart from relatively small loans from
the Inter-American Bank and the Netherlands, it has not yet
attracted foreige exchange resources to complement the peso
proceads from AID's program loans. Avallable evidence
suggests that a smell portion of the peso proceeds made
available to the PIF thus far is belng uwsed by PIF borrowers
to buy foreign exchange to ecquire third country goods and
services abroad which is clearly undesirable both from the

" point of view of the U.S. balance of payments situation and
the U.S. commercial position in Colombia. At the same time,
it is apparent that wany borrowers from the PIF are financing
the foreign exchange component of their projects by having
recourse to suppliers' credits, which are very short term and
carry no grace period; the excessive use of such short-term
credits constitutes one of the most serious aspects of
Colombia's present balance of payments situation.

In the light of the these facts, USAID together with AID/W
staff members/has reviewed the Fund's policies and operating
procedures with the Colombian authorities. As a result of
these discusslons, & number of understandingsconcerning future
PIF policies have been reached. Among the most significant
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of these understandings is agragmentothataikiaené “tutard peso
mroceeds of AID program loans made available to the PIF ere
to be used only for local costs financing, while the foreign
exchange portion of PIF projects is to be finesnced :
increesingly by foreign exchenge oredits specifically
designed for this purpose, such as the proposed loan and
that peso loand are tc be denied borrowers that propose to
utilize foreigr suppliers' credits on unsuitable terms.

(See Section IV.C)

Déscriptionlof Project: The proposed loan is designed to
cover part or all cf the foreign exchange cecst of high
pricrity projects Ffinanced by the Private Investment Fund
through its operatipg arms: i.e. the commercial banks and
financieras. The money will he reloaned in accordance with
the policies and procedwres set forth in Resolution 11 of

the Bank of the Republic {See Axncx II) and the understandings
coreerning these matters reached betveen the Colombian

authorities and AID. (See Section IV}

Bub-loans financed by the proposed lozn will be limited to a
maximum of T0% of the total cost of projects, will cover only
rocurement of goods and services in the United States, will

not be used to finance working capital needs, will carry
interest rates of 8-10 psrcest and maturities of from 3 to
15 years and will not excesd $500,0(W except in ceses where
‘the Expert-Impert Bazbk indicates that it is not interested
in financing sub~lcars in excess of such emounts. The
interest rates at which the FIP relendsthe loan funds to the
intermediate credit institution emd which the latter charge
the ultimte borravwers are likely tc be inoressed following

-the complation of e study cf all Qevelopment lerdirng interest
rates by the Colombian Monetary Council and the approval of

the necessary lagsl changes hy the leglelature. The new i top
1imit for the ipnterest on cub-loans is likely to be 12-14
percert for import substitution projects and those designed
to overcome deomestic shortages, while projects to expand
export producticr are tc continve to be financed at interest
rates of 8-10%. The BCE whnich administers the PIF is to
furnish AID with detailel pericdic reports on the use of the
loen funds, of the pesc proceeds cf AID Program loans made
evailable to the PIF &s well as the general operations of the
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Fund. A full joint review or‘PIF operations is to be conducted
at least once a year by AID and the borrower.

It is proposed to make the loan to the Bank of the Republic for
a term of 15 years, including a 5-year grace period, at a 5%%
interest rate. These terms are in line with those proposed by
the IBRD for its loan to the finincieras via the PIF, are
slightly more favorable than the terms of the existing IDB

loan to the PIF (12 years, 2 years' grace &t 5 3/4%), but

harder than the reported terms of the Duitch credit to PIF

(15 years, interest rate h%% or 5%, depending on money market
conditions in the Netherlands). At the same time they are
broadly in line with those which the Export-Import Bank would
be likely to apply if it were to meke a loan for the PIF. In
view of Colombia's balance of payments problem involving
relatively heavy debt service payments during the next few
years, the two step procedure is contemplated, i.e. the GOC

will be given the option of receiving repayment from the Borrower
in pesos and repaying AID in 30 years, following a 10-year grace
period, with interest at 3/4% during the grace period and %%
during the repayment périod. The Government's option to use the
two step procedure is to be open during the first year of the
loan because the Government's authorization to contract external
debt is almost fully used up and its enlargement by the Colombian
Congress will require considerable time.

The proposed two-step procedure will lead to the creation of an
jnterest rate spread as well as a spread between the scheduled
repayment by the Bank of the Republic (for the PIF) and the GOC.
The interest rate spread might be invested by the Government in
readily liquid assets to service as & special reserve against

the exchange rate risk. The "principal"” spread would be utilized
by the GOC with the agreement of A.I.D. for development financing,
including loans through the Private Investment Fund.
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6. Justification of Proposed Loan: Enlargement of the PIF's
resources by means of the proposed AID loan, and the changes
in some of the Fund's policies and operating procedures,
which will be a major by-product of the proposed additional
financing of the PIF, are important to the achlevement of
such priority goals of the U.S. assistance effort in Colombia
as: S

(1) Financial balance (including solution of the balance of
payments problem) at a level permitting accelerated
economic growth and social progress;

(2) A more diversified and productive agricultural sector
which will lead the way in the export drive; and

' (3) Provision of increased stimuli to guilde Colombia's
vigorous private sector into activities of prime
program priority.

The ‘proposed loan appears especlally justified for the
following more specific reasons:

(I) It will enlarge the PIF's resources for long-term
financing, especlally for export production.

The size of the proposed loan to be disbursed over a
2 year period appears appropriate in the light of the fact
that subloan approvals through the Private Investment Fund
"mechanism exceeded the equivalent of $24 million during
CY 1963 and, according to careful estimates made by the
Bank of the Republic's staff are likely to exceed $36 million
equivalent during CY 1964 and at least the equivalent of
$40 million during CY 1965.

(2) As a result of the proposed loan an increasing portion
of the forelign equipment and supplies of the projects
which the PIF helps finance will be bought on longer terms
much more appropriate from the point of view of Colombia's
balance of payments than seems to have been the case up to
now. According to the information available, a major
portion (perhaps as much as 20 million dollars) of the
total forelgn exchange cost of PIF projects has, up to
now been financed by means of supplier's credits, many
of which are short-term (2-5 years) and have no grace
periods.
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(2) By providing a reedy source of dollar exchange for
rroourement in the U.S. and thnpugh the grovision -
that the use of peso proceeds of AID Program Loans
1s 10 be restrieted to local cost financing, the new
loan will help assure that the PIF's peso respureces
are used for the financing of local costs and not, texcept
fn;fhiﬁiﬁ!&tﬁﬂfuthe-abeIﬂ:ptbcuzement;onn‘tﬁebatquisition of third
country goods and services. The latter is clearly
undesirable from the point of view of the U.S.
balance of payments and the U.S. commercial position
ir Colombia.

(4) PIF borrowers will be able to secure equipment and
services needed to carry out their projects in the
United States on suitable terms and without incurring
-the exchange risk sinee the latter will be assumed by
the Bank of the Republic for thé account of the
Government. AID financing through the PIF is thus
likely to result in additional U.S. exports to Colombia.

(5) The proposed loan is likely to constitute powerful
pressure on other potential lenders, such as the
European countries and Japan to meke funds available,
on suitable terms to the PIF for foreign exchange and,
whepever possible, local cost financing.

EXIMBANK Clearance: Export-Import Bank on May 1, 1964 agreed
to AID consideration of the proposal with the understanding
that all applications over $500,000 which have been approved
by the Colombian authorities be referred to the Export-Import
Bank for an expression of the Bank's interest in considering
such applications directly. The IDB has already granted a
$3 million credit to cover the foreign exchange cost of PIF
financed pra‘ects and IERD is discussirg with the Colombian
authorities the possibility of a $10 miilion loan to the PIF
for use by the financieras.

Views of Country Team: The USAID/Embassy in Bogota considers
this loan as of very high priority in terms of U.S. assistance
objectives in Colombia.
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Statutory Criteria: The statutory criteria of the Foreign
Assistance Act have been met (See Annex I for details).

Special Terms and Conditions: The special terms and conditions
to govern the utilization of the proposed dollar loan as well
as future releases of the peso proceeds of AID Program loans
are spelled out ir Se:stior IV. Ttey are to be incorporated

in the loan egreemert, implemertatior documents as well as

Issues: None.

Recommendations: A loan of up vo $10 millior to be made to the
Banco de la Reputlica subject o the terms set forth below:

a. Interest ard Ter..c of Repaymeént. Borrower shall repay the Loan
to A.1.D. in Urized Sta<es dollars within fifteer (15) years
from the first distursemer® of the Loan, ircluding a grace
period of not to exceed five (5} years. Horrower shall
pey to A.Z.D. ir Urited States dollars on the dishbursed
valance of the Loan irterest of five and one-half (%)
percent per annum.

b. If prior to the end of the first year subseguent to signing
of the Loan Agreement, tle lJovernment of Tolomblia so elects,
the Borrower shall fulfill i-<s dollar obligatior under the
loan ty paying to Yovernment in tie - urrency of Colomtia
the equivalent, determired as of a time ard irn a manrer
satisfa:tory to A.T.I:,, of the Urited Zzates dollar amounts
peyable to A.1.D. urder (a) atove ard i~ suict event the
Government starl pay to A.i.[.:

(i) the equivalent in United States dol.ars, determired
as of & time anrd in & manrer 2al:ulated to obttain
repayment of alil dollars disbtursed plus interest, of
all amounts paid to Covernment by Borrower as follows:

(a) All interest immediately upon receipt subject
to Government's right to retain all payments
in excess of three-quarters of one (3/h of 1)
percent per annum during a grace period of not
to exceed ter (10) years from the first dis-
bursemer: urder the loan ( ‘Goverrment grace period")
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and all payments in excess of two (2) percent
per annum thereafter.

(b) Principal within forty (LO) years, including
the Government grace period.

(11) Interest in United States dollars of three-quarters
of one (3/4 of 1) percent per annum during the
Government grace period, and two (2) percent per
annum thereafter, on all amounts of outstanding
principal paid by Borrower to Government from the
respective dates of such payments of principal.

Equipment, materials and services (except marine insur-
ance) financed by the Loan shall be procured from the
United States of America.

Not to exceed one hundred thousand United States dollars
($100,000) of the loan may be used to finance the United
States dollar costs of tecknical assistance rendered in
connection with the loan.

Subloans by the PIF financed by the Loan shall be made
in accordance with Borrower's Resolution No. 11 dated
February 28, 1963, as the same may from time to time pe
modified in & manner mutually satisfactory to A.I.D.
and Borrower.

Borrower and the PIF will make errangements satisfactory
to A.I.D. to strengthen and improve their staff.

Except as A.I.D. may otrerwise agree, funds directly or
indirectly made available to the PIF by the United States
of America will not be used for projects which are likely
to result in (1) the increased production of agricultural
commodities in world surplus other than foods and feeds,
(i.e., cotton and tobacco), or (2) the increased export-
ation of surplus food and feed in world surplus, (i.e.,
rice, wheat, vegetable oil, citrus fruits and coffee).
A.I.D. will reserve the right to add to or delete from
the lists of surplus agricultural commodities contained
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hereinabove in this section. With regard to subloans
to textile producers, the Borrower will assure that
additional production as & result of AID-financed sub-
loans, will not be exported to the United States of
America.

k. Proposed sutloars by the PIF in excess of five hundred
thousand United States dollars ($500,000) to be financed
bty the Loar, shall be referred o the Export-Import Bank
for possitle finan~ing by surt Eank.

i. Procedures acceptable *o A.i.D. will be adopted by the
PIF to deny the resources of the PIF to potential borrowers
utilizing supplier credits havirg terms wkich are not
mutually satisfactory to A.1.1'. and Borrower.

J. At least once per year, A.I{.D., Borrower and the PIF will
review the status of the Loan, lendinrg rolicies and
procedures anrd such other matters perrtaining to the Loan
as A.L.C. may request.

K. The loan shall be subject to such othker terms and conditions
as A, I.D., may deem advisatble.

Project Commiztee:
Chairmar: Pjlaessner, LA/CD
Counsel: HAdelma~, LA/CC
Asst Director for Programs: KNathar, USAID/Bogota
Loan Officer: HTernrenbta.um, USAID/Eogota
Progrem Officer: JDeForrest, USAID/Bogota
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SECTION I - BACKGROUND OF PROPOSED LOAN

As a result of recommendations by the International
Bank, the Panel of Nine and the Agency for International Develop-
ment, the Colombian Government in February 1963 established &
Private Investment Fund to provide long-term financing of projects
for the expansion of production of commodities for export, import
substitution as well as the elimination of development bottlenecks.
The Fund, administered by the Bank of the Republic, operated through
the commercial banks and investment corporation.

By the end of 1963, it had become evident that the Fund
was proving to be a flexible and effective instrument for channeldng;
& major portion of the peso counterpart of AID's 1963 program loan
into high priority projects, and that it would be able to use
effectively in the future an increasing volume of both foreign
exchange and peso resources. However, apart from relatively srall
loans from the Inter-American Bank and the Netherlands, it haa
not yet attracted complementary foreign exchange resources.
Available evidence suggested that a small portion of the peso
proceeds of the AID program loan was being used by PIF borrowers
to buy foreign exrhange to eacquire third country goods and services
abroad which is clearly undesirable both from the point of view
of the U, S. balance of payments situation and the U. S. commercial
position in Colombia. At the same time, it was apparent that many
borrowers from the PIF were financing the foreign exchange component
of their projects by having recourse to suppliers' credits, which
are very short term and carry no grace period; the excessive use
of such short-term credits constitutes one of the most serious
aspects of Colombia's present balance of payments situation.

In the light of these facts, USAID together with AID/W
staff members reviewed the Fund's policies and operating procedures
with the Colombian authorities in the spring of this year. As a

result gf these discussions a number of understandings concerning
future PIF policies were reached. Among the most significant s

-
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an agreement that in the future peso proceeds of AID program loans
made available to the PIF are to be used only for local costs
finencing, while the foreign exchange portion of PIF projects is to
be financed increasingly by foreign excheuge credits specifically
designed for this purpose, such as the sroposed loan of up to ten
million dollars ($10,000,000). Both tae Finance Minister and top
management of the Bank of the Republic have expressed keen interect
in the proposed loan, which is warmly supported by the CT as of very
high priority in terms of U. S. assistance objectives.

UNCLASSIFIED.
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SECTION II - THE BORROWER.

The Banco de la Republica, the Colombian Central Bank,
is to be the borrower. It would guarantee repayment of the
proposed loan for the Private Investment Fund. The exchange
rate risk will be assumed by the Colombian Government under the
terms of special legislation governing the Bank's foreign exchange
operations.

- The Bank of the Republic was established in 1923 as a
result of the recommendations of a technical Mission headed by
Professor Kemuerer. ILike the other Central Banks established
as a result of "Kemmerer" Missions, its capital structure, its
"autonomous" status vis-a-vis the Government and some of its
basic functions and policies were influenced by the salient
features of the 1I.S. Federal Reserve System.

As far as the Bank's capital is concerned, until 1951
it was owned 50% by the Government which held all Class A shares,
while the Class B, C, D and E shares were in the hands of the
national banks, foreign banks, private individuals and official
banks, respectively. The sale of the Government's shares in the
open market, in 1951, left ownership of the Bank entirely in the
hands of the banking system and the public. Under the law ctreating
the Bank, member banks are obliged to own shares equivalent to 15%
of their paid-in capital and rzserves, resulting ir. a continuous
increase in the Bank's capital. As shown in Table i, on Decemver 31,
1963 the Bank's capital and reserves totalled 236 miilion pesos
{equivalbnt to $23.6 million at the "free" exchange rate of 10 pesos
per dollar). . ne paid-in capital amounted to Th.B million pesos, of
which 63% was contributed by Colombian private commercial banks, 27%
by official and semi~-official banks such as the Livestock and
Coffee Banks, 9% by the foreign banks and less than 1% by private
individuals. . ‘

The Bank of the Republic's policies have until recently
been entirely determined by its Board of Directors which also selects
top management. The Board consists of 10 members, of which 3, including
the Minister of Finance, represent the Government, 3 are elected jointly

UNCLASSTFIED
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by the Colombian and foreign commercial. banks, while one each representﬁ
the Nationel Federation of Coffee Growers, the official banks, the
Socletiesof Farmers and Cattlemen =nd the Chambers of Commerce.

Under the special powers granted the Government in the summer
of 1963 (Law 21 of 1963, Article V) the Colombian Government set up
& monetary board consisting of the Ministers of Finance, Development
- and Agriculture, the Chief of the Planning Department and the Manager
of the Bank of the Republic. This monetary board is charged wizh
studying and determining monetary, exchange and credit policies
which previously had been the responsibility of the Bank's Board of
Directors. It is clear from the Parliamentary discussions that
preced€d’. the adoption of this measure and the controversy that
surrounded its implementation, that the Monetary Board was created
because of the belief thet there had been undue commercial bank
influence on major policy decisions in the areas.of credit and
exchange rate policy. While the Board of Directors of the Bank of
the Republic has thus been deprived of some of its broad powers
of policy meking, the Bank remains the operating entity through which
Central Bank policies are carried out.

In its bl years of operations the Bank of the Republic's
staff has acquired broad experience in carrying out every type of
credit and foreign exchange operation not only with the commercial
banks but also with the public and with such financial entities as
the "financieras" (investment banks). As a bypppoduttodfthbese
operations, the Bank's general Credit Department has unusually
complete information on the credit worthiness and economic-financial
situation of virtually every significant enterprise or farm in the
country. In addition, the Bank has an excellent Economic Studies
Department staffed by economists, engineers and accountants, many
- of whor are U, S. educated or trained. This Depar*ment contains a
development lending group which has for some years been in charge of
appraising requests for medium and long-term agricultural and indus-
trial loans which the Bank of the Republic'is charged with financing
through the banks and financieras under a number of special laws
and regulations. The Bank was thus in acvgry:fevopable situation to
assume the administration of the Private Investment Fund upon its
creation in February 1963.

UNCLASSIFIED
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As far as the Bank of the Republic's financial situation
is concerned, as shown in Table I, at the end of 1963 its total
assets amounted to the equivalent of $846 million and its net worth
to the equivalent of $23.6 million. Anong the assets are the country's
official gold and foreign exchange reserves and a loan portfolio which
consists primarily of advances and rediscounts for the commercial
banks and special longer term credits (including the PIF loans) to
these banks and to the investment banks. The special foreign exchange
account shown on the assets side of Table I merits some comment. It
was set up in accordance with certain provisions of Law 7 of 1935
and Law 67 of 1938 according to which any profit or loss resulting
from the Bank's exchange operations is carried to a gpecial govern-
ment account until such time as the full convertibility of Colombia's
bank notes into gold is re-established. In other words, the Colombian
Government will assume the exchange rate risk on the proposed AID
loan.

As shown in both Tables 1 and 2, finally, the operations of
the bank during the last three calendar years have continued to be
profitable with annual net profits well in excess of U. S. $1 million.
Given the excellent international reputation of the Bank of the
Republic, the proven management ability of its staff and its strong
financial position, there can be little doubt of its ability to repay
the proposed loan.

UNCLASSIFIED



CONSOLIDATED BALANCE SHEET OF THE BANK OF THE REPUBLIC

AS OF DECEMBER 31 1961, 1962, and 1963
(in million pesos)

ASSBETS :
1961
Gold and Foreign Exchange 412
Cash 10
ILoans and Discounts .
To Commercial Banks _ . 930
T¢, National Government L2
To other official entities: 281
To investment banks,
cooperatives, live- - -
stock banks, etc. T64
Total Loans and Discounts 2,017
Investments 969
Subscriptions to Inter-
national Credit
Institutions 243
Special Foreign Exchange
Account -

Other Assets 655
‘Total Assets 4,306
Source:

End of

1962

1,084
10

1,119

63
285

614
2,081
2,173

935
1

- 1,305

8,032

1963

1,176
10

1,452

58
253

525
2,288
2,051

9

539
1,454

8,459

Pank of the Republic Monthly Bulletin

1961
Bank Notes in Circulation 1,914
Deposits
Commercial Banks 374
National Government 170

Importers and Exporters 650
Other T2

Total Deposits 1,266
International Monetary -

Fund 127
Other Creditors 132

Total Demand Obligations 3,h39
Longer Term Obliga.tions

Foreign Banks 350
International Credit . '
Institutions 178
Private Investment Fund -
Other 92
Total Longer Term :
Obligations 620
Capital and Reserves 201
Hal f-yearly Profits 5
Other Idabilities T l{l- '
Total Liabilities 4,306

End of
1962

2,21h

1963

2,661

I T19VE
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TABLE II

BANK OF THE REPUBLIC

Annuel Profits and Profit Distribution

1961, 1962 and 1963

(in thousand pesos)

1961 1962
[ ]

Payments to State for Right of Note Issue 638 638
Dividends 7,233 T,59%
10% for Legal Reserve Fund 977 996
5% for Pension Fund 488 498
Social Security Account 429 237
Total Annual Net Profits 9,765 9,963

Source: Bank of the Republic, Annual Reports

UNCLASSIFIED

1963
638
8,835
1,136
568
130

11,327
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SECTION III - PRIVATE INVESTMENT FUND

A, Origin

The Benk of the Republic established the Private Invest-
ment Fund on February 28, 1963 by means of Resolution No. 11 es a
source of long term credit for industrial and agricultural develop-
ment, especially for export production. The Fund's origin and
economic character are well described in the first and second article
of Resolution No. 11 which read as follows:

"Article 1.-In accordamce with the recommendations of the
Mission of the International Bank for Reconstruction and Development
and of the ad~hoc Committee of the Alliance for Progress, which
studied Colombia's General Program of Sociasl and Economic Develop-
ment; and in implementation of the provisions of Article 2 of Decree 756
of 1951, the Private Investment Fund (PIF) is hereby established within
the Bank of the Republic. The PIF will possess different character-
istics and management procedures from those employed for the usual quotas
of credit in the Bank.

"Article 2 - The Private Investment Fund will consist of the
peso proceeds generated by foreign loans and of the foreign exchange
resources available to the "PIF" from foreign credits, or from other
sources, which the Bank of the Republic agrees to accept for the YPIFY.

"The Fund will be employed for financing investments
exclusively in the private sector, which will significantly contri-
bute to the country's economic development, with particular attention
given to investments which contribute to the diversification and
promotion of exports."

It may be worthwhile to add that the decision on the part
of AID to agree that a substantial portion of the peso counterpart
of the 1963 program loan be made available to set up the PIF was
heavily influenced by three factors:

1. The strong endorsement of the concept of such a Fund by
the International Bank and the Panel of Nine;

2. The fact that one of the objectives of the program loan
vas to support an exchange reform and internal stabilization effort on

UNCLASSTFIED
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the part of Colombia which was expected to involve a substantial
degree of credit restraint. Experience in other countries indicated
that in the course of stabilization efforts credit for the private
sector and particularly longer term credit for the expansion of exlsting
or creation of new enterprises, was likely to be rather severely
reduced. 1In view of the vlgor of Colombia's private sector, this
would be very unfortunate from the point of view of the country's
achleving a satlisfactory rate of growth. The creation of the PIF
and its administration through existing credit institutions of
broven capacity and reputaticn bromised to obviate a good deal of
this danger.

3. It appeared particularly appropriate that AID support
& financial mechanism dedicated almost exclusively to the financing
of projects for the expansion of export production or import sub-
stitution since Colomtia's structural balance of payments problem
is one of the most significant factors tending to im_zded self-
generating growth of the Colombia economy without the need for
continuing sizable outside assistance.

B. Operating Policies and Procedures

The operating policies of the PIF are spelled out in
considerable detail in Resolution No. 11 which is reproduced as
Annex II of this Capital Assistance baper. In its first part, the
Resolution provides that the Fund is to utilize elther foreign exchange
credits or the peso counterpart of program (general imports) loans
to make medium and long-term loans to the private sector through
intermediate credit institutions such as the commercial banks and
the financieras. 1In making such loans top priority is given to ‘invest-
ments designed to expand export production. Import substitution
and the elimination of critical bottlenecks are given secondary priority.
Loans are to be for only a portion of the total project costs. Working
capital needs and the purchase of land, building and mining properties
are not, under present policies, eligible for financing from PIF
resources.

Resolution No. 11 further describes the obligations and
functions of the intermediate credit institutions, which make the sub-
loans to the ultimate borrowers, the procedures to be followed by



- 10 - UNCLASSIFIED

these institutions as well as the functions of the Bank of the
Republic in edministering the Fund. As a study of the Resolution
will show, the procedures outlined there are very well thought

out. For example, the financial intermediates are specifically
enjoined to evaluate loan applications and projects from the point

of view of their technical, economic and financial soundness and

in terms of their desirability from an over-all national point of
view end not merely on the basis of commerciasl criteria, In other
words, in making loans for which they hope to receive funds from the
Privete Investment Funds, the commerciel banks and financleras are
enjoined to engage in "appraisal" banking. Before egreeing to
endorse a loan applicaetion, the intermediate credit institutions

ere to meke sure that the applicant is fully using his own resources
end 1s meking every effort to sezure funds from normal credit sources,
both domestic and foreign. At the same time, the intermediate credit
institutions are directed to make end- use checky, to keep informed on
the general situation of the borrowing firm and make periodic reports
to the Bank of the Republic. In order to enable them to carry out
these functions which are quite different from those normaelly
executed by commercial banks, Resolution No, 11 suggests that both

in the preparation and enalysis of priority projects and in order

to carry out satisfactory end-use checks "the intermediates them-
selves offer services, or contract the services of experts",

It 1s also interesting to note that among the guaranties
which the intermediate credit institutions are instructed to require
from the ultimate borrowers 1s the surrender of foreign exchange
from exports made possible as & result of the PIF loans. In actual
practice, appropriate clauses have been included in subloan agree-
ments between the intermediate credit institutions and ultimate
borrowers glving the intermediate credit institutions the right to
caell or accelerate the subloans if the borrowers do not live up to
their commitment to increase their exports substantially. Finally,
it should be observed that under the procedures laid down in Reso-
lution No. 11, the intermediate credit institutions, whether commercial
banks or finencieras, assume the full credit risk of subloans so
that in the case of defaults the Bank of the Republic can have
recourse against them.

UNCLASSIFIED
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Among the functions and operating procedures of the Bank
of the Republic, spelled out in Resolution No. 11, it is especilally
significant that the Bank is authorized to accept and contract
forelgn credits on satisfactory repayment and interest terms, and
that it is charged with maintaining a separate PIF account which is
to " constitute a special fund with different characteristics
und management from the regular credit quotas which the banks and
financing corporations have with the Bank of the Republic."
Furthermore, the Bank 1s charged with repaying the loans made by
foreign lenders directly to the PIF and can act as guarantor of
such credits. At the same time it is to repsy the pesos received
as the counterpart of foreign loans to the Colombian Government,
Finally, the Bank is enjoined to check on the employment of the PIF
resources and to apply the necessary penalitles in the case of a
misuse of these funds including an immediate calling of sutloans
and/or the denial of further access to the PIF, penalties which
can be exercised both against the ultimate borrowers and, when
necessary, against the intermediate credit institutions. Both the
intermediate credit institutions and the Bank of the Republic are
to publicize the PIF so that its characteristics and objectives
become well known both at home and abroad.

As far as loan terms are concerned, Resolution No. 11
spells out the following maximum terms for sublcans: Up to five
years for loans for agriculture and the cattle industry and up to
ten years for industrial type loans. The intermediate credit insti-
tutions can grant longer terms, subject to the approval on a case
by dase basis by the Bank of the Republic. The Bank of the Republic
itself mekes PIF funds available to the intermediate credit insti-~
tutions for precisely the same length of time as the terms of the
subloans which these institutions extend to the ultimate borrowers.

Resolutions No. 11 instructs the Bank of the Republic to
charge a uniform 4% interest rate to the intermediate credit insti-
tutions, irrespective of the length of time of the subloan or its
purpose. The intermediate credit institutions, in turn, are instructed
to relend the funds at the following interest rates: up to 8% on ‘
loens with a repayment period of up to three years; at 9% in case of

UNCLASSIFIED
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loans with & repayment period of three to five years and up to 10%
in the case of loans for more than > years. This interest rate
scheme 1s slightly modified in the case of agricultural and live-
stock loans where interest rates on loans with a repayment period
in excess of three years is not to exceed 9%. The interest rates
set in Resolution No. 11 are subject to modification "when the
country's economic conditions require it and when permissible
under Colombian Law". This means in practice that interest rate
challiges must be approvad by the Monetary Board as well as by the
Board of Directors of the Bank ;of the Republic.

C. Operating Record

1. Source of Funds

The PIF has been in operation for just over one year
(since April 15, 1963, when the first subloans were approved).
During this period the Bank of the Republic has received 210
million pesos (equivalent to $23.3 millicn at the 9 pesos per
dollar of the import rate) in counterpart funds from the 1963
AID program loan. A further 60 million pesos from the counter-
part of this loan are earmarked for transfer to the PIF; the
transfer of 50 million resos of this total has just been requested
by the Manager of the Pank of the Republic. In addition to the
beso counterpart from the 1963 program loan, the equivalent in
pesos of up to $15 million from the counterpart to be generated
by the 1964 program loans is tentatively earmarked 'for transfer
to the PIF.

Besides these peso resources resulting from AID
program loans, the Bank of the Republic has secured a $3 million
line of credit from the IDB. This loan carries a two-year grace
period and calls for repayment within the subsequent ten years.
It bears an interest rate of 5 3/h$ and a commitment fee on the
undisbursed portions of the loan of 3/% of 1%. The loan is
entirely destined to cover the foreign exchange component of
projects presented to the PIF through intermediate credit
institutions.

UNCLASSIFIED
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Finally, the Bank of the Republic has been granted a $1.k4
million loen by the Netherlands, repayable over 15 years at an
interest rate;oﬂth%wor 5% ber year depending on ameney merket
conditions in the Netherlands. The Dutch loan is available to
cover both the foreign exchange and peso portions of projects.
Procurement under both the IDB and Dutch loans 1s possible from
any free world source.. As of the end of April, the Bank of the
Republic had not yet utilized the IDB loan although & loan agree-
ment had been signed and disbursement procedures worked out by
the Bank of the Republic and the IDB, According to the latest
available information, the Bank of the Republic and the Netherlands
authorities have not yet reached a definite agreement on the terms
of the loan and no loan agreement has been signed as yet.

The foregoing are the only resources that have thus far
become available to the PIF or for which definite commitments have
been made by foreign lenders. The Bank is actively discussing
with the World Bank a possible $10 million loan which would be
destined exclusively for use Ly the financieras. The terms
offered by the Bank envisage repayment within 15 years including
a five-year grace period and an interest rate of 5%%. The loan
would carry the guaranty of the Government of Colombia which
would be expected to assume the exchange risk and would be used
by the financieras both for long-term loans to and for equity
investments in private companies which have productive projects
of high priority. The World Bank loan would cover only the
foreign exchange costs of projects including imported materials
and spare parts needed for the constitution of initial permanent
work capital. Subloans by the financieras above a certain si:e
would require the World Bank's prior approval. It is not yet
certain when the negotiations between the World Bank and the
Bank of the Republic for this $10 million operation will be
concluded .

2. Commitments and Disbursements

The most significant data on PIF's record of operations
to date are brought together in Tables 3, L, 5, 6 and 7. As
shown in these tables, in the period from April 15, 1963 to
April 30, 1964, the PIF received 118 loan applications from
the intermediary credit institutions involving a tq}al amount

UNCLASSIFIED
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of proposed loans of 512 million pesos. TO of these applications
have been approved resuiting in a total of loan authorizations
of 327.9 million pesos while 36 of the applications involving
over 90 million pesos in proposed loans have been rejected,
Another 12, for a total of 30 million pesos in proposed loans,
were under study in the Bank of the Republic at the end of
April. The total amount of loans approved was 58 million pesos
less than the original proposals because of a strict application
by the Bank of the Republic of the policy of not financing more
than TO% of the total cost of any one project. As a matter of
fact, as shewn in Table 4, the 66 projects for which loans have
heen approved up to April 9, 1964 have a total cost more than
four times as great as total PIF financing. It is significant
to note that even though the 66 projects apparently involve a
foreign exchange cost of about 42 million dollars only a little
over 5 million dollars of these costs have been financed by the
PIF making pesos available to sub-borrowers who, in turn, used
them to acquire goods and services abroad. Well over 80% of
PIF loans appears to have served to finance the local costs of
the various projects. -

Of the TO loans approved as of the end of April 196k,
23 involving Just one-third of total funds lent thus far has
been for export production while 35 loans absorbing almost L4
of the total funds made available have been for import sub=-
stitution. The balance of the loans have been made for projects
to overcome specific shortages or for those that have for their
economic justification a combination of the export production,
import substitution or bottleneck breaking criteria.

As far as the economic destination of loans is concerned,
six of the projects, involving almost' 28% of total loan funds
made availeble went for the expansion of sugar production while
9 involving 16% of loanzfunds financed chemical projects. The
production of paper, vegetable oils (including the planting of
Afriecen palms) and textiles together accounted for another 23
projects and absorbed another 23% of total loan funds. A great
number of smaller but significant projects in both industry and
agriculture make up the balance, as shown in Table 8.
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P -

Summary Data on Loan Authorizations as of

April 23, 1964

(in thousand dollars converted from

pesos at the "free" exchange rate of 10 pesos per $)

. §UB Dollare

Loan Range

Under 50,000
50,000-149,999
150,000-299,999
300,000-499,999
500,000-999,999
1,000,000-1,999,999
2,000,000 and over

Economic Justification

ag Export

b) Import Bubstitution

c¢) Bpecific Shortage

d) Export and Import Bubstitution
e) Export and Shortage

Type of Production

Bugar
Chemicals
African Palm
Paper

g Vegetable 01l
Textiles

g Banana

e
b
c
d
e
f
g
h) Miscellaneous

ource: Bank of the Republic

ﬁ :

No.
9 . 13
13 18
17 24
6 9
5 T
9 13
U 16
0 I®
23 33
35 50
3 L
6 9
I
E I
6 9
9 13
T 10
L 6
5. 7
T 10
3 ) .
29 _&l
o 00

285
1,038
3,323
1,800
2,kh65
9,687 -

14,195

32,793

10,849
15,274
1,115
3,995
1,560

2290
32,7193

9,060

5,165
3,800

3,643

24136
350
7,712
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SBummary Data concerning Projects for which PIF loans

have been approved as of April 9, 1964

(in m1lton  (in million
_ pesos) dollars) 1/

Total Cost of 66 Projects -
(including working capital) 1,349 137.4
Total Beso Cost - 952 95.2
Total Foreign Exchange Cost ' 397 k2,2
Total of 66 PIF Loans Approved 302 : 30.6
FIF Loans: Peso Component 252 25.2

PIF Loans: Foreign Exchange Component 50 5.4 -
PIF Ioan Disbursements (as of April 28, 1964) 119 | 11.9

Note: Peso components of projects and PIF loans converted at f:'ee rate
of 10 pesos to the dollar. Foreign Exchange Component of PIF lians
computed at 9 peso per dollar rate at which borrowers acquive fi reign
exchange to finance equipment imports. Total Foreign Exchange {'ost
converted at free rate (10 pesos per dollar), in case of foreigr
investments and suppliers credits, at import rate (9 pesos per d>llar)
in case of direct purchase by borrowers.

Bource: Bank of the Republic
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TABIE V
"Private Investment Fund

Summary of Operations During
Period from April 15, 1963 to April 30, 1964

Amount
No. (In million pesos)
Loan Applications Received 118 512.0
Loan Approvals 7O 327.9
Loan Rejections 36 ol 4
Loan Applications Under Btudy 12 3.7
Reduction in amount of loans
approved compared with
applications 58.0
Actual and Projected Disburse-
ment of Approved Loans:
1963 (actual) 64.9
1964 205.5
1965 54.0
1966 3.5
Total 327.9
TABLE VI
Terms of 66 Subloans Financed With
Funds from the Private Investment Fund
Through April 9, 1964
Totals
Terms Interest Rater at each
Years % ¥ 10 Term
3 1 1 - 2
4 - 1 - 1
5 - o1 2 29
6 - - 4 4
T - - 3 3
8 - - 1 1
9 - - - -
10 1 =2 =z %
Totals at each int. rate 2 31 33 _66

Source: Bank of the Republic
UNCLASSIFIED
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PRIVATE INVESTMENT FUND
Loans Approved as of December 31, 1963 by 8ize of Firms 1/

Capital of Companies ' KNo. of i Total Project . Loans Approved
(in_pesos) " Companies Cost (thousands ~ (thousands =~ ¢
: : of pesos) : of pesos)
0 - 2,000,000 17 49,870 20,089 8.3
2,000,000 - k&,000,000 L 9,021 5,251 2.1
4,000,000 - 6,000,000 3 126,050 26,000 10.8
6,000,000 - 8,000,000 6 D T3,705 17,509 7.3
8,000,000 - 10,000,000 1 2,220 . shg 0.2
10,000,000 = 12,000,000 2 66,012 ~ 2,800 9.1
12,000,000 - 14,000,000 5 185,840 h7,kh0 19.7
14,000,000 ~ 16,000,000 L . 169,171 33,600 1k.0
16,000,000 - 75,000,000 8 528,535 68,692 28.5
50 '1,210,h2h 240,930  104.0
100% 19:.9%

U Preliminary data

Jource; Bank of the Republic
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TABLE VIII

ILoan Applications Approved by Private Investment Fund
Period April 15, 1963 - April 30, 1964
By Economic Activity

(In million pesos)

Total Amount
Number of of Investment Amount of
Applicants Projects PIF Loans
Primary Production
(Agriculture, forestry
and fishings 15 177.1 45,2
Manufacture and Processing 52 1,224,5 276.6
Foodstut'fs 11 0T7.5 102.1
Textiles 2 6.4 2.4
Clothing and other textile
products 1 1.5 0.7
Paper and paper products L 161.3 36.4
Chemical products 11 397.9 63.8
Nox-metallic mineral
products 5 55.4 20.7
Metal Products 7 128.1 26.3
Machinery other than
electrical 3 8.1 3.7
Electrical machinery 1 10.3 3.0
Printers and related
industries 2 3.h 2.2
Other industries 5 4y .6 15.3
Transport
River transport 2 10/1 5.6
Production and distribution of
gas for power generation 1 6.7 0.5
Total E 1,&18.& 327.8

Source: Bank of the Republic
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It is interesting to note that 39 of the TO loans approved
thus far, accounting for only about 14% of the total volume of
loans authorized, were for individual subloans of less than
3 million pesos (equivalent to about 300,000 dollars) which 1s
the "normal" 1imit for individual loans set in Resolution No. 11.
The Bank of the Republic has clearly made full use of the escape
clause contained in the Resolution since no less than 11 loans
out of TO absorbing over h3$ of total loan funds were for amounts
in excess of $20 million pesos (equivalent to $2 million). It
should also be noted that of 66 loens for which relevant data were
avallable no less than 22 went to firms which are either wholly or
partially forelgn-owned, mostly by U.S. investors.

The operating flexibility of the PIF system 1s reflected
in the relatively rapid rate of disbursement which on April 28,
196k amounted to 119 million besos, more than one-third of the
total loans authorized up to that time.

As far as the terms of subloans financed with resources
of the PIF are concerned as shown in Table 6, an overwhelming
proportion of subloans have been for 5 years at 9% interest or
10 years at 10% interest.

While information on the size of firms granted PIF
loans is incomplete, the preliminary data presented in Table T
show that at the end of December 1963 over 70% of the total of
loans had gone to companies with a capital in excess of 10
million pesos (equivalent to about $1 million). '

UNCLASSTFIED
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D. Projected Economic Results of Past Operations

On the basls of the data assembled in Table 9, it appears
that the PIF may prove a most valuable instrument in Colombia's
efforts to come to grips with its balance of payments problem.

As shown there, 1t is estimated that the projects which the PIF
helped to finance during 1ts first year of operations are likely
to result in an increase of annual export earnings of about $12
million this year and as much as $25 million by 1968; at the

same time the various import substitutions projects financed

thus far are estimated to result in annual exchange savings of
almost $58 million. Projects for the expansion of the chemical
industry are likely to prove most lmportant in terms of replacing
presently lmported commodities while the expansion of the sugar
Industry is expected to produce the bulk of new export earnings.

In evaluating the data presented in Table 9 it should be
noted that according to World Bank technicians who have been
intimately associated with the development of the PIF's operations
since the beginning, these projections are conservative in the
sense that the applicant's claims of additional exports are
supported by evlidence of export prospects such as arrangements
with foreign importers and relevant market information; moreover
the figures quoted in the table represent a reduction of 50%
from the applicant's own claims.

UNCLASSIFIED
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TARLE IX

Estimated Value of Imported Commodities Replaced and
of Exports Produced by PIF financed Products 1/

ag of April 30, 1964 -

Estimated

Fo. of Loans Net Import

: rts

Y

* Less than $100,000

8ource: Bank of the Republic

The import substitution is in terms of imported co
export earnings are deflated around 50% from applicant's own claims.

Industriasl Group Approved  Bubstitution 1964 1965 1 1967 1968
(in million (in miliion dollars)
dollars)

Agriculture, Forestry . Co - : _
and Fishing 1 A 0.3 * 0.6 0.7 - 0.7 ~0.T
Agriculture 2 It o3 T

Banana 3 - 0.3 0.6 07 0.7 0.7

Sugar Cane 1l - - - - - -

Cacao | 1l 0.3 - - - - -

African Palm 6 7.1 - - - - -

Mint ' 1 - - - - -
Cattle

Sheep Ralsing 3 ¥ - - - - -

Manufaecture and
Processing 52 50.2 1.6 15.7 19.6 22.0 2 4
Foodstuffs 11 + 1.6, 5.1 7.7 0.6 1k.2 16.2
Textiles 2 T - 0.9 0.9 0.9 .9 0.9
Clothing 1l - 0.1 0.2 0.2 0.2 0.2
Paper and Paper Products 4 10.9 - 0.1 0.4 0.4 0.5
Printing 2 - 0.1 0.1 0.2 0.2 0.2

. Chemical Products 11 23.9 2.3 2.7 2.7 1.5 1.7
Non-metallic mineral A

products 5 0.5 - 0.1 0.2 0.2 0.3
Basic metal industries 2 8.8 - - - - -
Metal Products 5 0.2 1.2 1.6 1.9 1.9 1.9
Machinery other than :

electrical 3 3.0 0.2 0.9 0.5 0.5 0.5
Electrical Machinery 1 0.1 0.1l 0.2 0.2 0.2 0.2
Rubber Products 1 - 0.2 0.2 0.2
Byproducts of petroleum

and coal 1 1.5 - - - - -
Tobacco i - 1.5 1.5 1.5 1.5 1.5
*Wood Products 1 * 0.1 0.1 0.1 0.1 0.1
Other Manufactures 1 - * *

Transport 2 - - - - - -

Public Utility 1 - - - - - -

TOTAL TO 57.9 1.9 16.3 20.3 22.7T 25.1

mmodities to be replaced; the
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E. Appraisal of Operating Procedures

Because the Colombian authorities wanted to get the PIF
into operation as rapidly as possible, making use of the facilities
of the entire financial system, the Fund as organized at present,
is essentially a special account administered by the Bank of the
Republic. The commercial banks and Financieras act as operating
arms of the System. By means of a detailed guideline furnished
the borrowers and through policy guidance provided by the Bank of
the Republic, the intermediate credit institutions have begun to
engage in a degree of appraisal banking. In this respect the
Financieras quite understandably are generally doing considerably
better than the commercial banks, although the latter have in some
cases engaged the services of specialized engineers, economists,
and accountants on a contract basis and have organized a technical
office through the Bankers! Association.

The Bank of the Republic staff seems to do a conscientious
appreisal job of proposed projects before submitting them to their
Board of Directors for final approval. Applications endorsed by
the commercial banks or Financieras are first examined by the Bank
of the Republic's General Credit Department which makes a
preliminary finding concerning three aspects of any loan proposed
for PIF financing: (1) whether it qualifie® generally under the
criteria of Resolution No. 11; (ii) whether the borrower is credit-
vorthy, and (iii) whether the borrower needs the credit in the
light of his own availabilities or access to other sources of
financing. The application then goes to the special Development
Lending Group in the Economic Studies Department, consisting of
economists and engin:ers which conduct a more detailed review and
appraisal of the applications. The Bank has also organized an
inspection team consisting of an economist, engineer and accountant
that checks up on the progress of individual project loans. The
loan proposals are finally presented to the Board of the Bank by
the Deputy Manager for a final decision.

Aspects involving the negotiation of external financing,
making sure that operations conform to conditions agreed upon with
foreign lenders, and the handling of foreign funds are the
responsibility of the Bank's Foreign Exchange Department.

UNCLASSIFIED
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It is apparent from the above that the group most
intimately involved with PIF business is the Special Develop-
ment Lending Group in the Economic Studies Department, which
has excellent steff but is clearly overburdened.

It is the judgmen® of U. S. AID and AID/W staff members
who have examined various aspects of PIF's operations that
the appraisal capacity of the intermediate lending institutions
(especially of the commercial banks) needs to be improved and
that they should be obliged to do a better Jjob in monitoring
the loans for which they are responsible to insure tha* projects
are carried out according to plan. At Present an undue burden
for analysis and follow-up is being *hrown on the Bank of the
Republic.

An important question concerning the present form of
organization of the PIF arises t'rom an appraisal of present
operating procedures. Would it be appropriate for the PI7F
to be transformed into an indeperndent development institurion
or should at least the PIF functions in the Bank of +the
Republic be brought together in an independent department?

It is the Project Committee's considered view that the trans-
formation of the PIF into an autonomous official development
institution is clearly premature and may well be inadvisable

even in the long run. Only the Bank of the Republic with its
unique knowledge of both the general economic situation and

the credit-worthiness of potertial bLorrowers ard with its kigh
calibre, experienced staff can be expected to operate a financial
system that makes full use of the capacities of the commercial
banks and financieras. An autonomous state development bank
would have difficulty in securing & staff of comparable capability,
would take a long time to build up comparable prestige and would
find it infinitely harder to work through private commercial
banks and especially the private investment banks which would
regard it as an unwelcome official competitor.

As for the concentration of FIF operations into a
separate department of tkre Bank, this wonld seem to be a qQuestion

UNCLASSIFIED
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deserving further study as the volume of PIF operations
increases. The present arrangement has the obvious advantage
that botl the operating and overhead costs of the PIF are

held to a minimum sirce specialized personnel in both the Credit,
Forelgn Exchange ard Economic Studies Departments of the Bank
handle the PIF operations along with other operations, some of
which are fairly similar in nature. On the basis of the evidence
up to this time, 1t appeared to the Project Committee that the
outstanding characteristics of the Bank of the Republic's
administration of the PIF has been that it has made this complex
financiael mechnism work quickly and effectively.

SECTION IV - TENTATIVE UNDERSTANDING ANDL SURGESTIONS CONCERNING
PIF IENDING FOLICIES AND PROCEDURES AND THE USE OF
‘' THE PROPOSED DOL_AR LOAN AND FUTJRE PROGRAM ILAN
PESO AVAIIADILIVIES,

During the review of FiF's operations ur to thkis time
conducted by US AID personnel and AID/W staff memvers, it
became evident that some charges cf policy and some tightening
of procedures might be advisable. It was elso considered
essential that the Colombian authorities understand that some
changes in the use of peso funds derived from AID program loans
were desirable from the U. S. point of view and that the pro-
posed dollar loan would be subject to certain conditions. All
of these matters were the subject of conversations with the
Bank of the Republic's technical staff, the advisors of the
Monetary Board and the Minister of Finance. From these conversa-
tions a number of tentative understandings and suggestions
emerged. These understandings and suggzstions together with
comments discussing the reason for them are presented below:

A. Suggestions Regarding PiF Lending Policies

1. Interest rates charges to both the intermediate and
the final borrower will be lower for export projects than for
import’ substitution or bottleneck breaking. FIF might charge
the intermediate credit institutions T% except for export projects
for which the rate would remain at 4%. The rate to i .e final
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borrower on import substitution projects would then be raised
from 10% to 12%, but remain 8-10% for export projects. Any
definitive modification of present interest rates will, of
course, have to reflect the conclusion of the Monetary Board
study of interest rates, terms ard other characteristics of
development loans.

Comment: As pointed out in an earlier section, the PIF
is presently making its funds avallable to the intermediate
credit institutions at a 4% interest rate, irrespective of the
interest rates charged the ultimate borrowers or the economic
objective of the project. In the discussions with the Colombian
authorities there was & general consensus that every effort
should be made to direct as great a proportion of the PIF's
resources towards the expansion of export production as possible,
One method which would seem to deserve special attention is *o
give the intermediate credit institutions a larger spread in the
case of loans for export projects than in the case of loars
for import substitution or bottleneck breaking projects. At
the same time, given the uncertainties and special risk of
exporting, a lower interest rate for this purpose would seem
appropriate. Moreover, the interest rates presently set by
intermediate credit institutions to the ultimate borrowers

-seem unduly low, compared to normal commercial bank rates of
12-14%, particularly in the case of loans for impor* substitution
projects that are likely to be highly profitatle. One of the
main reasons for the present rates is the fact that under a
number of laws and policy determinations going back for many
years, special longer term credit facilities for industry and
agriculture have been created and specially low interest rates

set for these operations. Partly as the result of the discussions
between AID staff members and the Colombiafr. authorities concerning
the PIF, the new Monetary Board has started a study of the
interest rate structure of all long term development financimg

in Colombia and the definite readjustment of the interesi rates
charged ultimate borrowers of PIF funds will have to await the
recommendations of such a study.
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One further aspect of the proposed modification of the
PIF interest rate structure deserves special comment, namely
the suggestion that PIF's own relending rate to the intermediate
credit institutions be increased from 4% to T% in the case of
loans for import substitutions or bottleneck breaking. This
may be increasingly important in the future in enabling the PIF
to service its own debt obligations and cover its operating
costs since it is likely that most of 1ts direct foreign borrowing
Will be at interest rates in excess of the 4% interest rate it is
bresently charging the intermediate credit institutions. Thus the
DB loan to the PIF carries & 5 3/4% interest rate, the Dutch loan
al1/2 to 5% interest rate and the proposed AID loan would be at
5 1/2% to the PIF even though the Government of Colombia would be
offered ATD's maximum concessional terms under the two-step
procedure. Up to now the management of the PTF has not had to
face this problem since, as stated previously, the only funds
that PIF has actually made use of thus far conslst of the peso
counterpart of the 1963 AID program loan feor which PIF has to
pay the Colembian Government an interest rate of only 3/h of 1%.

2. At least 55% of available lending funds will be
channeled into the expansion of production for export.

Comment: The second suggestion concerning PIF lending
policy is closely related to the first one and is aimed at
directing as high a percentage as possible of the Fund's resources
towards export production. As shown in Table 3 only 33% of both
the number and volume of loans authorized thus far have gone for
projects that have exports production as their only objective and
even 1f other loans for projects which have both export production
and import substitution or export production and bottleneck
breaking as their objectives are added, less than 50% of total
loan funds have been devoted to the expansion of export production.
This occurred during a preriod when a very large part of the PIF
resources went to a few relatively large projects designed to
expand the growing of sugar cane and enlarge the capacity of
sugar mills. The requirement that at least 55% of total loan
funds be devoted to export rroduction 1s therefore not
easy to fulfill and will force both the Intermediate credit
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institutions and the Bank of the Republic to give clear and
decided preference to the financing of export projects.

3. Consideration will be given under the import
substitution criterion to subloans for the large-scale produc-
tion of basic food crops such as corn, rice and beans where
severe, continuing shortages might require imports. These
loans might be preferably destined for the purchase of imported
component of the carrying out of sugh farm improvements as the
construction of silos.

Comment: Commercial production of basic food stuffs
for the domestic market appears to be emerging as one of the
Achilles heels in the Colombian development process. Corn
production has actually tended to fall in recent years and the
growth of other basic staples has not been satisfactory. In
certain areas of the country such as the Cauca Valley, sugar
production seems to be displacing corn. While Resolution 11,
as now constituted, clearly permits the type of loan visualized
under suggestion No. 3, neither the intermediate credit institu-
tions nor the Bank seem to have devoted enough attention to
promoting and seeking out these types of projects.

L. The BOR, in consultation with the Planning Department,
will arrange to have basic economic studies made in sectors such
as sugar production or the expansion of the chemical industry,
in which basic detailed information is essential to judge the
extent and the criteria for further expansion.

. Comment: As shown in Tables 3 and 8, & great proportion
of PIF lending vc date has gone into two sectors, namely the
expansion of sugar production and the financing of the expansion
of the chemical industry. The technical staff as well as some
members of the Board of Directors of the Bank have expressed
the urgent need for detailed studies of these industries,
including a realistic long term appraisel of such factors as
world production and demand for sugar in order to avoid financing

what might turn out to be an excessive expansion of the sugar
industry or the financing of projects in the chemical industry
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which, however sound technically, mey have less priority than
other projects in the same industry. It is proposed that up
to $100,000 of the AID loan be reserved for the financing of
such studies if it should prove advisable to contract U, S.
consulting firms to assist the Bank of the Republic and the
Government Planning Department.

5. &) BOR will continue to finance not more than TO%
of the peso cost of the project.

b) BOR will apply clear definitions of acceptable
types of borrower's contributions to the proposed project.

Comment: The above suggestions are intended to reaffirm
existing policies and practices of the Bark.

6. The PIF will not meke commitments in excess of the
amount of funds for which it has firm comuitments plus repay-
ments. In this connection there should be ar. exchange of letters
among the US AID, the Government, and PIF giving a firm commitment
for the use of pesos earmarked for the PIF at the time such an
agreement is reached between the Government and US ATL.

Comment: Until recently the management of the PIF has
tended to authorize loans in excess of funds formally made
available to it. It has done so because of its knowledge that
there existed a tentative understanding between USAID ard the
-Colombian Government concerning the allocation of up to $30 million
equivalent of peso counterpart funds to the PIF. The Bank called
for these funds only when it expected that it would need them
for actual disbursements in the relatively near future. It is
felt that this practice is undesirable and the above suggestion
is designed to provide the Bank with adequate assurance of peso
availabilities.

T. Accelerated repayment of the subloans shouid be

required if the borrowing firm increases the Proportion of its
after-tax profit distributed above, say L0% of that profit, or
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above the average percentage in the three years Preceding the
loan, whichever is higher but not normally in excess of say 60%.
The accelerated repayment might be equal to the amount distri-
buted above the relevant bercentage.

Comment: There was & general consensus that the PIF
should make sure that the ultimate borrowers do not increase
the di -tribution of their profits unduly during the period when
they are utilizing PIF loan funds. There has been a:tendency
on the part of important industrial firms in Colombia to distribute
an excessive proportion of their Profits instead of reinvesting
thelr earnings and the introduction of this procedure would
discourage such practices.

8. Every effort should be mede to ensure that the
intermediate credit institution participates adeguately in the
financing of the project. Suszh financing should be a prerequisite,
at least, of import substitution and bottleneck breaking loans.
Moreover, applications must clearly demonstrate that provision
of working capital is assured, often with the help of the inter-
mediate institution.

Comment: The above suggestion is designed to reinforce
and spell out the requirement which the Bank of the Republic
has tried to enforce in a half-hearted menner thus far. Given
the relative credit restraint which is necessary in order to
bring the present inflationary pressures under control, it is
essentlal that the commercial banks and financieras supplement
PIF loans for priority Projects by providing at least a good
part of the necessary working cepital.

9. Coordination between requests for Cooley loans and
PIF loans will be arrangzd by a mutual exchange of data between
BOR and US AID on applications received.

Comment: While the BOR has been coordinating requests
for Cooley and PIF loans, a frequent mutual exchange of data
between the Bank and US AID should prove helpful to both in
avoiding duplications and confusion.
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10. The BOR will meske add*tional efforts to give the
PIF publicity throughout the country. In this connection
preparation of an annual report should be required. In addition
to basic information about the PIF, the loans approved, and
the movement of funds, the arnual report could include pictures
of projects financed and description of the contribution of
the Fund to the country's economy. In addition, frequent press
releases on activities and coverage of the FTF in the BOR
monthly bulletin are desirable. The annual report and other
publicity should make it clear that Alliance for Progress
Funds have been a key factor in the PIF.

Comment: As has been noted the Resolution No. 11
enjoins the Bank of the Republic to publicize the PIF but it is
the impression of US AID and AID/W staff members that its efforts
in this direction have been rather inadequate. The above
suggestion 1t designed to deal with this criticism.

B. BSuggestions Regarding Procedures for Approval and
Follow-up of Project Loans by the Intermediate Credit
Institutions and the B'.R,

l. JTn the case of all su..oans in excess of 3 million
pesos, the intermediary credit institution will require the sub-
borrower to furnish not only an answer to the required questionnaire
but also an adequate project study. This requirement might be
waived by BOR in exceptional cases where a great deal of informs-
tion is available on the technical, economic and financial
feasibility of similar projects, except where the proposed FIF
loan i1s in excess of 1 million dollars or its equivalent in pesos.

Comment: Actual examination of the type of information
submitted by would-be borrowers to the intermediate credit insti-
tutions and forwarded by these institutions to the BOR reveals
8 wide variation in the quality of the material supplied to Jusktify
the proposed loans. It is felt that sub-borrowers as well &s
the intermediate credit institutions should be encouraged and

even forced to prepare carefully worked out proposals, including
studies of the economic, financial and technical feasibility of
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all relatively major projects. Colombia possesses

an unusual number of able engineers and architects as well
as well-trained economists and accountants. Some consulting
firms have already acquired consideratle experience and
reputation but they are not being as fully used by would-be
borrowers as would seem desirable.

2. The intermediate credit institution will require
that the sub-borrowers provide it with copies of contracts,
import licenses, customs clearances, and other documents to
support the expenditure of funds according to the project
proposal, using the revolving fund method of subloan dis-
bursements where appropriate. A summary of such documentation
reviewed will be included in the quarterly report referred to
in No. 3 below.

Comment: This suggestion is designed to tighten up
the disbursement procedures and end-use checks on the part of
the intermediate credit institutions. It is intended to correct
some situations in the past where funds were disbursed bty the
Bank of the Republic to the intermediate credit institution
and by the latter to the ultimate borrowers well in advance of
actuel project needs as well as the tendency of some of the
intermediate credit institutions to fail to institute any
system of verification that the funds are being used for the
purposes describeC in the project. As mentiored, this has
tended to throw an undue burden for end-use checks on the staff
of the Bank of the Republic.

3. The intermediate credit institutions will be required
to furnish the BOR with a regular quarterly progress report
from the time disbursements begin until the project is completed.
Such reports would cover the entire project, not only that part
financed by the PIF. In each case, preparation of the quarterly
report will require on-site inspection by a qualified technician
in the field (industrial engineer, agriculturalist, etc.).
These technicians might be regular employees of the intermediaries,
employees of the Asociacion Bancaria, or independent consultants.
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. The manager of the local branch of the intermediary, i.e., the
person directly responsible for the disbuirsements will be a
co~author of each guerterly rerport. o

commert: Uris ruggesiion is closely linked to the
previous one and its adoptior will force ihe intermediate oredit
institutions into zonductiog regular end-use zhecks ard preparing
regularly reports tc the Dank of the Repubiic, It wiil ohilgate

them %o either put on their statf qualified technizal personnel
or to make contrasts witk sich persornn:=1l and will force branch
bank managers in charge of loan disburseyents to f'ollow the
execution of the prejects with special care. The setting up

ol the proposed zystew will lightsn the turden on the Dark of
tre Pepublic's staff and will force the intermediate credit
irstitutions to dec 8 much better job of appraisal tarking.

L. "he BOR will work out a s
assures that its inspection teams wil> vi
once within six months fcllowing the star*
periodically thereafter.

Ledile of site visits which
isit each project at least
* of dishursemznts, and

—
-

commert: This suggestion is iuntend=d to formalize and

systematize the inspeztions that are already being carried out
by the taff of the DBank of the Republiic,

—

1 make every effort to
strongtlon its review and moniteriig svaff., 4ds a misimum the
Lank will organize orz additional inspection team censisting
¢f & loan officer tonemist, engireer and acccourtant, For
trhis purpose the cervices of a consuliing firm might be engaged.

“n addition, ihe Dank woll
a8 sonewvhat greater cantralizaiion
with the FIT program.

the desirahility of
operations concerned

Comment: As discussed in a previouws section of this capital
assistance paper, the technical staft of tha bank dealing with PIF
matters is clearly cverburdened and needs argenlly to be reinforced
either by hiring more ctaff or ty the Eank raking contrects with
outstanding Colomtian or even fereign consulting firms., At th
same time it iz important that the Pank keep under continuocus review
its operation of the Fip.
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c. -Understandings Concerning Conditions of Proposed 10
Million Dollar Loan and Future Releases of Peso Proceeds

of ATD Program:Loens

current rates charged by the Export-Import Bank or the IBRD of 5 1/24
at a maturity of 15 years, including a 5-year grace period and second,
an offer to the Government of Colombia to receive repayment of the

Comment: The above requirement spells out the
proposed two-step procedure. In view of Colombia's balance of
payments situation, it is proposed that the GOC be offered the
two step option of a Lo-year dollar loan including a ten-year
grace perioi. The loan would be made to the Bank of the Republic
for Private Investment Fund at & 5 1/2% interest rate and for a
term of 15 years including a five-year grace pericd - terms
identical with those proposed by the World Bank.

2. The dollar loan would provide an allocation of
funds, perhaps $lO0,000 initially) to cover economic studies
which the BOR in consultation with the Planning Department might
wish to contract with US or Colombian firms or individual
consultants. These funds could also be used to contract suitable
firms or specialists who would assist the BOE in providing
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Comment: It should be noted that there is no require-
ment that the Bank of the Republic contract for technical
assistance but that funds are to be set aside in case that
U. S. technical assistance might becomz desiratle.

3. Except by agreement wi<h the AIL, funds available
from U. S, sources, either dollars or pescs, may not be used
for increased export production of raw materials where there
is already a world surplus and in whiczh marketing is limited
by international agreements to which either the United States
or Colombia is a party.

Comment:, This proposed requirement 1s designed to avoid
the use of AID lcan funds or pesc funds for the financing of the
expansion of such produ-ts as cotton and coffee which are in
wvorld surgplus.

L, U, s, generated firdc, eitner dollars or pesos, will
not be available tc any sut-birrcwer 17 information avallatle
to the BOR indicates that tre Sit-berrower has other resources
or credit lines on appropriate terms with which the project
should be financed.

Comment: This propreed requirement is desigred to
reinforce the positiin o8 i staff and Beard of Directors of
the Bank cof the Republilc :n reciziinge pressure from boun domestic
and foreigr intercce.c i LYot osee PIR G . ' ¢
the informaticn aveiiazie <. the Bank learly {ndicates that
they have ample res srow Sotielr twnoor oready woess o cther

-
appropriate scurces o

5. When the Fopat exchange cimponent of & lcan is as
much as $500,000, the loan upplication will be referred through

US AID to the Expert ~-Imper: Bank for pessible financing of the
dollar part.

Comment: Tris propcsed requirerent is btased on the fact
that the Export-Import Bank was wiliing to agree to AID consi-
deration of the proposed loan with +he understanding that all
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applications over $500,000 which have been approved by the
Colombian authorities be referred to the Export-Import Bank
for an expression of the Bank's interest in considering such
applications direcily. It should be noted that the Export-
Import Bank has made one loan thus far to cover part of the
foreign exchange costs of a project which is also receiving

a PIF loan and has several other loan requests under consider-
ation.

6. Pesos provided from U. S. Program Loans will be
in future limited to the financing of peso costs.

Comment: While informetion available to:date indicates
that the overwhelming proportion of peso funds resulting from
the AID Program Loans made available to the FIF has been used
to finance local costs, & certain proportion has been used to
buy forelgn exchange for the direct importation of goods ard
services from abroad. Such & use of pesos was not confined
to purchases from the United States. In order to assure that
this will not occur in the future and ercourage the management
of the PIF to seek foreign exchange financing activelv and on
appropriate terms from European countries and Japan, it is
essential that the use of pesos from U. S. Program Loans be
limited to the financing of peso costs, except for & limited
amount of off-the-shelf procurement (.ot to exceed $5,000)
of goods and services of Free World origin.

7. The Bank of the Republic and AID are to work out a
mutually acceptable procedure under whiczh the resources of the
PIF would be denied borrowers who utilize unduly short term
supplier credits to finance a portion of the project for whick
PIF financing is proposed.

Comment: Available information seems to indicate that
perhaps &s much as half of the foreign exchange costs of the
projects for which PIF loans had been approved as of April 9, 196k,
were financed by means of supplier's credits. It is further known
that many of these credits are very short-term, carry no grace

period end are, therefore, very undesiravle from Colombia's
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balance of payments point of view. Best available estimates
seem to indicate that suppliers' credits to the private sector
amount to several hundred million dollars and have been rapidly
increasing in recent years. The Colombian authorities are en-
gaged in formulating a broad program to 3leal with the trouble-
some protlem of short-term dett, of which the undue growth of
short-term suppliers' credits is orly a part. It seems essential
nevertheless that the PIF mechanism be used in helping to cope
with this problem. Of course, the very existence of & sizable
A.I.D. credit for procurement in the United States, availatle
through the PIF, the fact that the latter can also lend pesos
and that the Bank of the Reputlic rather than the ultimate
borrower will be assuming the exchange rate risk is likely

to result in a good many borrowers using the A.ZI.D. credit
rather than incurring unsuitatle, short-term detts to suprliers.

8. a. The PIP will furnisk US ATD on a quarterly basis,
using a format to be agreed Oon, summary reports on the utiliza-
tion of the proposed dollar loan, peso funds and general !nforma-
tion on availability and utilization of other external creaits,

b. The PIF will continue to furnish US AID on a
monthly basis with information as agreed between them covering
subloan applications, intermediary credit institutions involved,
approvals, rejections, breakdown of total project costs and
of loan use for peso ard foreign exchange costs, economic
category of loans, borrower's identity, sutloan termes, disturse-
ments, repayments and delinquencies.

¢. The PIF will furnish US AID quarterly progress
reports containing, in addition to & summary of the information
referred to under 7-b, datz on the progress in implementing
projects for which subloans have been autherized, in such
detail as PIF and US AID will agree upon,

Comment: The above requirements spell out the desir-
able types of progress reports which will help A.I.D. in
monitoring PIF activities.
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9. At least once a year, PIF and US AID will review the
progress of the PIF financing program, including lending
policies, the procedures used by the BOR and the intermediary
credit institutions in reviewing, approving, implementing and
checking on the use of both peso and dollar subloans.

Comment : The proposed requirement, together with the
rather elaborate reporting requirements outlined previously,
is especially important since it is not proposed to insist
that the Bank of the Republic engage consultants that would
check on the operations of the PIF nor is it proposed to have
A.I.D. review subloans above a certain size which has often
been a requirement in loans to intermediate ¢redit institutions.
It is felt that PIF's operating record to date and the excellent
quality of the Bank of the Reputlic's staff make it unnecessary
to insist upon such devices. Moreover, it was felt that any
such requirement would set an undesiratle precedent for other
potential lenders.

10. For the proposed dollar loan, A.I.D. and PIF will
work out together the simplest and most expeditious disburse-
ment methods compatible with applicable U.S. legislation. One
possible approach would be as follows:

(a) 1In the case of procurement in the United States
by the sub-borrower of equipment and supplies
involving totel disbursements in excess of
$25,000 the letter of commitment method would be
used under which A.I.D. opens letters of credit
directly in favor of the suppliers from whom the
sub-borrowers order the equipmert.

(b) For total purchases of less than say $25,000
the reimbursement method might be used.

11. BOR will undertake an early study of ways and means
of mobilizing domestic savings especially to complement the
resources made available to the PIF by the United States and
other foreign lenders. '
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Comment : The PIF has been conceived until now as
being essentially a device to utilize external financing.
While existing data indicate that PIF loans have supplemented
internally mobilized resources of several times their size,
it would seem appropriate tha&t-the Colombian authorities study
seriously the possibility of motilizing internal savings for
industrial and agricultural development since the existing
devices for this purpose do not seem to operate satisfactorily
in the present inflationary environment. .
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V. ECONOMIC JUSTIFICATION OF THE PROPOSED LOAN

Enlargement of the PIF's resources by means of the proposed
AID loan, and the changes in some of the Fund's policles and operating
procedures, which will be a major by-product of the proposed additional
financing of the PIF, are important to the achievement of such
priority goals of the U.S. assistance effor:t in Colombia as:

(1) Financial balance (including solution of the balance
of payments problem) at a level rermitting accelerated
economic growth and social progress;

(2) A more diversified and productive agricultural sector
which will lead the way in the export drive; and

(3) Provision of increased stimuli to guide Colombisa's
vigorous private sector into activities of prime
program priority.

The proposed loan appears especially Justified for the
following more specific reasons:

(1) It will enlarge the PIF's resources for long~term
financing, especially for export production.

As shown in Table X, subloan approvals through the Private
Investment Fund mechanism exceeded the equivalent of g2h million
during CY 1963 and;, according to careful estimates made by the
Bank of the Republic's staff are likely to exceed $36 million
equivalent during CY 1965. This is very much in line with the
estimates made in the recent IHRD report on Colombia which states
the following:

"Experience of the PIF thus far and the recent flow of
project applications indicate that the equivalent of US $40
million can be effectively utilized by the PIF in 1964 for loans
to help expand production for export and in substitution for
imports. This non-inflationary financing of the private sector
is needed to supplement local funds available through the
banking system. The new IMF standby agreement approved in
February 196k indicates levels of credit expansion consistent
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with overall monetary stability. Under the program agreed with
the Fund for 1964, total Central Bank credit would expand by
about 6%, most of which would be for the private sector. The
expansion of credit from domestic sources would be combined
with disbursement under the Private Investment Fund. PIF
disbursements would need to amount to at least US $40 million
equivalent 1f total credit to the private sector is to increase
by about the minimum necessary - about 10% - to provide adequate
financing for the investment and working capital requirements

of the private sector. Substitution of additional Central Bank
credit for PIF financing would have unfavorable inflationary and
balance of payments riske.

The amount of PIF credits needed during 1965 will depend
largely on whether current strong incentives for investment in
private agriculture and industry continue and on the extent to
which domestic savings can be increasingly channeled toward
financing private investment."

TABLE X
Estimate of PIF Loan Approvals
CY 1964
No. Amount
Approvals during CY 1963 50 240.3
Approvals during first four months of
CY 1964 20 87.6
Approvals expected during remaining
elght months of CY 196k (3] 279.1
Projected Loan Approvals in CY 1964 89 366.7

Source: Bank of the Republic
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The proposed loan is designed to finance 8 portion of the
foreign exchange cost of PIF approved projects and is to be
disbursed during the next 18 to 24 months. Considering the fact
that, as shown in Table IV the foreign exchange cost of the projects
approved during the first year of the Fund's operations exceeded
$E2 million, of which only $5.4 million were financed by PIF peso
loans and that in the future the reso proceeds of AID program
loans made available to the PIF are not to be used to finance the
foreign exchange component of rrojects, there can be 1little doubt
that the size of the proposed loan is rather moderate. This will
be true even if the negotiations for a $10 million loan from the
World Bank for the financieras were to be concluded in the very
near future,

The foregoing Judgment appears to be borie out by all
rresently available information on levels of industrial investment
and the volume and value of industrial and agricultural machinery
and equipment imports during recent years. All the data appear to
indicate that there exists & very strong latent demand for such
equipment.,

(2) As a result of the proposed loan an increasing
prortion of the foreign equipment and supplies of the projects which
the PIF helps finance will be bought on longer terms much more
appropriate from the point of view of Colombia's balance of payments
than seems to have been the case up to now. According to the
information avallable, a major portion (perhAps as mich as 20
million dollars) of the total foreign exchange cost of PIF projects
has, up to now been financed by means of supplier's credits, many
of which are short-term (2-5 years) and have no grace periods.

(3) By providing a ready source of dollar exchange for
procurement in the U.S. and through the provision that the use of
peso proceeds of AID Program Loans is to be restricted to local
cost financing, the new loan will help assure that the PIF's peso
resources are used for the financing of local costs and not to any
significant extent for the acquisition of third country goods and
services. The latter is clearly undesirable from the point of
view of the U.S. balance of payments and the U.S. commercial
position in Colombia.
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(4) PIF borrowers will be able to secure equipment and
services needed to carry out their rrojects in the United States
on suitable terms and without incurring the exchange risk since
the latter will be assumed by the Bank of the Republic for the
account of the Government. AID financing is thus likely to
result in additional U.S. exports to Colombia.

(5) The proposed loan is likely to constitute powerful
pressure on other potential lenders, such as the European countries
and Japan to make funds available, on suitable terms to the PIF
for foreign exchange and, whenever possible, local cost financing.
Up to this time only the Netherlands has negotiated a small (1.4
million dollar) credit with the Bank of the Republic for use by
the Fund.

UNCLASSIFIED



- by - UNCLASSIFIED
Revised June .15, 196k

VI. FINANCIAL ASPECTS OF THE PROPOSED LOAN

1. Proposed Loan Terms

It is proposed to make the loan in two steps. First,
the proposed loan to the Bank of the Republic for the PIF is to
be for a term of 15 years, including a S5-year grace period, at a
5%% interest rate. These terms are in line with those proposed
by the IBRD for its loan to the financieras via the PIF, are slightly
more favorable than the terms of the existing IDB loa~ to the PIF
(12 years, 2 years' grace at 5 3/4%), but harder than the reported
terms of the Dutch credit to PIF (15 Years, interest rate 4%% or
5%, depending on money market conditions inm the Netherlands). At
the same time they are broadly in line with those which the Export-
Import Bank would be likely to apply if it were to make a loan
for the PIF. Second, in view of Colombia's balance of payments
problem involving relatively heavy debt service payments during the
next few years, the most concessional A.I.D. lending terms are con-
templated for the option to be offered the GOC, i.e., a 4O-year loan
with a 10-year grace period, with interest at 3/&% during the grace
period and 2% during the repayment period. (For an analysis of
Colombia's balance of payments situation see AID-DLC/P-228, Airgram
A-592 from Bogota, and the recent IBRD Report on the Colombian
Economy, especially Chapters VI and VII.) As mentioned in an earlier
section, the Government's authorization to contract external debt
is almost fully used up and its enlargement by the Colombian Congress
will require considerable time so that there may be a significant
delay in the Government excercising the 2-step option which will be
offered to it.

The proposed 15-year term for the loan to the BOR is in
excess of the maximum limit for subloans which is fixed at 10 years
under the provisions of Resolution No. 11. But, as noted in a previous
section, this limit can be waived by the Board of Directors of the
Bank of the Republic in the case of individual subloans whenever there
are valid reasons for doing so. Moreover, the World Bank, in discussing
the terms of its proposed loan to the financieras, has been exploring
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with the Colombian authorities the desirability of subloans repayeble
over & 15 year period in the case of certain types of industrial and .
agricultural projects that have a long gestation period. Fi slly, it
appears desirable to enable the PIF to utilize AID funds ¢ « revolving
basis. Should the present pattern of subloan maturities continue,

then a 15 year AID loan for the PIF would enable the funds to be

used twice on the average before repayment is conpleted. The five

year grace period appears desirable as a method of helping the PIF in
consolidating its position and being in a position of attracting
additional non-U.S. resources.

The proposed 2 step procedure will lead to the creation
of an interest rate spread as well as a spread between the scheduled
repayment by the PIF and the GOC. The interest rate spread might
be invested in readily liquid assets to serve ag a special reserve
against the exchange rate risk. The "principal" spread would be
utilized by the GOC with the agreement of A.I.D. for development
financing, including loans through the Private Investment Fund.

The proposed interest and repayment terms on the first step
of the proposed AID Loan - 5%% interest, 15 year repayment including
& 5 year grace period - must, of course, be viewed in the light of
the present and proposed relending rates of the PIF as well as the
Fund's operating results to date.
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As shown in Teble XI, during its first year of operations
the PIF was able to realize a small operating surplus., Its income
consisted of the 4§ interest charged the intermediate credit
institutions; its outlays of the operating expenses that are:
surprisingly low, (refle.ting the economicel way in which the Bank
of the Republic operates the PIF) and of interest payments at the
rate of 3/4% on AID Program Loan Generated Pesos disbursed up to
now.

TABLE XTI

PIF: Profit and Loss Statement for Pirst Year of Operations
(April 15, 1963 - April 30, 196%4)
(in thousand pesos)

Income from Interest . ' 1,585

Less Operating Expenses 836
Less Interest Payments on AID
Program Loan Generated

Peso Funds 522 1,358

Operating Surplus 227
Source: Bank of the Republic |

*+ Any projection of the financial situation of the PIF made
at this time is of very limited significance because of the
ur.certainty concerning a possible modification of the interest
rates charged by the PIF, the 1ikelihood of the PIF attracting
foreign financing on terms difficult to forecast and the fact
that no loans for direct foreign procurement have been utilized
up to now by the PIF System. Consequently, no projection is
rresented at this time. There is no doubt that the Colombian
authorities will adjust the interest rate structure in such &
wey that the Fund will be in a position to meet its operating
and averhead costs and service its debt obligations.
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2. Ability to Repay

It may be concluded that there are not only reasonable
but excellent prospects for repayment of the proposed loan since
the intermediate credit institutions will assume the credit risk
of subloans while the country's Central Bank will be the
borrower and will assume the exchange rate risk for the account
of the Government. The lattey in exercising the 2 step optiory
will be responsible for the eventual repayment in dollars of the
proposed A.I.D., loan.
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VII. IMPACT ON U. S. ECONOMY

The proposed loan is likely to have a number of very
favorable effects on the U. S. economy. First, the loan will
be entirely for procurement of goods and services from the
United States. At the same time, it is proposed that the peso
proceeds from AID Program loans be restricted to local cost
financing. Under these circumstances, the potential sub-
borrowers will be offered a very attractive financing package:
dollar finarcing for procuremsrt in the United States with the
exchange rate risk being assumed by the Bank of the Republic
together with peso financing of local costs. Second, the sale
of U. S. exports of equipment, machinery arnd supplies is likely
to be additional to the goods U. S. expcrters would otherwise
sell in Colombia. The proposed PIF loan is thus a vital
complement to the AID prograr loans. Third, the loan will
involve the financing of forward procuremert - i.e., the U, S.
exporter will know in advance ihat his sale of goode end
services to PIF sub-borrowsrs will be AID financed.

While the expansion of export production is one of the
major objectives of all PIF lending, many of these exports are
of tropical or semi-tropical products not produced in the United
States.
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VIII. IMPLEMENTATION PLAN

As pointed out in a previous section of the Capital Agsistance
Paper, the Project Committee consisting of USAID and AID/W stalt
members have discussed the likely conditions and modus operandi
of the proposed loan rather fully with the Colombien authorities.
They also made & number of suggestions concerning the operations of
the PIF and the use/of the peso proceeds of AID Program loans by
the PIF. Some of these suggestions and understandings will form
part of the loan agreement, others will be spelled out in
implementation letters or in an exchange of letters between USAID
and the Bank of the Republic.

It is planned that USAID will conduct the actual loan
negotiations in Bogota with the assistance of AID/W legal and
loan staff members and that the loan agreement will be signed
there within 2 - 3 weeks after authorization. In view of the
fact that likely loan conditions have been fully discussed with
the staff and top management of the Bank of the Republic, it
should provec possible to confine conditions precedent to disburse-
ment to 4 minimum. The major points to be worked .ut prior to
disbursements are llkely to involve:

(1) An understanding concerning disbursement procedures;

(2) An understanding concerning procedures that will
deny PIF firancing to ultimate borrowers who plan
to utilize suppliers' credits which are excessively
short-term and costly.

As far as disbursement procedures are concerned, it is
proposed to work out arrangements which would permit reimbursement
by AID for procurement by sublenders in the United States of items
costing less than $25,000 while nll dollar procurement costing more
than that would be financed under the letter of cormitment procedure.

It is believed that conditions precedent to disbursement
will be satisfied within 3 months following loan authorization, and
that the entire loan will be committed in loans to sub-borrowers
within about 18 months and will be disbursed within 24 to 30 months.
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USAID will have monitoring responsibilkty, including that
of carrying out of site inspection and periodic reviews of policies

and operations. Several USAID staff members have been closely
familiar with PIF operations since the Fund's inception.

IX. ISSUES

None.
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COLOMBIA - BANCO DE LA REPUBLICA
(PRIVATE INVESTMENT FUND)

CHECKLIST OF STATUTORY CRITERIA :'(ALLIANCE FOR PROGRESS)

Foreign Assistance Act of 1961, as amended (hereinafter FAA),
Section 102. The loan will further the policy of the Act,

as stated in this Section. Every possible precaution will be
taken to assure that loan proceeds are not diverted to short-
term emergency purposes (such as budgetary purposes, balance
of payments purposes, or military purposes) or any other
purpose not essential to the long-range economic development
of Colombia.

FAA Section 201(d). Loan funds are not to be loaned or re-
loaned at rates of interest which are excessive or unreasonable
for the ultimate Borrower or in conflict with Colombian legis-
lation.

FAA Section 202(c), Foreign Aid and Related Agencies Appropri-
ation Act of 1964 (hereinafter "App."), Section 117. Funds
have been appropriated by Congress for this loan.

FAA Section 204. The terms and conditions of the loan are in
accordance with standards and criteria established by the
Development Loan Committee.

FAA Section 251(a). The loan will promote economic development
in Colombia and will contribute to the welfare of its people.
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FAA Section 251(b)(1). Account has been taken of the extent
to which Colombia is adhering to the principles of the Act
of Bogota and Charter of Punta del Este and is showing a
responsiveness to the vital economic, political, and social
concerns of its people, and of the extent to which

Colombia has demonstrated a clear determination to take ef-
fective self-help measures.

FAA Section 251(b)(2). The activity to be financed is
economically and technically sound.

FAA Section 251(b)(3). The activity is consie*zil ‘rith and
1s related to other development activities being undertaken
or planned and will contribute to realizable long-range
objectives.

FAA Section 251(b)(L4). The loan will have no foreseeable
adverse effect on the U.S. economy.

FAA Section 251(b). The loan complements financing from
other Free-World sources.

FAA Section 251(b). The terms of the loan (interest,
year amoritzation) are reasonable under circumstances
affecting the loan and the capacity of Borrower to repay.
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FAA Section 251(b). Account has been teken of the extent to
which Colombia is meking reasonable efforts to encourage
repetriation of capital invested in other countries by its own
citizens.

FAA Section 251(b). There are reasonable prospects that the
loen will be repaid.

FAA Section 251(e). An applicaticn has been received for
this loan which gives sufficient information and assurances
to indicate reasonably that the funds will be used in an
economicelly and technically sound manner.

FAA Section 251(g). 1In view of the nature of the project, it
is not appropriate to utilize the loan to assist in promoting
the cooperative movement in Latin America.

FAA Sections 601(b); 621. The loen will be administered in
such a manner as to encourage and facilitate participation
by private enterprise to the maximum extent practicable.

FAA Section 602. American small business shall be assisted
to the maximum extent practicable to participate equitably
in the furnishing of goods and services for the project, in
accordance with the procedures described in this section of
the Act.

FAA Section 604(a). Equipment, materials, and services (ex-

cept Marine Insurance) financed for the project under the
loan shall be procured from the United States.
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PAA Section 604(b). Any commodities financed by the loan and
purchased in bulk will be purchased at prices no higher than
prevailing U. S. market prices.

FAA Section 604(d). Loan funds shall be available for Marine
Insurance on commodities shipped when such insurance is
placed on a competitive basis, as specified in this section
of the Act. In the event that Colombie

discriminates against any U. S§. marine insurance company,
commodities purchased with loan funds shall be insured against
marine risk with a U. S. company, as required by this section.

FAA Section 611(a)(1). Necessary substantive technical and
financial planning for the project has been completed, and
a reasonably firm estimate of cost of the project to the
United States has been obtained.

FAA Section 611(a)(2). No further legislative action in
Colombia in required for implementation of the
project.

FAA Section 611(b), App. Section 101. The project does not
i{nvolve water or related land resource construction.

FAA Section 611(c). Construction contracts to be financed
by the loan shall to the maximum extent practicable be let on
a competitive basis.

FAA Section 619. Not applicable. Colomoia is
not a newly independent country.
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FAA Section 620(a), App. Sections 109(a), 109(b). No assist-
ance will be furnished under this loan to the present govern-
ment of Cuba, nor does Colombia furnish assistance to the
present government of Cuba. Colombila has taken appropriate
steps to prevent ships or aircraft under its registry from
engeging in any Cuba trade.

FAA Section 620(b). The Secretary of State has determined
that Colombia is not controlled by the International Communist

Movement.

FAA Section 620(c). Colombia is not indebted to any U. S.
citizen for goods or services furnished or ordered, where such
a citizen has exhausted available legal remedies or where the
debt is not denied or contested by or the indebtedness arises
under an unconditional guaranty of payment given by Colombia.

FAA Section 620(d). It is not anticipated that loan funds will
be used to finance construction or operation of any facility
which will compete with United States enterprise. In the event
loan funds are so used, appropriate procedures will be mede to
prevent the exportation to the U. S. of more than 20% of the
annual production of any such facility.

FAA Section 620(e). Neither the government of Colombia nor

any governmental agency or subdivision thereof has, on or after
January 1, 1962, nationalized, expropriated, or seized ownership
or control of property of any U. S. citizen or firm, taken steps
to repudiate or nullify existing contracts with such citizens

or firms, or imposed or enforced discriminatory taxation or other
exactions or restrictive conditions, or taken other actions
having the effect of nationalizing, expropriating or otherwise
seizing ownership or control of property owned by U. S. citizens
or firms, as specified in this section of the Act, without taking
appropriate steps to discharge its obligations, as gpecified in
this section of the Act.

FAA Section 620(f), App. Sections 109(a), 109(b). Assistance
provided by this loan will not be furnished to any Communist country.

FAA Section 620(g). Assistance provided by this loan will not
be used to compensate for expropriated or nationalized property.
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Assistance provided by this loan will

not be used in a menner which promotes or assists foreign

ald projects or act

FAA Section 620(1).

ivities of the Communist bloec countries.

The President has not determined that

Colombia 1s engaging in or prepering for aggressive

military efforts di
any country receilvi

rected against the United States, or
ng assistance from the United States,

or egainst any country to which sales are made under

PL 480, nor is any
A.I.D.

FAA Section 636(h).

basis for such determination known to

Colombian private firms and credit

institution will contribute locel currency in the emount of
at least equivalent to US $3 million to meet the cost of
contractuael and other services to be rendered in conjunction

with the project.

Foreign currency owned by the United

States will, to the maximum extent possible, be utilized
to meet the costs of contractual end other services for

the project.
App. Section 102.

App. Section 10L4.

Not applicable.

Funds obligated by the loan will not

be used to pay pensions, -annuities, etc., as prohibited

in this section.

App. Section 111.

U.S5. personnel to serve under contracts

for services financed by the loan shall have security

cleerance.

App. Section 112. Firms which provide engineering, procure-
ment, end construction services financed by the loan for
the project, and the terms of their contracts, shall be

approved by A.I.D.

App. Sectionllhk, Loan funds will not be used to meke any

payment to the U.N.
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b1, App. Section 118. Construction work financed by the loan
shall be performed by qualified persons, in accordance with
A.I.D. regulations promulgated pursuant to this section,

2. App. Section 601. Loan funds will not be used for publicity
Or propaganda purposes within the United States.

E’hﬁ;{ék(;; essner:LA/qD

Chairfa s/ Project Copmittee

CLEARANCE: Counsel: HAdelman:GC/LA %

Assistant Director for Programs: Kurt Nathanfus AID,Bogota
Loan Officer: HTennenbaumdUs AID,Bogota
Program Officer: JDeForrest:US AID, Bogota

Drafting Officer: PGlaessner:LA/CD
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BANK OF THE REPUBLIC

PRIVATE INVESTMENT FUND

Resolution Number 11 of 1963
o the Boa;d of Directors of
the Bank of the Republic

BOGOTA-COLOMBIA
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PRIVATE INVESTMENT FUND
o P I F o
RESOLUTION No..1l, OF 1963

(February 28)

The Board -of Directors of the Bank of the Republic,
in the exercise of the powers conferred by
Decree-Law 756 of 18951,
RESOLVE:

Article 1.~ In accordance with the recormendations of
the Mission of the International Bank for Reconstruction and
Developrment and of the ad-hoc Committeec of the Alliance for
Progress, which studied Colombia‘’s General Program of Social
and Economt Development; and in implementation of -the
provisions of Article 2 of Decree 756 of 1951, the Private
Investment Fund “PIF- is hercby established within the Bank
of the Repvblic., The “PIF* will possess different
characteristics and management procedures from those
employed for the usual quotas of credit in the Bank.

Article 2.~ The Private Investment Fund will consist
of the peso proceeds generated by foreign loans and of the
foreign exchange resources available to the “‘PIF* from
foreign credits, or from other sources, which the Bank of
the Republic agrecs to accept for the “PIF-.

The Fund will be employed for financing invesiments
exclusively in the private sector, which will significantly
contribute to the Country’s economic development, with
particular attention given to investments which contribute
to the diversification and promotion of exporis.

BArticle 3.- The operations of the Private Investment
Fund will be based upon the following general principles:
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I - OBJECTIVE

Te supply the private scctor with financial resources
earmarked for the highest priority investments within the
framewocrk of the Genaral Development Program contributing
to the diversification and promotion of the Country’s exports.
. These investment projects will be subject to the requisites
and conditions established hereunder.

II - FINANCING

The Private Investment Fund will consist of the peso
proceeds of foreign loans and of the foreign exchange re-
sources extended to the “PIF~ by means of foreicm credits,
or from other sources, which the Bank of the Republic may
or may not accept for this jurpose.

III - ELIGIBLE INVESTMENTS

The Private Investment Fund will direct its resouroces
to the financing of investments in the area of primary
activities (agriculture, cattle industry, fisheries,
mining,etc.) and industry in accordance with the following
order of general priorities: .

a) Diversification and Promotion of Exports.-

Under this criterion, acceptakle investments will be
those which significantly contribute to a strengthening of
the Country‘s balance of payments, by providing new resources
of foreign exchange or by increasing the foreign exchange
earning potential of current export activities. In order to
achieve this objective, the following, among other c-: siderations,
will be taken into account: the conditions of supply wd
demand in foreign markets, and the net foreign exchange
impact of the investment.

b) Elimination of Shortages in the Production
of Goods and Services.-

Under this criterion, acseptable invesiments will be
those which tend to eliminate shortages in domestic production
of goods or services necessary to achieve the objective
stated in paragraph (a), or necessary to the normal
development of ir~wstrialization in accordance with the
objectives of tL.. General Development Program.
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¢) Import Substitution.-

Undor this criterion acceptable investments will be those
that also contribute to a strengthening of the balance of
payments by re-placing necessary imports of basic goods. The
type of product under examination will be considered in the
1light of this objective. This consideration will determine
whether or not luxury goods are involved; whother or not
they are final, intermediate or primary products; whether
they are capital or consumption goods, etec.; and the net
impact on the balance of payments and the time which it will
taks for this impact to be felt. '

Changes regarding the activities to be financed and the
priorities or order of the priorities, can only be effectuated
by the Bank of the Republic and in accordance with the general
economic development policy of the country.

In view of the fact *hat it is possible that upon applying
these general oriteria some projects may prove of equal rank
in eligibility, other criteria may be applied, as for example,
the proportion of labor to the investment, value added,
location, size of the project, and other similar considerations.

IV - EXPENSES TO BE FINANCED

“PIF loans will be employed exclusively for the
acquisition of capital goods (national or foreign machinery
and equipment) and for iha construction, asserbly and
installation necessary for the initiation or for the
expansion of production of economic value as well as the
payment for certain technical studies necessary for the
adequate preparation of investment projects.

In the case of agriculture, cattle raising and fishing,
the Bank ¢F the Republic may authorize, as an exception, the
extension of “PIF’ credit in order to make possible disbursements
which are recoverable only in the long-run and which are in
a different category of investments from those specified in
the previous paragraph and, finally, which are an integral
part of a medium or long-range investment.

In no case will capital requirements classified as-

short term or easily rocoverable be financed. These
requirements should be financed from other sources.
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V - INTERMEDIATE INSTITUTIONS

Thn employment of the resources of the Private Investment

Fund will be effectuated by means of the banking system which is
understood to be all banks having access to the services of

the Bank of the Ropublic and the financial development
corporations.

The only institutions that may carry out “PIF” operations

will b2 legally constituted organizations that demonstrate that
they possess the facilities and the absolute impartiality to '
expedi+iously implement their part of the *“PIF“ operations,
while faithfully fulfilling the fundamental requirement of
channeling funds into oclearly private investment activities.

VI - THE OBLIGATIONS AND FUNCTIONS OF THE
FINANCIAL INTERMEDIARIES

The Banks and the financiai corporations will have, among

- others, the following responsibilities:

a)

b)
c)
d)

e)

£)

¢)
h)

To publicize the nature of the ~“PIF* and its objectives
within the private sector; J

To promote investment plans beneficial to the country;

To orient clients in the preparation of plans and projects,
and to assure adequate tochnical assistance from
specialized organizations, oither national or foreigm;

To evaluate investment applications and projects in terms
of national desirability end not a merely commercial
oriteria - in regard to the technical, economic and
financial aspeots involved;

To assist ciientele in obtaining basic capital for high
priority projects;

To appraise applications for credit in such a way that
resources will not be used in projects which could be
financed with the applicant’s own resources, or by use

of other normal credit sources, domestic or foreignm;

To handle applications for credit in accordanoce with the
procedures established hereunder; ' '

To furnish the guarantées or the signatures required by
the Bank of the Republic to assure satisfactory repayment -
of thoe loan and the fulfilment of each and every obligation
forming part of this oredit system;
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i) ‘o provide to the borrower the funds corresponding to

' the loan granted in the form previously established
by the Bank of thc Republic; '

J} To check on the precise employment of the funds by the
borrower and the general progress of the borrowing firm,
without prejudice to the supervision to be carried out
by the Bank of the Republic: .

k! To report periodically to tie Bank of the Republic on the
development of the projects financed, and on any proven
irreqularity, in such a way that the Bank may ilmpose
panalties; and _

1; To supply the Bank of the Republic with the additional
information it may require at any time.

The way in which the intermediaries will operate in fulfil-
ment of some of the functions and obligations ind!cated above,
is left to their own initiative. What is important to the
system is that high priority projects be presented to the Bank
of the Republic satisfactorily prepared and analyzed. It is
most desirable, of course, that the intermediaries themselves
collectively offer services, or contract the services of
experts, in order to discharge the above funotions =
particularly those under points ¢), d) and j) =~ in the
most expeditious and technical manner possible and at the
least cost. ‘

One of the main responsibilities of intermediary
institutions will be to verify that the credit applications
presented to the “PIF“ conform strictly to the criteria
established for the Fund’s operations.

VII - PROCEDURES TO BE FOLLOWED BY
THE JNTERMEDIARIES .

Once ar application for oredit has been duly received
by the intermediary, the recipient will procaed to record
the application and study it from the standpoint of the
reputation and solvency of the firm, its financial standing,
etc.; proceeding then to the analysis -- elther directly
or by means of entities created for this purpose -- of
the technical practiocability of the project along with an
economlc evaluation. Once these procedures have kwen
complied with, the application will be approved in principle
by the intermediary institution’s highest authority, and it
will then bo submitted for the consideration of the Bank of
the Republig, along with relevant documents and analyses.
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" Once a request is received by the Bank of the Republic
it will follow the procedures indicated under sub-section X.

Once a loan has been aprroved by the Bank of the
Republic,the Bank will proceed to inform the intermediary
. bank or corporation, so that subject intermediary can complete
the operation and procure the relevant guarantees, including
surrender of foreign excaange from exporcs, werc this to be
the case,

The intermediary will then enter into contract with
the borrower, employluga form prcviously approved by the Bank
of the Republic,

Once the contract has been executed, the bank or
financial corporation will present the document to the Bank
of the Republic for a drawing against the WPIP! account,

The total value of the negotiated document will be charged-
to the intermediary’s account or only part of sald value

- will be charged, if the Bank of the Republic has established
the provision of funds on an installment basis correspondins
to the various stages of the project,

VIII - ADMINISTRATION

The mamgement of the Private Investment Fund will be
assumed by the Bank of the Republic, which will appoint the
personnel necessary for effective operation and will
establish the studv groups and the decision-making committees
deemed advisable, When the Bank considers it necessary, it
may make arrangements to nhave technical atudies made by
specialized firms or entities, of acknowledged pres:ige and
independence, eithcr national or foreign. '
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IX « FUNCTIONS OF THE BANK OF
THE REPUBLIC.

The Bank of the Republic will have, among other
functions, the followings .

a) To publicize to the banks and other financial inter-
mediaries the nature of PIF and its objectives;

b) To accept, transact and contract forelgn credits
having satisfactory installment and interest terms
as well as other types of financing for the PIF,
particularly the peso proceeds of foreign loans
granted to 'the country;

c) To sell the foreign exchange, the peso proceeds of
which becomes part of the PIF;

d) To make an accounting of the amount of national
.currency or of foreign exchange employed in PIF
credit operations independently of any other Bank
resources; the accounts thus established will )
constitute a special credit fund with different
characteristics and management from those of the
regular credit quotas of the banks and finance
corporations in the Bank of the Republic;

‘@) To reimburse to foreign lenders the credits granted . ..
directly to the PIF, and to act as guarantor of said
loars whenever necessary, - Likewise, to reimburse
to the National Govermment the amounts in Colombian -
currency initially received as the counterpart of
foreign loans, as well as the accrued interest;

£) To process the applications .for credit chargeable to
the PIF, in accordance with the procedure indicated
in Sub-Section X; ’

g) To check on the precise employment of PIF recsources
in accordance with authorized purposes, and to
observe the general progress of the borrowing enter=-
prises, without prejudice to the obligation to
which the financial intermediaries are bound, namely,
that of controlling the use of PIF credits granted,
and checking on the administration and operation of
the borrowing firms; )
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h) To change the terms of the agreeme nt with or apply the
pertinent penalties to the enterprises which have
‘violated the provisions established by PIF regulations
or by the credit document in accordance with the
reports of the financial intermediaries or of the Bank
of the Republic's ' own inspectors,

The penalties may include demand for immediate payment
of the obligation and/or denial of further access to
PIF resources, and these penalties may be extended to
the intermediary entities whenever the breach or the
proven failures can be charged to the latterg

1) To review periodically the eligibility of the inter~
mediary institution, as such, for PIF credi:z, partia
cularly from the stendpoint of their general capacity
to repay the loans from the Fund and when necessary,
suspend PIF credit to any institution, or limit the
additional amount of Fund recsources it may receive;

J) To perifodically publish official reports on the progress
and development of the Private Investment Fund, and to
supply to the institutions which have financed the PIF
any additional information they may require at. any time,
and .

k) To act aslliquidatbr of PIF, when necessary,

LENDING PROCEDURES TO BE OBSERV'ED BY THE BANK OF THE
. REPUBLIC . .

+

Once an application for credit has been. filed, the Bank
of the Republic will proceed to record it and to study it
from the standpoint of the applicant's business history,
solvency and financial situation, etc, The Bank wili then
verify whether or not the project submitted for consideration
falls within the established economic priorities and whether
or not it 1is in accord with other requiroments of the system,
It will then review and verify the study and analysis of the
technical feasibility and economic justification of the
investment submitted by the intermediary, Should these prove
acceptable, the loan application will then be evaluated and
awarded 'a certain mmber of points in order to facilitate
final selection by & -committee in the Bank of the Republ‘cu
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Once the loan has been approved, the intermediary
will be informed accordingly ro tht it can conplete the '
operation and demand the reclevant guarantees, .

Once the credit document, duly signed, lLas been
presented to the Bank of the Republic to bu charged against
the PIF account, the total value of subject loan will be
credited to the intemcdiary!s account, or only the
corresponding portion of the loan in the event that credits
are to be extended on an installment basis correlated to
the various stages of the project.

XI - CONDITIONS AND TERMS OF CREDITS

Beneficiaries,- TIIF crodit may be awardel either to
natural or legal persons of a private

. character, the latter being established
in accordance with the Colombian law, regardless-of the

amount of their capital and the origin thereof, provided they
do not have available resources of their own nor financing
opportunities from other sources to carry out the total
investment cither domestic or foreign,

Y

Amount of Loans,- PIF crecdits will be awarded only

for the purpose of completing the

financing of projects, and in no

case will they be extended for the total value thereof,

Initially and in order t¢ attain a wider distribution of

.. PIF resources, a maxinum limit of $ 3,000,000 pesos will
be estatlished for a complete project,

Nevertheless, the Bank of the Republic may exceed
this limit in the case of projects which, in the Bank's
opinion, possess exceptional choracteristics, and
provided the amount required would not detrimentally

.. reduce the availability of PIF funds for other projects

that are also of value to the country,

Loan Terms.- The banks and financial corporationms,
in so far as possible, will extend
credit terms which will be adjusted to

the rccovery period of the investment. However, given
the existing legal limitations, the following maxinum
terms rust be observeds )
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Up to five (5) years for loans for agriculture and
the cattle industry. and

Up to ten (10) years for industrial type loans.

Should special statutes authorize longer terms than
those above and should such torms be required for particular
PIF investments, the financial intermediaries may enter
into transactions for longer periods than those indicated |
sbove, but the final acceptarce thercof will require in
case a special decision of the Bank of the Reptblic,

Rates of interest,= In industrial transactions
acceptable to PIF, the intermee
diary institutions moy charge
the following annual r:. .= of intcrest: ‘

Up to 8 per cent on loans thh a maximum term- of
three (3) years, i R

"Up to 9 per cent on loans with three (3) t0’ five (5)
years Cerms, and .

Up to 10 per cent on loans with terms of ovcs five (5}
years, .

In transactions involvii ; agriculture and cattle-
raising which are acceptable to the PIF, the intermedlaries
may charge the following rates of annual intezest:. -

.p to- 8 per cent on lcans with a maximymterm of
three (3} years, and ‘

Up to 9 per cent on loans with terms of over three (3)

When the Country's economic conditions rcquire it and
when permissible under existing Colombizn law, the rates
of interest may be changed by the Bank of the Republic,

Rates of interest that will be ap: 'ed by the Bank
of the Republic,- The Bank of the Republic, as soom as it
becomes involved in PIF operations, will charge a-rate
of &4 per cent whatever the termm of the obligation. -These
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funds will be used to meet the costs of forcign financing,
PIF administrative costs, and any other costs involved in
the system, Should there be funds in excess of these costs
this surplus will be returned to PIF. However, the funds
thus transferred may be used by the Bank to finance certain
- basic technical studies which may open new ficlds to privace
activity and provide a more dynamic utilization of PIF
.X8BOUrcCes,. '

Wheneve- warranted by existing circumstances or Fund
requirements, ~he Bank of the Republic may modify the rateo
of interest it charges for PIF operations,

Margins for intermediaries.,- The differcnce between
the rates of interest
charged to their clientele
'by the banks and comporations, and those charged by the Bank
-of the Republic, will constitute the margin of tir intcrze-
diaries, who are not authorized to collect any additional
surcharge or comission,. . From this operating margin they
must mect the expenses of consultation and review and eva=
luation of the projects, in all aspects, as well as super -
vision and risks, :

Guarantees,~ The beneficiaries of & PIF loan will
furnieh the financial intermedigry the
usual payment guarantees and whatever

specfal guaranteces required by the Bank of the Republic,

in orde:: to assure the fulfilment of all the sbligations

of the ¢ystem, The intermediarfies, in turn, shall guarantee
the Bank of the Republic, with their own signature, the
payment cf the loan and the fulfilment of the obligations
laid down by PIF, '

Article 4,= In order to contribute Lo the object=
ives of the Private Invastment Fund, the
Bank of the Republic msy grant loans in
foreign currencies in accordance with the powers conferred
by articles 2 to 7 of Law 83 of 1962, and in accordance
with the rcgulations which the National Govermment may
establieh for these operations through the Board ‘of
Directors of che Bank of the Republic,
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‘Article 5.- In the event that the resources destined
for the Privatc Investment Fund were to
be turned over to the Bank of the Republic
"i{n trust, the operations will be carricd out pursuant to tae
rules established by the founders of the trust in :he
corresponding contracts,

Article 6, The Managcr of the Bank of the Republic
will satisfy the necessary requircments
of the Ministry of Finance and Public
Credit so that the Govermment can negotiate for the foreign
credit resources necessary for the operation of the Fund,
and will provide ‘all the cooporation required for this purpose.

Article 7.- This resolution Vill become effective as
' of this date,
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LOAN AUTHORIZATION
Provided from: Alliance for Progress Funds
COLOMBIA: Banco de la Republica
(PRIVATE INVESTMENT FUND)

Pursuant to the authority vested in the Administrator, Agency
for International Development ("A.I.D."), by the Foreign
Assistance Act of 1961, as amended, and the delegations of
authority issued thereunder, I hereby authorize the :
establishment of a loan ("Loan") pursuant to Part I, Chapter 2,
Title VI, Alliance for Progress, to the Banco de la Republica
("Borrower") of not to exceed ten million United States dollars
($10,000,000) to assist in finanecing the costs of sub-loans by
the Private Investment Fund ("PIF") for industrial, commercial
and agricultural brojects, and to assist in financing the
United States dollar costs of technical assistance rendered

in connection with the Loan, the Loan to be subject to the
following terms and conditions:

1. Interest and Terms of Repayment:

(a) Borrower shall repay the Loan to A.I.D. in United
States dollars within fifteen (15) years from the
first disbursement of the Loan, including a grace
period of not to exceed five (5) years. Borrower
shall pay to A.I.D. in United States dollars on the
disbursed balance of the Loan interest of five and
one half (5%) percent per annum,

(b) If prior to the end of the first year subsequent to
signing of the Loan Agreement, the Government of
Colombia so elects, the Borrower shall fulfill its
dollar obligation under the loan by paying to
Government in the currency of Colombia the equivalent,
determined as of a time and in a manner satisfactory
to A.I.D., of the United States dollar amounts payable
to A.I.D. under (a) above and in such event the Govern-
ment shall pay to A,I.D.:
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(1) the equivalent in United States dollars, determined
as of a time and in a manner calculated to obtain
repayment of all dollars disbursed plus interest,
of all emounts paid to Government by Borrower as
follows:

&. All interest immediately upon receipt subject
to Government's right to retain all payments
in excess of three-quarters of one (3/L4 of 1)
percent per annum during a grace period of not
to exceed ten (10) years from the first
disbursement under the loan ("Government grace
period") and all payments in excess of two (2)
percent per annum thereafter.

b. Principal within forty (40) years, including the
Government grace period.

(11) Interest in Urited States dollars of three-quarters
of one (3/h of 1) percent per annum during the
Government grace period, and two (2) percent per
annum thereafter, on all amounts of outstanding
principal paid by Borrower to Government from the
respective dates of such payments of principal.

2. Other Terms and Conditions.

(a) Equipment, materials and services (except marine insurance)
financed by the Loan shall be procured from the United
States of America.

(b) Not to exceed one hundred thousand United States dollars
($100,000) of the loan may be used to finance the United
States dollar costs of technical assistance rendered in
connection with the loan.

(c) Subloans by the PIF financed by the Loan shall be made
in accordance with Borrower's Resolution No. 11 dated
February 28, 1963, as the same may from time toc time be
modified in a manner mutually satisfactory to A,I.D. and
Borrower.
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Borrower and the PIF will meke arrangements satisfactory
to A.I.D. to.strengthernd: tmproveicthelr staff.

Except as A.I.D. may otherwise agree, funds directly or
indirectly made available to the PIF by the United States
of America will not be used for projects which are likely
to result in (1) the increased production of agricultural
commodities in world surplus other than foods and feeds,
(i.e., cotton and tobacco), or (2) the increased expor-
tation of surplus food and feeds in world surplus,

(i.e., rice, wheat, vegetable oil, citrus fruits and
coffee). A.I.D. will reserve the right to add to or
delete from the lists of surplus agricultural com~
modities contained hereinabove in this section. With
regard to subloans to textile producers, the Borrower
will assure that additional production as a result of
AlD-financed subloans, will not be exported to the
United States of America,

Proposed subloans by the PIF in excess of five hundred
thousand United 3tates dollars ($500,000) to be financed
by the Loan, shall be referred to the Export-Import Bank
for possible financing by suzh Bank.

Procedures acceptable to A.I.D. will be adopted by the PIF
to deny the resources of the PIF to potential borrowers .
utilizing supplier credits having terms which are not
mutually satisfactory to A.1.D. and Borrower.

At least once per year, A.,I.D., Borrower and the PIF will
review the status of the Loan, lending policies and
procedures and such other matters pertaining to the Loan
as A,1.D. mey request.

The Loan shall te subject to such other terms and conditions
as A,I.D. may deem advisable,

Administrator

Date



