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HONDURAS -~ FEASTBILITY STUDY LOAN

SUMMARY AND RECOMMENDATTON

BORROWER: The Government of Honduraes
EXECUTING AGENCY: The National Economic Council

AMOUNT OF LOAN: $500,000

LOAN TERMS: Repayment in dollars within 40 yearr with 10 yesrs'
grace on the repayment of principal. Interest at 1% per annum
during the grace perlod and 2%% per annum thereafter.

DESCRIPTION OF PROJECT: The funds of this loan will be used to
finance sectoral or resource sgurveys, prefeasibility studles and
feasibllity studies of both government executed infrastructure
projects and for certain private sector investment proposals. It
is anticipated that the greater part of the furds wlll e used
for feasibllity studles of infrastructure projects. The National
Economlce Council will coordinate and supervise the loan by
evaluating the study proposale submitted by the various ministries
and determining which are of sufficlent priority and timeliness
to warrant presentation to A,I.D. for financing. The studies
wlll be made in the flelds of roads, irrigation, water resources
and inaustrializetion.

PURPOSE OF PROJECT: Surveys and studles financed under this loan
wlll enable the Government of Honduras to strengthen its economic
planning, to establish certain nationwlde economic programs, to
Ldentify flelds in which feasibility studies should be conducted
29 well as to finance several speclfic feaslbility studles of
capital investment proposals. The specific feasibility studies
should either: (a) gilve evidence that the respective projects
should not be constructed or financed, or (b) provide the basic
economic and technleal data for proceeding with sald projects

and particularly for use in loan applications for gubmlssion to
financing institutions.
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BACKGROUND: US ATD/Honduras fivet became interested in this
project as a comblnatlion fessipility study loan and technical
assistance program (elso losn funded) for the National Economic
Councill. A flve-yesr ecconomic plan wes uander nrevaration and
varicus changes in the relation of the Council to the President
of the Republic were under congiderstion. In recent months

the IDB hes Indicsted a willingness to loan funds for the
technlcal essistence personnel deslired by the Council. The
chenges in the staius of the Council, which were endorsed and
urged by the US AID hsve now been effectuated. Thus, the
technical esssistence aspect of the loan ag orlginally concelved
does not appesr to be necessary gt this time; however, the
executlion of the specific feaslbility studies to be financed
hereunder wlll provide the baslc dgta necesgary for sound project
gppralsal by the several internstional financing institutions
and will contribute to the accelerstion of the economic develop-~
ment of Hondurss.

OTHER FINANCING: The Ex!mbank has expressed its noninterest in
this project on January 7, 1906, The Inter-American Development
Bank is pleanning tc finance a small portion of the over-all
projzct. Because CABEI's funds are only for "reglonel" prolects
1t ir not an svzllable source. Therefore, the project committee
has concluded that other financing for this project 1s not
avallable o reasonable terms.

MISSION VIiWS: The Mission conslders this a priority project and
recoumends 1ts approval.

SPATUTORY CRITERIA: The statutory criteria have been met (see
Annex T ).

ISSUES: Noue.

RECOMMENDATTON: Authorization of a loan of up to $500,000 to the
tovermment of Fonduras under the followlng terms and conditions:

2. Repayment within 4O years from the date of the first
disbursement including a grace perlod of 10 years.

b. Interest of 1% during the grace period and 2%% thereafter.

c. Repayment of principal end interest shall be made In
United States dollars.
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Other Terms and Condlitions:

a. Equipment, meterials and services (except shipping end
marine insurance) finsnced under the loans shall have
their origin in and be procured from the Unlted States
or member countries of the Centrsl Americen Conmon
Market. Shippling financed hereunder shall be procured
from the United States, and marine insurence financed
hereunder shall be placed in the Uniged States with a
compeny authorized to do marine insurance business in
any state of the United States.

b. United States dollars utilized under the loan to finance
local currency costs phall be made avsilable to
Borrower or 1ts designee through appropriate procedures
and shall be used only for procurement in the United
States.

c. All subprojects will be subject to prior A.I.D. approval.

d. Projects which, in A,I.D.'s Judgment, are eligidle for
financing by CABEI either out of the A.I.D. loan for
feasibllity studies or otherwlse; shall be submitted to
CABEI for financlng prior to approval for filnancing
under this loan,

e. The loan shall be subjert to such other terms and condi-
tione s A.L.D. may deem advisable,

PROJECT COMMITTEE :

Losn Officer :RRuby :US AID/H
Engineer 1FAlvarez :US AID/H
Public Adm. Advieor :EParker

Drafted: RRuby:US AID/H
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BECTION I - DETAILED NESCRIPTTION OF PROJECT

A. BORROWER

The Borrower wlll be the (overamenlt of Honduras. The executing
agency will be the Hetionel Econealc Council (NEC) in the sense thet
it will cooxrdinate the requests for feasiblility studies made by the
various minlatrics end semiautencmous sgencies of the (GOH. The NEC
vwas established a3 an autoncious ingtitution in 1955 to advise the
President on metters of genexel economic policy emd specifically to
Airect and coordinate development plenning. The WEC also has
edditional respomsibilities in the areas of goveroment administretive
reform, review of the budget, coordinetion of certaln statistical
programs as related to planning and over-sll coordination of
foreign or other long=term lendlng to the various governmental
agencies,

The following seven representetives comprise the NEC:

Minister of Eccnomy and Finance (President)
Minister of Communications and Public Works
Minister of Natural Reaources

Prepident of Central Bank

President of the Natlonal Development Bank
Reprementative of Private Sector
Repreneatative of Privetle Bector--Labor

B. HISTORY AND BACKGROUND

US AID/Honduras has besen actively interested in improving the
dovelopment planning capacity of the GOH for seversl years but only
during the past 18 months has deflnitive progress been achieved.

Grant-funded consultent studlee have evaluated different aspects
of the NEC, its capacity and its planuning producte., Recommendstions
heve been mede both regarding chenges considered necessary in order
t0 improve the composition, orgenization and status of the NEC and
alao regarding certaln types of technicel essiptance that would be
useful in training WEC porsonnel and in developing internal procedures
at the time the structuranl changem are effectuated.
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The most recent enalysis recommended that s program of technical
assletance for the NFC be combined with a feasibility study loan.
This suggestion received the support of tne Missilon because of the
advanteges offered by a combination of the two progrems which In
effect would use the precess of selecting, eveluating and contracting
for the feasibility studles asg a working laboratory for the newly
congtituted KEC. The idea also was supported by the Misslon because
of the well documented necegsity for gpeciflc feasibility studies of
capital investment proposals. A case in point is the proposed
road between Juticalps and Puerto Castilla snd the reiated port
improvement at Trujillo. This high priority project has been
delayed for almost two years because of lack of an adequate study
and sufficiently accurate cost estimates. Funds for the feasibillty
study have not been availsble until CARBEI recently and reluctantly
authorized a loan to the QCH for this purpose.

Decree Law #30, passed on October 8, 1965, accomplished many of
the recommendations made previously regarding the NEC. The orgenlza-
tion, whose name will be changed to the Superior Council for
Fconcmic Plamning, will be directly responsible to the President;
its director will have ministerial rank; it will be responsihle for
the Pormulation of public investment plans for capital improvements;
it will have authority to evaluate the executlon of these plans by the
respective ministries and make recommendstlons accordingly; and, 1t
will sssist the minilstries in carryling out thelr own planning
regpongibilities.

During the months of June - September, 1965, the Inter-American
Development Benk rzvealed an Iinterest in particlpating in the
program to the extent of a loan of $375,000 to fund three years
a Beven-man team of techniclane to work in the NEC and the planning
offices of the verious ministries. The Mission 1s informed by the
local IDB representative that thelr loen 1 in the final stages
of processing. Negotiations with the NEC regarding the use of
additional or supplemental U, S. consultants, including perhaps a
PASA group from the Bureau of Public Roads, are continuing at the
request of the Director of the NEC. However, until such time as
the assignments of the IDB techniclans agxe better speclfied, a
T. A, component to this loan cannot be justified. Thus, the Mlssion
ig recommending only the feasibllity study portion of the program.
Tf the current negotiation results in an efflcaclous proposal re-
garding U. 8., consultants in the NEC, the matter will be presented in
the form of a request for an smendment to this loan.
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C. DETASTED DESCRIPTTON OF THE PROJECT

1. Areas to be Studled

The loan application submitted by the NEC lists a number of
specific projects under nine major headings. The application has
been reviewed by the project committee and it haes been determined
that some of the projects are not of high priority and that some
sectore have slready been allotted sufficlent feasibility study
funds by other Intermediaste lending agencles. Exsmples are the
World Bank loans for power and ports and the IDB loans for water
systems. Each of these loans includes provisions for feasibllity
studies.

The major categories which the project committee feels to
be of first importance and which will be described as eliglble in
the implementation letter, together with bLackground comments on
each, are ag Ffollows:

a. Roads ~ Estimated Amount $100,000. The inadequacy of
the Honduran road system has been officially recognlzed by the
Central American countries 1in the decision to allocate a greater
than proportionate share of the Integration Fund to the Honduran
"integration roads." A.I.D. Loan No. 522~[,~-013, signed November 25,
1965, will sssist in financing the construction of 602 kms. of
gecondary roads, or almost double the exigting secondary road net-
work. This loan, only the first step in a continuing process, con-
templates the development within one year ¢f a national secondary
road plan which will 1i1st and priocritize, and thereby provide
candidate projects for studies, all such roads to be developed within
the next severzl yesrs. See Annex IT for s listing of probable
road projects.

b. Irrigation ~ Estimsted Amount $100,000. The Direccion
General de Irrigacion was reactlvated in 1964 within the Ministry of
Hetural Resouvrces 1in recognition of the water problems faced by
Honduras. Though virtually all zones have a substantlal average annual
rainfzll, the rain tends to occur in a definite season resulting in
drovghtlike condltions during the remsining months of the year.
Tremendous benefits, both in new crop cycles and in year-round
pasture usage, could be gained by better water management. Several
areas have been suggested as zones for study of lrrigatlion projects
(see Annex IT). Prefeasibility studles have already been completed
for the Cholutece, Olancho and Yoro areas.
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150,000~ QOO OOO A btndy performed for the Niﬁhinn 1n Decoember

Sl by thv LnterwAmerjoan feodetlc Survey ptaff Iudicated several
pogpsible areas for irrigation projects and nlgo commented that other
llkply sites would be more pulted to a program of ground water
resources development than to irrigation because of the following two
{actors:

(1) the Ffact that gt least one crop cycle was possible
because of the reins during at least a few months
of the year, which would make the economic
Jugtification of lsrge capltal investments more
difficult in that the justificatlon would then
depend on production increases rath:r than new
production; and

the somewhat iilty of the ne
lavrge pronp

o
e
e

~—

g

‘“L
1 "%js iAG utudv Lead
£o the p;ogram,of ground water resources develop-
ment described in IBRR form in the Cowuntry Program
Book for FY1966., The initilel stages of this
progrem will conslgt of feasibillty studles to
determine sites for ponds, windmills and well
and the drainsge *uufavugf*ﬁhiog of certaln
areas which studies could more loglcally be funded
under thies loan.

|

C‘
jod

The Mission agricultural team is working with the
: ion and the Agricultural Ministry in de-
niti resource studles.

'a

wnount $50,000-$100,000,
Industrial Promotion
‘hils department has not
inaustrid1 feasibility

the ﬂapabhtv of 1ts own staff} however, the
been amply demonstrated. The Mlssion has,
four industrial feasibility studies and

zach hab resultpd in a new plant. Fach project was not of a reglonal
{1.e, Central America) nature and therefore could not qualify for a
loan from CABEI (Centrsl American Bank for Economlc Integration).

The mechanlce for the use of funde of this loan for Industrial studles
nave not yet been fully worked out;y j.e. whelher the cost of the study
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would be passed on to the ultimate investor or borme by the government.
However, Natlonal Development Bank has shown sufficlent interest to
varrant the lonclusion of the industrlal category as eliglble.

e, QOther Projects -~ As the implementation of thils loan
proceeds other projects may arise which merit elther prefeasibility
ov fensibllity study. Provision will be made for the inclusion

of new categoriecs or projects subject to the mutual egreement of the
porties.

2. Plan for Iixecutlon and Implementation

The GOH, through the NEC, will submit requests to the Mission
for the funding of each individual prefeasibility or feasibility
study or survey. The prefeasibility studies or surveys will produce
information upon which to determine and to select projects for further
specific feasibility studies. The request should include all avallable
information that woulid be uf wse to the Misslon in evalualing the
cq uest. When available this should inclnude, but not be limited to,
e following:

41
1%

a. Prefeaslbllity Studies or Burveys

VAP T N ¥
Nane and Loratici ool

PR o 1 o T e
vestlgation.

>

2., Agency within the GOH thst will sign and administer
yhé o ulkﬂ_{‘ L

3. of the objective of the investiga-
resuwliing information can be used in
‘Wuatiou of ‘the project's F“iOiitV for further

oy Tor other priority studies.
of previous studles and their avallabillty.
(Lf avallable to the NEC they should be included in

the applicabion.)

* wiork for the contract.
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ond: Jocal costs.,rﬂ,

';VLBhimated time to make';iﬁ' nVestigabion,

If available, name(s) o (ngjneering or. technical

consultants that the Borrower belleves are qualified;?:}:ﬁf; ;
to do the investigation.. , : S

b.  Feasibility Studies

1

.

JA avadleble, nane(s)
consultents the Borro:
© - the survey. (This is not. necessary amtil afte

g ﬂUbPTOJPCt ig. approved nuf LA availdblega

Name and locatlon of the 5ubproject;

A short description o’ “iw subproject.

The agency with the G hut will slgn and

‘adminipter the conbrac:

Degoriplion of previcu:
(If avellable to the o
the qmlhatﬂnJ

&, 5 thelir JVPilabiliLya
1d be nﬁLudﬂd in

Scope of work for the = oU. will assist
the Borrower in the : the scope of work
since it must be app by A. 3,Dﬁ before conbract

negotlations can bé ist 7 Zated by the GOH. )

cri—1

Contribution to be msis Lo the preject by the GOH.
Priority and geneval - omle Justificegtion of the -
development project 1- vhich the feasibility study-
18 to be wndertakén e . general statement on the
way 1t will Dbe caveien ot (institubion, mechenlsms,
financing, additlional ;wahslation, etc,s A

Estimated total cost < the study, with a breakdown,,

P posaible, of forei: 1d]ﬁ@dcmM£,bhmﬁ@,'
estimated amount of lows funds requﬁred and: GOH
contribution, ~

I the 7%51',11dy ,, s

Esﬁimaﬁed—timelférrmg

1

entheefihg 6T bthér{tefxx” ,
‘belleves are quallfied. ormgk

iapp]jeation~ it Pan be'included
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 {;¥the NEC and- the variou5 ministries in estab]iahing And'01ér4fyiﬁg tne ,
,—5iprocpdures for selecting “the projects and conﬂulfauta durjng tbe'init131
—_;stages oi loan imp1ementation. : : i — :

Lo The ino]usion of any new categories, in addition to those 1is1ed
An Sention L preceding, will require the approval of A.I.D. The
US-ATD in Honduras will have the Y'espom:*.ibi]j‘uy for- approving the
iprojects and: the priorities selected by the GOH. The scopes cf work

~for the contracts, the qualifications of the firms proposed and the e

- contracts will be reviewed and approved by US AID/Honduras, ROCAP- and
',AID/W in ac¢cordance with e&isting deleggt*on of authorJtv ‘before:

negotiation by the GOH. . - ,

All contracts wlll be made with prequdelled United States
engineering or Central American technical firms eid will be negotiatedr',
by the two parties without direct assistance from A.I.D. Joint T
ventures of U. S. firms and Central American firms will ‘be acceptable
for contracting as well as contracts directly with Central American
firms.

Any feasibilitf survey applicatlion that may appear to quallfy -
under the CABEI Feasibility Loan will, upon determination by
us AID/Honduras, be sent to CABEI by the NEC. Arrangements will be
- wade with CABET so that CABEI willl have 10 days to determine whether
they should accept the application or return it to the NEC, for
representation to US AID.

In approving p: ., sed egubprcjects, the US AID should ensure
that (a) the proposed development project is considered of high
priority to Honduras' develonment taking into sccount recommendations
made by A.T.D.§ and (D) there ig both serious intent on the part of
the prospective iuvestor to carry out the development project In the
reasonably near future if it is Judged feasible, and a reasonable
probability that financing for the project will be made available,,
either from domestic or external resources. ,

, , orts will be wade to establish a revolving fund to finance :
future _,A»19¢¢ity gtudies. 'The fund would be crested by requiring :
further lenders to include the cost of -the feasibjLity'study in-their

calculations of the over-all project cost and to replenisn the re—',:',':

'VOLVing fund.by the amount of said studies. ' : e sl




L ”l‘!n SAT f)ll‘]l U

417 AND FINANCIAL ANATYSIS

1. “Jugtification oi Project and Place in Progranm

The cconomic benefit of this loan derives from the anﬁelerated
development of Hondures that will come from assembling the data necesg-
sary for the rapld implementatlon of scund projerts of high national
priority and ©rom eliminating unscund or poorly conceived projects
which would waste scarce nabiornal resources. The background comments
made in Sectlon € 1 above evidence the necessity and importance of
this actlvity for Honduras. As perhaps the poorest and least de-
veloped member of the Centreal Amerilcan uomnon Market countr Ps, its
chances of even holding 1ts own amous e ( ' '
on the most rapld possible allioc en i,PJ]J
and economically sound projects., The | economic status of
Honduras was discussed in greater detall in CAP #LA/P-Th-Honduras -
Malaria Eradication.

L ¢ s

SUS

izing,

directing and a1 develo Ho LYhI?&& by
establishing focl 1ical ko owehow in planning in the ministries
a3 1 as ! iening 4 b i > NEC, and the
cooraingtlon f*— YRR 5 :n organizational elements.
it on program
becs eration of
devel ”vnaﬁteﬂ to he achleved.

ved from the NEC was for $1,800,000,
The L funds for studles and for technical

ssgigtance 3 nanied by a sc ile of propose
studies with cost estimabes as follows: project costs - $1hL,000,000
and study costs - $1,800, OOO« The gbudy cost &c}ﬂ&ule was calculated
on bht Las*s of a varLEble percentage, from 1/4% to 4% depending on
'9'1:»

project, of the total estimated cost of the project.
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Preliminary review of the request by the Mission stat'f
indicated that some of the schedwled projects were of o relatively
low priority or not llkely tc be executed even 1f studied. The
IRR was t.. “ore presented at the amount of $1,800,000 inecluding
a component of $540,000 for technical essistance even though the
Mission staff felt that the project and study cost estimates were
req5ﬁnah]y accurate. Intensive review was suthorized for a loan
of up to $1,400,000 with no technical assistance component, expect-
iiﬁ thnf the Inter-imerican Development Bank would fund the
technical assistance,

A separate TRR wag presented In the FY196T CAP for a
water resources developmer v whieh includes $400,000 for Feasibility
studlies to be used over several yveers. This project was not Included
in the scheduwle submitted by the NEC or in the calculations of the
Mission staff prior to prevaring the IRR for this loan. Nevertheless,
the feasibllity study portions of the water resources development
should be handled ag a part of the loan because of thelr obvious
relationship to irrigation projects, and the consequent necessity
for careful planning and coording tion, a*l because the process of
spproving and paying for the study contracts isg identical to the

]

co be performed under this loar

wWOTrK

i
Ty

During the 1 Y &8
determined that some of th o)s included in the loan
application should not he in likely areas within which to
make studies financed by this loan. The Inter-American Development
nk has alreadj made Lwo 1oan: municipal water projects, and the
' A in the GOH in charge of
more loans., The World Bank

Y
ii

{
s

N

hias be
&
y

0 improvement of the prineclipal
lude additional funds in the loan for

pert ereas of grestest potential. Several

in Section I C L) above, and to serve as a working ‘ool
relopent of the NEC capabllity to select and administer

Fen - studies,. The project commlttes is satisfied that

there 1s a reasonable expectation of commitiing $500,000 for

meritabie studies within the perlod of the loan. As these funds

are expended additional funds will be sought, either from the revolving
fand or from a new loan.
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b. Lomn Terms and Local Currency Financing

The loan will be the major source of financing for this
type of activity in Honduras. The loan will be used for both
forelgn exchange and local currency costs of the study and con-
ault=nt contracts., Assuming a prepondersnce of U. 8. flrme and
conpultants, it is anticipated thet the local currency requirement
will be minimal. The GOH will be encouraged to provide supporting
~pervices to the consultants as 1ts contribution to the projects.

Any local currency required in the operation of the loan will be
generated through the speclal letter of credit procedure customarily
used by the Mission.

The loan terme and finencing of miuimal Local costs, as
proposed herein, can be Justified by consideration of the COH
budget, debt service and balance of payments sibuations in relation
to 1ts development plan. This subject was analyzed thoroughly in
the Capital Assistance Paper No. ATD-DLC/P~358 entitled Honduras -
Ferm to Market Access Roads, written only a few months ago. The
analyses and conclusions contained therein would certainly support
the granting of a nonrevenue producing losn such as thils on the
most lenient terms possible. See also CAP No. LA/P~Th entitled
Honduras Malarie Eradlcation for further discussion of this sub-

+

Ject.,

c. Avsilebility of Other Financing

The Export~Import Bank indicated non~interest in this
project on January T, 1966,

The Tnter-American Development Bank has Indicated
interest in finsncing a portion of the project as originally con-
ceived. Though CABEL does have other A.T.D. loan funds avallable
oy Fespibhili”y studies in Honduras, the projects to be financed by
o by design and definitlon not eligible for the CABEI

:, they are not regional in nature. Proviseion has been
? »ring those subprojects of a doub®ful nabure to CABEL
termination of thelr "reglonality" before accepting same

. -
£3 Py T
A L08an.
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§§pqvmeut Progpechs

The GOH in the past has demonstrated 1ts creditworthiness.
Although present development efforts will increase the debt burden
of the GOH, cere is being taken to sssure thet the burden does not
resch unmanagesble proportlons. The present 1ow percentage of
externsl public debt to gross forelgn exchange earnings attests
to this. The economlc and financial returns to ‘the natlonal
economy from this project should accrue more quickly than the
required debt payment. The fact that Honduras values 1its gtanding
as n responsible member of the Central Amerlcan Common Marketb 1g

pufficient to conclude that there are reagonable prospects of repsy-
went consldering the liberal terms.
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SECTION IL ~ IMPACT ON U. 8. KCONOMY

No compelition with U. 8. enterprise will arise from this
project., Tt 18 expected that the greater portlon of loan funds
will be paid dirvectly to U, S. consultants. It can also be expected
that the tmpetus this project gives to the economic development of
Honduras will also encourage an expansion in the Honduran market
for U. S. goods and services. The loan provisions will limit
procurement to the United States and the Central Anegrican Common
Market,
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ATD-LA/P-T78
ANNEX T, 1 of 10

HONDURAS -~ FEASIBILITY STUDY LOAN

CHECK LIST OF STATUIORY CRITERIA (ALLIANCE FOR PROGRESS)

following abbreviaetions are used:

FAA - TForelgn Assistance Act of 1961, as amended by the Forelgn
Asslstance Act of 1965.

App - Foreilgn Assistance and Related Agenciles Approprietions Act,
1966.

FAA Section 102. Precautions that have been or are being taken to
assure that loan proceeds are not diverted to short-term emergency
purposes (such as budgetary, balance of payments, or military
purposes) or any other purpose not essential to the country's
long-range economic development.

Adequate control will be exercised to assure that loan proceeds

are not diverted to short-term emergency purposes (such as
budgetary, balance of payments, or military purposes) or any other
purpose not essential to the country's long-range economlic develop~--
ment.

FAA Section 102. Information on measures taken to utilize
United States Government excess personal property in lieu of the
procurement of new items.

Language will be inserted in the Loan Agreement establishing pro-
cedures for the utilization of U. S. Government excess property
in all cases possible.

FAA Section 102. Information whether the country permits, or
Tails bo take mdequate measures to prevent, the damage or des -
truction by mob action of United States property.

Avallable information does not indicate that the GOH permits mob
Jestruction of U. S. property.

FAA Section 201(d). Information and conclusion on legality (under
Taws of country and United States) and reasonableness of lending
and relending terms of the loan.

Loan funds are to be loaned at rates of interest which are not unreéSon;'

able or 1llegal for the Borrower and are within the limits
established by this Section. :
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FAA Section 251(a). Manner in which loasn will promote country's

economlc development and contribute to the welfare of its
people,

This loan-financed project will promote the country's economic
development and contribute to the welfare of 1its people by
identifying those capital investment projects which are of
greatest priority and therefore most capable of quickly improving
the welfare of the people.

FAA Section 251(b)(1). Extent to which countiy is sdhering to
the principles of the Act of Bogota and Charter of Punta del
Este and is showing a responelveness to the vital economic,
political, and soclel concerns of its »eople, and extent to
which country has demonstrated a clesr determination to take
effective self-help measures.

Account has been taken of the Borrower's adherence to the
principles of the Act of Bogota and the Charter of Punta del
Este, and the Borrower's responsiveness to the vital

economic, political, and soclal concerns of 1ts people. The
Borrower's recent leglslation reconstifuting the NEC evidence
its willingness to adopt measures consistent with the Charter.

FAA Section 251(b)(2). Informetion and conclusion on activity's
economic and technical socundness.

This activity has been found economically and technically sound.

FAA Section 251(b)(3); Information and conclusion on actlvity's
velatlonship to and consistency with other development activities,
and its contribution to realizable long-range objectives.

This ectivity has a vaslc sigulficance for all Borrower's
development activities, and will play an essential part in the
reglization of long-range objectives.

FAA Section 251(b){(L4). Informetion and conclusion on possible
effects on U. S. economy, with special reference to areas of

gubstantial labor surplus.

This activity will have no significant direct effect on the
U. 8. economy, and no competition with U. S. enterprise will

result directly from 1it.
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FAA Section 251(b). Information and conclusion on availability of

financing from other Free World sources, including private
sources wlthin the Unlted States.

Financing for this actlivity 1s not avallabhle from other Free World
gources, Including private scurces within the Unlted States, on
Teapible terms.

FAA Section 251(b). Information and conclusion on capacity of the
country to repay the loan.

It appears reasonably certaln that the Borrower willl be capable
of repaying the loan.

FAA Sectlon 251(b). Information and conclusion on country's efforts
to repatriate capital invested in other countries by lts own
citizens.

It appears that the Borrower is attempting to repatriate capital
invested in other countries by 1its own cltizens.

FAA Section 251(b). Information and conclusion on reasonable
prospects of repayment.

It eppears reasonably certain that the Borrower will be willing
and sble to repay the loan.

FAA Section 251(e). TInformation and conclusion on availability of
an appllcation together with sufficlent information and assurancesg
to indicate reasonably that funds willl be used In an economically

mee in this activity, and A.T.D. has recelved sufficlent
sthion and assurance to indicate reasonably that funds will
uged in an economically and technilcally sound manner.

PAA Section 251(g). Information and conclusion on use of loan to
assist in promoting the cooperative movement in Latin America.

This project 1g not directly related to the promotion of the
cooperative movement in Latin America.
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FAA Section 252(a). Total amount of money uunder loan which is

going directly to private enterprise, is going to Intermediate
credit institutions or other borrowers for use by private
enterprise, is being used to finance Imports from private
sources, or is otherwise being used to finance procurements
fyrom private sources. )

A1l loman funds are belng made available to the Host (Rovernment
however, substentially all funds willl be used by the GOH
for study contracts with private consulting flrms.

FAA Section 601(a). Information snd conclusions whether loan will
encourage efforts of the country to: (a) increase the flow of
international trade; (b) foster private initietive and com-
petition; (c¢) encourage development and use of cooperatives,
credit unlons, and savings and loan assoclations} (d) discourage
monopolistic practices; (e) improve technical cffio*ennv of
industry, agriculture, and comgerce; and (+) strengthen free

labor unions.

The beneflts of this project will encourage efforts of the
Borrower to lncrease the flow of international trade, foster
private initiative and competition, and improve the technleal
efficiency of agriculture, Industry and commerce.

FAA Sectlon 60L(b). Information and conclusion on how the loan
will encour rage U. S. private trsde and Investment abroad and
how it will encourage private U. S. participation in foreign
asslstance progrems (including U. S. private trade channels and
the services of U. 3. private enterprise).

Private sector participation in this project will be sub-
' almost ail of the loan funds will be used for

racts with private sector consulting funds.

Conclusion and supporting informstion on
ongrcss*o 1l polley that engineering and

T J @ v g of U, S. firms and thelr affiliastes are +to he
used 1inn conne ith capltal projects to the maximum extent
conaslstent with the national interest.

. "J

Procurement of engineering or professional services financed
inder this loan will be limited to the nited States or the
Central American Common Market.

UNCLASSTFIED




]

N
N

N

(W8]

21.

UHOTASSTIRETID '

ANNEX T, 5 of 10

FAA Section 602,  Information and conclustons whether loan will
permit American small business to participete equitably in the
furnishing of goods and services financed by 1t.

Through the study contracts tb be financed by this loan, U.S.
private participation in the forelgn assistance program will
be directly stimulated.

FAA Section 60U(a), App. Section 108. Compliance with restriction
of commodity procurement to United States except as otherwise

determined by the President and subject to statutory reporting
requirements.

Equipment, materials, and services (except marine insurance)
financed under the loan shall have theilr origin in and be pro-
cured from the United States or Member Countries of the Central
American Common Market. U. 8. dollars utilized under the lc-n
to finance local currency costs shall be made available to
Borrower or 1its deslgnee through appropriate procedures, and
shall be used only for procurement in the United States.

FAA Section 604(b). Complisnce with bulk commodity procurement
restriction to prices no higher than the market price prevalling
in the United States at time of purchase.

Any commodities financed by the loan and purchased in bulk will
be purchased at prices no higher than prevalling U. S. market
prices.

FAA Section 604{d). Compliance with requirement that merine
insurance be purchased on commodities 1f the host country
discriminates, and that such Insurance be placed in the Unilted
States.

-

inguarance company, any commodities purchased with loan funds
shall be 1nsured against msrine risk with a U. S. company.

Tf the Host Country discrimlnates against any U. 5. marine

#AA Section 611(a)(1). Information and conclusion on availability
of engineering, financial, and other plans unecessary to carry

out the assistance and of & reasonably filrm estimate of the cost
of the assistance to the United States.

Necesgary technlcal and financial plans have been completed, and
a reasonably flrm estimate of the cost to the United States of
the activity to be financed has been obtained.
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FAA Section 611(a)(2). Necessary legislative action required

within reciplent country and basis for reasonable anticipation

such actlion will be completed in time to permit orderly

accomplishment of purposes of loan. L

Host Government ratification of the loan 18 expected promptly
followlng execution of Loan Agreement.

FAA Section 611(b), App. Section 10L. If water or water-
related land resource construction project or program, in-
formation and conclusion on benefit-cost computation.

Not applicable, as these funds will be used to develop the data
on such prolects.

FAA Section 611(c). Compliance with requirement that contracts
for construction be let on competitive hasls to maximum extent
practicable.

NOT APPLICABLE,

FAA Sections 612(b) and 636(h). Appropriate steps that have been
taken to assure that, to the maximum extent possible, the
country 1s contributing local currencles to meet the cost of
contractual and other services and forelgn currencles owned by
the United States are utilized to meet the cost of contractual
and other services. :

To the maximum extent possible the Borrower is contributing local
currencies to meet the cost of contractual and other services,
and the United States owns no lcocal currency that could be used
for thils project. .

FAA Section 619. Compliance with requirsment that assistance to
newly independent countries be furnished through multilateral
organizaticns or plans, to maximun extent appropriate.

NOT APPLICABLE.

FAA Section 620(a), App. Section 107(a). Compliance with prohibitions
against assistance to Cuba and any country (a) which furnishes
asslstance to Cuba or failed to take appropriate steps by

February 14, 1964, to prevent ships or aircraft under its

reglstry from carrying equipment, materials, or Bupplies from or

to Cubaj or (b) which sells, furnishes or permits any ships

under its regletry from carrying items of primary strategic I
significance, or items of economlc asslstance to Cuba.
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,,'No nsaistance wil] be furnished under this loan to the present

;;government of Cuba, nor does the Borrower furnish assistance::
“to the present government of Cuba. The Borrower has taken'
,appr priate steps to prevent ships or aircraft under its
repistry from engaging in any Cuba trade.
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FAA Section 620(b). If assibtance to the government of ‘a
counttry, existence of determination it is not controlled by
the international Communist movement.

The Secretary of State has determined that the Borrdweriis not
controlled by the international communist movement. -

FAA Section 620(c). If assistence to the government of a
country, exigtence of Indebtedness to a U. S. cltizen for goods
or services furnished or ordered where such citizen has
exhausted available legal remedies or where the debt is not .
denied or contested by such government or the indebtedness
arises under an unconditional guaranty given by sich government.

The Borrower 1s not known to be indebted Lo any U. 5. citizen
for goods or services furnished or ordered where such a citizen
has exhausted avallable legal remedlies or where the debt 1s not
denied or contested by the Borrower or the Indebtedness arilses
under an unconditional guaranty of payment by the Borrower.

FAA Section 620(d). Tf assistance for any productlve enterprise
which will compete in the United States with U. S. enterprise,
existence of agreement by the recipient country to prevent

export to the Unilted States of more than 20% of the enterprise's
annual production during the 1ife of the loan.

NOT APPLICABLE.

wAA Section 620(e)(1). If assistance to the government of a
country, extent to which 1t (including government agencles or
sub~divisions) has, after January 1, 1962, taken steps to
repudiate or nullify contracts or taken any action which has. :
the effect of nationalizing, expropriating, or otherwise: selzing
ownership or control of property of U. 8. citizens or entitles .
beneficially owned by them without taking appropriate steps to

'discharge its obligations
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The Borrower (including Government Agencies or subdivisions) has
not takensteps since January 1, 1902 to repudiate or nullify

contracts or taken any action which has the effect of natio;alizing
expropriating, or otherwise selzling ownership or control of o ~

property of U. 8, citizens or entities beneficially owned by them

without tnkin%hgppropriate steps to discharge

specified in this Section. its obligations as

FAA Section 620(£); App. Section 109. Compliance with pro-
hibitioneg agalnst assis%ance to any Communilsgt country.

Assiptance provided unde” this loan will not be furnished to
any Communist country.

FAA Section 620(g). Complisnce with prohibition against use of
asslstance to compensate owners for expropriated or
nationalized property.

Assistance provided by this loan will not be used to compensate
for expropriated or nationallized property.

FAA Section 620(h}. Compliance with regulstlons and procedures
adopted to insure against use of asslstance in a manner whilch,
contrary to the best interest of the United States, promcles

or assists the foreign ald projects or activities of the
Communist-bloc countries.

Assistance provided by this loen will not be used in a manner
which promotes or asslsts forelgn ald projects or activities of
the Communist bloc countries.

FAA Section 620(1). Existence of determination that the

K S |

1s engaging in or preparing for aggresslive miiltery

not determined that the Borrower is engaging in
aggressive military efforts.

¥hA Section 620(k). 1T comstruction of productive enterprise
where aggregate value of assistance to be furnished by United
States will exceed $100 million, identiflcation of statutory

aubthority.

NOT APPLICABLE.
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FAA Beclion 620(1). Compliance with prohibition against
assistance after December 31, 1966, for the government of e
country which fails to institute investment guaranty prog.am.

The Borrower has instituted the investmenl gueranty program.

FAA Section 620(n); App. 107(b). Compliance with prohibition
against asslstance to countries which traffic or permit
trafficking with North Vietnam.

Avallable information revesls no case of trafficking with
North Vietnam.

FAA Section 620(0). If country has seized, or imposed any
penalty or sanction against, any U.S. fishing vessel on account
of 1ts fishing activities Iin international waters, information
on the consideration which has been glven tc excluding the
country from assistance.

There I1s no current outstanding dispute in Honduras regarding
selzed U. 5. filshing vessels.

FAA Section 621. Tnformation and conclusion on how the loan

in providing technical assistance will utililze to the fullest
extent practlcable goods and professional and other services

from private enterprise on a contract basie. If the facilities of
other Federal agencles willl be utilized, Information and con-
clusion on whether they are particularly sultable, are not
competitive with private enterprise, and can be made avallable
without undue interference with domestic programs.

Substantially all the loan funds will be disbursed through
contracts with private, professional and other consulting firms.

ion Unnumbered). Use of funds to carry out FAA
05, which pertains to IDA.

o]
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NOT APPLICABLE.

App. Section 102. Compliance with requirement that payments in
excess of $25,000 for architectural and engineering services on
any one project be reported to Congress.

Obligations of funds in excess of $25,000 for architectural and
engineering services on this project wlll be reported to

Congress.
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App. Section 104. Compliance with bar against funds to pay
pengions, etc., for militery personnel.

Funds obligated by the loan and local currency generated
thereby will not be used to pay pensions, annulties, etc.
&8 prohibited in this Section.

Apyp. Section 106. If country attempts to create distinctione
because of thelr race or religlon among Americans 1n granting
personal or commercilal access or other rights otherwise avallable
to U. S. citizens generally, application which will be made in
negotiations of contrary princlples as expressed by Congress.

No case 18 known of attempts to create distinctions in the
granting of rights to American citizens.

App. Sectlon 11l. Compilance with existing requirements for
securlity clearance of personnel.

This requirement will be enforced.

App. Sectlon 112, Compliance with requirement for approval of
contractors and contract terms for capital projects.

A.T.D. will approve any firms providing services for the
project and financed under the loan and the terms of any con-
tracts under which such services are provided.

App. Section 1lh. Compliance with bar against use of funds to pay
assessments, etec., of U, N. member.

Loan funds will not be used to make any payment ton the U.N.

App. Section 115. Compliance with regulations on employment of
U. €. and local personnel for funds obligated after April 30Q,
196 (Regulation T),

Fundg made aveileble under this loan will not be used for the
congtruction of any facility.

App. Section 401. Compliance with bar against use of funds for
publicity or propaganda purposes within United States not heretofore .
authorized by Congress.

Loan funds will not be used for publiclty or propaganda,pn:poses
within the United States. S
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SAMPLE LIS OF STUDY AND SURVEY PROJECTS

L.~ Roads

AL Aceess Roads (d.e. in addition to group:of 16 ineluded
' in recent $5.2 million A.T.D. ¥Tarm to Market Access
RULtd, Loan No. )p;\ "013) : 7

1. Talanga - Cedros - Sulaco - Yoro

2. Yamarangulla - Candelaria (Ramal a Grahdique)

3. Candelarias - Camasca - Comoncagua

4, Azascualpa - San Pedro ~ Catacamas - Aranda
(Wispero - San Rafael)

5. Coray - La Libertad Reiltecs
6. San Marcos - San Juan Guarita - Guarilta
B. National Roads (“s opposed to reglonal roads which we
assume will al. be financed through CABLT - i.e., the
studies.)
1. Santa Rita ~ El Neprito
2. El Porvenir - Yor
3. Culmi - Triona
4, Rio Hondo - Talanga
5. San Miguel - Erandigue
6. Sabanetas - Colomohcagua
7. Yoro - Olanchito

A, Trrigation District of Olancho and Jalan
B. Trrigation District of Nacaome
. TIrrigztion District of Choluteca

D. Irrigation District of (Goascoran and Langue

- UNCLASSIFIED
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TOAN AUTHORLZATION

Provided from: Alliance for Progress
HONDURAS: Feasibility Studies

Pursuant to the authority vested in the Deputy U. S. Coordinator,
Alliance for Progress by the Foreign Assistance Act of 1961, as
amended, and the delegations of authority issued thereunder, I
hereby authorize the establishment of a loan pursuant to Part I,
Chapter 2, Title VI, Alliance for Progress, of sald Act, to the
Government of the Republic of Honduras (“Borrower") of not to
exceed flve hundred thousand Unlted States dollars ($SO0,000) to
finance the United States dollar snd local currency costs of
equipment, material, and services necessary for the conduct of
certain sectoral or resource surveys, prefeasibility studies, and
feasibility studles, this loan to be subject to the following
terms and conditlons:

1. Interest and Terms of Repayment. Borrower shall repay the loan
to the Agency for International Development ("A.I.D.") in
United States dollars within forty (AO) years from the first
disbursement under the loan, including a grace period not to
exceed ten (lO) years., The Borrower shall pay interest to
A.I.D. in United States dollars on the disbursed balance of
the loan of cne {1) percent per annum during the grace period

percent per annum thereafter.

2. Other Termg and Conditions:

o
I0

r financing under this loan will be
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(c) rﬂqujpmont, materlals and. services (excepL shipping and
* marine ingurance) financed under the loan shall have
- their origin in and he procured from the United States
- or Member Countries of the Central American Common
Market. Bhipping financed under the loan shall Dbe
procurced from the United States, and marine insurance ST AT
Tinanced under the loan shall be placed in the United , , o
States with a company authorized to do marine insurance Sha
business in any state of the Unlted States.

(d) United States dollars utilized under the loan to finance
local currency costs shall be made avallable tc Borrower
or 1ts deslgnee through appropriate procedures and shall
be used only for procurement in the United States.

() The loan shall be subject to such other terms and condi-
tions as A.I.D. may deem advisable.

Deputy U. 8. Coordinator

Date
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