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Dear Mr. Breen:

We received STATE 197282 on 4 October 1973. Among
other things, this cable gave us the schedule for the
Assistant Administrator's loan status reviews. TIor ROCAP
this was particularly timely because we have today just
completed a repcrt evaluating subject loan and making
certain specific recommendations for modifying the loan
in such a way that we can more effectively carry out the
economic*purpEEEE‘TUT‘WHTEHEthé funds were made available,
and at the same time materially improve the management of
the loan.

For the past several months Mr. Tragen and myself,
as well as other members of the ROCAP staff, have been
working with CABEI at all levels to assist them in improv-
ing their procedures and in upgrading their performance
under this particular loan. TFrom September 24 to 26 we
had a series of meetings in Tegucigalpa with the top staff
of the Bank. Our ROCAP staff was represented by myself;
Chuck Flinner, the Area Controller; Warren Wolff, our
Capital Development Officer; Ed Costello, the Program
Economist; and John Kahle, our Legal Counsel. The Bank
was represented by the Executive Vice President and four
of their department heads. During the first day of meet-
ings, CABEI explained to us what their problems were in
connection with this loan. On the second day we explained
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to them the problems we had with their performance, in
managing the loan. And on the third day we got together
and agreed on a series of actions which, in our collective
judgment, would serve to dramatically improve loan per-
formance.

The management of the Bank was acting "ad referendum" -
in that they must cbtain final approval from the Board of
Directors before some of the modifications can be put into
force. 1In our case it 1is necessary that we obtain the
approval of AID/Washington.

At this present time CABEI Board of Directors is
scheduled to meet on October 22, and we have every reason
to believe that the Board will fully authorize the Bank
to proceed in accordance with the results of our joint
evaluation.

You will find attached to this letter a comprehensive
evaluation report and certain recormendations. Among the
supporting documentation you will find a draft action memo
for the Assistant Administrator, a draft amendment to the
loan authorization, and a draft delegation of authority.

We shall be prepared to present our recommendations
at the Assistant Administrator's loan status review on
the morning of October 11.

I hope that the necessary modifications will be
authorized by AID/W so that we can move ahead on this loan
with all due speed.

Sincerely,

Robert R. Parker
Acting Director

Attachments:
a/s
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EVALUATION REPORY

CABEI--AID Loan 596-I1,-010
$30 Million Export Industries and Tourism

PREFACE

This report and the recommendations contained therein
are the work product of several months of joint effort by
the staff of the Central Dmerican Bank for Economic Integra-
tion (CABEI) and the A.X.D. Regional Office for "entral
American Frograms (ROCAP).

These efforts were directed at devising ways and means
of more effectively meating the economic objectives of AID
rLoan 596-1,~010 (Export Nevelopment and Tourism) and at im-
proving the managemant of the loan, with particulac atten=-

tion to speeding up dicbursewnents.

The document was prepared after » series of join% meet-
ings in Tegucigalpa Honduras on September 24. 25 and 26,
1373 chaired for CABEI by its Executive Vice President and
for ROCAP by its Deputy Director. Thege meetings wera at-
tended by the senior operating officials of CABEI raspon-
sible for loan implementation and their ROTAP counterparts-
the "apital Nevelopment Officer, Area ontroller, Program
Economist and Tegal Cfounsel. During the week of October 1-5,
1973. Senior CABEI officers, including the Deputy rhief of
the Operations Department, worked with ROMCAP officers in
Guatemala 7ity on the final drafting of the report.

A, History of the TLoan

Date Authorized: Tune 19, 1970

Date Signed: September 9, 1970
Terminal Natas: Commitments: March 31, 1974

SUNDUROI S

Disbhursements: Junz 30. 1974

AID Loan *unds disbursed
to August 31, 1973: §5.4 Million

2
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1. Nescription

On Septembar 9, 1970. ROCAP signed a €30 miili~n
loan with 7ABEI for financing a major private-sector effort
tec promote, develop. expand and effectively operate non-
traditional oxport industries and tourism. The export aspaci
waB to focus on diversified agribusiness nctivities., and the
tourism aspect on wmoderate-gsized hotel proiects in areas
mainly outside the principal cities of each T.A. country,
where many of the most promising touriat sttractions are
gituated.

''he overall program amounts to 5100 wmillion: The
$30 million AXD loan, a $30 miliion contribution from CABEX
(cash plus other loans and lines of credit), and a $40
million investment from private entrepreneurs.

Unuer the AXYD Loan Agreement, no distinwtion is
made between tourism and export uses. Up to $5 miliion is

available for relending for these purposes to privats and
gggéig_ﬁggglogment banks in each CACM country.

The Loan Agreement also provides that up to $2.5
million may be used for financing equity investments and up
to $500,000 may be used to finance feasibility studies. Up
to $7.5 million is available for financing local costs.

2, Purposes of the Loan

These are threefold-

a. to stimulate increases in non-traditional
exports and tourism develooment by providing
CABEI with the loanable fuads it needs for fi-

nancing industries having high foreign exchange

potent:ial;

b. to insure the continued growth of a responsive .

regional development bank; and

(o8 to strengthen the Central Amerijican integration
movement .




3. Performance to Date

a. Total Program (as of 8/31/73)
(In Millions $US)

Total Committed Disbursed

Budget _to Date _to Date

Doliarx Costs § 22.5 $ 10,0 § 2.6
Local Curxency Costs _ 7.5 7.3 2.8
AXD Loan $ 30.0 5§ 1%.3 $ 5.4
CABEX Contribution 30.0 22.4 .1
Total AXD & CABEX $ 60.0 $ 39.7 $§ 12,5
Private Sector 9 >

Contribution 40.0 26.0 e

Total Program «100.0 S 65.7* S 12,49

*Represents 7Y sub-loans: 50 export, 16 tourism
and 13 to other lending institutions

——
L

b. Uses'éé AID Loan™,

Tourism Indust’ ies
Naticnal Fomentos &
Financieras {other
banks 5.0/ 4.6 1.3
Equity Investments
in Export/Tourism

Export ﬂ;dustfiep $ 14,
'«y .

Industries 2051/ - e
Feasibility Studies
& Tech., Assistance Oosi/ - L
4
Total AID Loan $ 20,0 $ 17.3%27 3 5.4

1/t0an Buthorization and Loan Agreement resgtrict the arounts
in these categories to the figures showa above.

2/$8.4 million represents authorited-unsigned sub-loans, and
$8.9 million represents authorized-signed sub-loans. In
addition to the $17.3 million, $2.4 million Aare pending
authorization (f£full applications submitted to CBBEX), »nd
$14.2 million in partially compleia2d loan applications are
under review. Thus, CABEI has loan applications in various
stages of processing that utilize almost $34 million, in
theory more than fully committing the AID loan.
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B. The Problem

Slow disbursements, As of Bugust 31, 1973, only $5.4
million has been disbursed, The e¢stimated figure projected
as of June 30, 1974 (terminal disbursement date under the loan}

ig $10 illion under the existing terms of the Loan Agreement,
See disbursement projections, Schedule 2.

C, Analilysis of the Problem

CABET has not been able to maintain the level of loan
disbursements contemplated at the time the lcan was signed
because of the following:

1. Complexity of Export Industry

CABEX ha : succe
projects: preliminary loan applications total $25 million,
and the Bank is actively discussing with entrepreneurs an
additional 42 projects aggregating a further $27 million,
CABEX is conducting the most aggressive project promotion in
the region, which will pay off in the long run,

Oon the other hand, many of the Bank’s proposals will
not develop into bankable loan applications within a reasonable
time for financing under AID Loan 010, In many cases,_beafore
an application can be brought to the approval or disbursement
stage, considerable inputs of the tachnical assistance are
required, This relates to the export process - production,
processing, marketing, management ({(know-how), finance, etc,
CABEI is providing large amounts of guch assistance which is
very time-consuming, CABEY is finding that financing export
diversification is a complex business and it is necessary to
realign its loan procedures in order to handle more expe-
ditiously the jindividual problems attendant to processing
loar applications for projects of this type.

2, Limitation on lL.ocal Cost and Woxrking Capital
Financing

See Sections E,2 and 1E,3,
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3. Competition with AID Bilateral Loans

AID bilateral loans to private financieras in the
C.A, countries have directly competed with Loan 010 funds,
Such loans were made available for a great vaxiety of private
industrial projects including, of course, export and tourism
development., For example, the AID loans to FIASA and COFISA.

4, Competition by Governments and Commercial Banks

The Government of El Salvador"sﬁs§ggft program has
all but eliminated CABEI activity in this field in El Salvador,
The GOES cffers extremely liberal terms including 6% interest
to the Borrower, One interesting result of Loan 010 (the firgt
major export program in the region) is that it has stimulated .7
more liberal terms for term financing from U.S. commercial -~
bunks, Recently, however, this trend has been neutralized by
high interest rates in the U,S,

5. CABEI Management and Current Reforms

CABEI did not organize properly to give prompt and
efficient service to the private sector. This has been a
major problem and has caused complaints from the Bank’s clients
together with the withdrawal of some applications which CABEI
had helped put together in the first place,

Further, CABEI was without an Executive Vice President
for 14 months and as a consequence, the Loan did not receive
adequate senior management supervision during this period,

EBarly in 1973, however, CABEI set in motion long
overdue changes in its organization, policies and procedures
as described belows .

3

1/ To permit flexibility in implementing the AID loan,
particularly in financing its tourism loan applications,
AID"s customary commodity eligibility criteria were
broadened in November 1971 to permit flexibility in the
financing of commodities essential to the success of a
private tourism project, Commodities previously ineligible
for AID financing have no# been declared eligible for
financing under Loan 010. Reference: Implementation
Letters No, 12 and 14,
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Under a special Board Resolution in June 1973,
CABEI declared FY 1974 the "Year of Loan Signings and
Disbursements”, A work Committee was estuablished to improve
per formance under Loan 010, This was stated as the Bank’s
number one priority.

The Pinancial Administration Office (responsible for
effecting loan disbursements) was eliminated, and is now
physically part of and under the management of the Operations
Department, The latter has major responsibility in dealing
with the private sector and in processing loan applications,
and has now been upgraded to handle disbursement responsibili-
ties as well, Previocusly, there was not only a lack of co-
ordination between these two departments, but they were
physically located in two different buildings, This is a
major improvement in the internal structure of the Bank,

The physical move was completed in August 1973, The Bank’s
disbursement Instructivos {Manual Ordexrs) are now being
revised and updated reflecting CABEI's concern with more rapid
disbursement,

The Legal Department has added three new lawyers
to its staff in oxder to greatly speed up the processing of
sub-loan agreements and the legal approval of conditions
precedent, |The CABEI sub-loan agreement form has been stream-
lined and simpIified. A condensed standard format is now in
use and greatly reduces the time needed to negotiate an
agreement and satisfy conditions precedent, which have been
reduced to a minimum,,

)

A permanent Chief of the Promotion and Economic
Research Department has been named, For an untoward period
this Department functioned under an Acting Chief without full
authority, This hamstrung its operations considerably., 1Its
FY 1974 budget provides for the hiring of seven new employees,
ranging from economists, financial analysts, and engineers,
etc, Recruiting is now taking place,




these offices have been substantially upgraded in responsi-
bility and personnel so they can play more active managerial
role in moving the Bank’s loans. For example, the Country
Representative now can determine project eligibility which
previously had been done solely by Tegucigalpa., This change
will speed up the decision process and improve customer
relations, The Representatives will report directly to the
Executive Vice President of the Bank., Previously they reported
to the Operations Department, Procedures are now being worked
out so that the Representatives will have additional responsi-
bility in speeding up disbursement requests.

interest rates on tourism loans remain at 9%, In
July CABEI’s Board approved a reduction in the interest rate
on its direct export loans from 9% to 7%. The Bank's management
also recommended o 7% interest rate to the end user (private
company) on its loans to other banks (financieras and fomentos)
in the region  Presently CABEXI charges other banks 5% on such
loans which are in turn loaned to the end user at 9%%. The
Board did not approve the 7% rate, however, CABEI management
now plans to resubmit its recommendation to the Board with ad-
ditional justification in an attempt to obtain a uniform rate
of 7% to the end user on export loans.

CABET has liberalized project review requirements
under its loans to other banks., The priox approval limit will
be raised to $250,000 from the present $100,000, depending on
the institution involved. COFISA in Costa Rica will be the
first bank to enjoy the benefits of the liberalized policy,
This change will improve CABEI's relationships with the

financieras and, as a result, should speed up the drawdown of
AID funds,

As stated earlier, CABEI has a large number of
projects which it has promoted and hopes to develop into
bankable projects at an early date, It will substitute such
fast-moving projects for those which, although already ap-
proved under Loan 010, are not moving for various reasons,
CABEI®’s current commitments in private indugtrial lending
total $118.,1 million, representing 215 approved loans, 79
of the approved loans for $39.7 million are being financed
by CABEY and AID under the export/tourism program. (6 lo7




D, Recommendations

CABEI is of the opinion that the 010 ILoan Agreement, as
presently written, contains several constraints which have
seriously impeded loan performance., ROCAP agrees with this
analysis, Wh\;%’ig_i;ﬂmr-thm‘—to both is thatthe objectives
and regional pact of the $100 million program will be
realized within a reasonably: time, Therefore it ig recom-
mended that: o

The present limitation (imposed by Implementation Letter
only) on financing tourism projects 1ndustr1es ($7.5 million)
be eliminated, See Section E,l

The availability of local cost financing be increased from
$7.5 million to $15 million, See Section E, 2,

The financing of working capital, in dollars and in local

~cu££gggigs, be permitted, See Section £,3,

The present ceiling on funds available for lemding to
other financial institutions ($5 million) be eliminated,
See Section RK,4,

The financing of hotels in capital citjies be permitte;d°
See Section E,5,
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B, Specific Justification in Support of Recommendations
1. Removal Ceiling on AID Funds for Tourism

Igsue

Implementation Letter No. 1 of October 16, 1970
stated that no morq_*hanwgiig_million of Loan 010 could be
usad for direct CABEI sun«loans for tourism. In January 1973
thig ceiling was raised t 5 mil}lion., On tha bagis of a
joint ROCAP/CABEI Teview, it iqdproposed to remove the limit
on the use of funds for tourism.

Justification

The original limit of $5 million fcr tourism proj-
acts was based on CABEI's 1969-7Q estimates of the tourist
projects which could be financed outside the capital citias
without additional infrastructure expenditure. Further, the
record indicates that the $5 million figure was set to irsure
that tourism projects would get their failr share of the funds,
at least $1.0 for each country. In the loan paper tourism is
referred to as an important new activity to be encouraged.

At the time it was thought that $5.0 million would be suffi-
cient to meet the projected requirements. However, tourism
has boomed in Central America much faster than projected.

As of August 31, 1973, approved sub--loans for tourism projects
under Loan 010 were $5.1 million with disbursements of $1.4
million and the need for tourism funds iz projected to increase
by at least $10.0,

Further, on February 29, 1973 ROCAP signed a $15
million loan with CABEX (013} for tourism infrastructure in
outlying areas. As this infrastructure opens new tourist
areas, the need for tourism financing will increase,

As will be demonstrated below, the purposes of the
Loan, i.e. to diversify export earnings by promoting non-
traditional exports, can be achieved without making a dis-
tinction between "export industries® and "tourism”,

From the point of the balance of payments, both
commodity exports av. tourism expenditures by foreigners

Sencs 047a4u14/f—7324’/Lkﬁbdéu&jLﬁp;:'/?“73 af—
CAr ,Ai%zwﬁwn.{
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appear as credits in the current account, i.e. both "earn"
foreign exchange. In the first case, exchange is received

by selling a tangible object abroad (i.e. shoes); while in

the second, exchange is recelved when tourists sell dollars

to buy Quetzales (i.e. to pay for goods and services purchased
in=country). In this sense hotels and tourist facilities are
*export industries"., Also, since tourism previously had not
been a large item in the balance of payments, tourism clearly
<an be considered a “non~traditional export".

Further, from the broader prospective of economic
development, tourism may be a better "deal" for the region
since in the short run it typically has a greater comparativa
advantage in tourism than in the export of goods. A region
tends to have a comparative advantage in those activities
which use laxge amounts of the region's relatively abundant
factor., To the extent tourism depends on large amounts of
sarvices (which in turn rely upon labor), there is a pre-
sumption that the region would have a comparative advantage
in tourism. This, of course, assumes that there is something
to ree tnd a way to get there. (In C.A, this is not a problem.
Its major attractions include ideal year-round climate; plenty
of sun and sea; the outstanding Mayan ruins of Tikal and Cop#n
distinctive folklore, customs,and artifacts; and an adequate s
transportation network.) In summary, tourist facilities can
provide the inputs needed to develop "non~traditional® exports.

Aside from these presumptions, tourism can provide
other benefits. As pointed out in the recent DAP, the tourism
industry is characterized by relatively high income and em=
ployment multipliers. A study by the Bank of Mexico estimated
that, in the short run, tha GNP increases by $3 for every
dollar of tourist expenditures. This estimate abstracts from
the long-=term effect of tourism revenues on private investment.
Moreover, the amount of capital needed to generate a given
amount of employment is lower in tourism than it is in almost

1/ The CABEI hotel study shows that in 197) receipts c¢n the
travel account reprasent an amount egquivalent to 5% of
regional exports of goods and services.
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all major Mexican industries., Among the 14 major industries
in Mexico, on’y agriculture and textiles regquire less capital
per job created. With respect to labor intensity, the study
indicated that for every million Mexican pesos invested in
tourism, 45.6 jobs wera created: 20 in direct tourism services,
18 in agriculture, 2.3 in textiles, 1.5 in foodstuff and 3.8
in other economic sectors.

The tourism industry is credited with having given
a substantial boost to the development of the Mexican economy.
Foreign vigitors are estimated to have spent $1.4 billion in
Mexico in 1971, a figura which represents 110% of the country’s
commodity exports, 70% of public investment or 37% of private
investment, While it is not expeacted that Central America can
duplicate the Mexican experience, the Mexican results show
what benefits can be obtained from a well-planned and fimanced
tourism development program with respect to foreign exchange
earnings, income growth and employmsnt generation,

Returning to the Central American context, although
capital city hotels are only one ingredient in the overall
tourism picture, the shortage of hotel facilities appears to
be a serious bottleneck, especially since this bottleneck
exists in Guatemala City and San Jose -- the hubs of regional
tourism development.

In order to both provide adeguate funds for tourism
development and to speed disbursement under the loan, the
deletion of any distinction between export development and
tourism is clearly managerially and economically desirable.

. 2. Increase Availability of Local Currency Financing
Issue

Section 1.0l (The Loan) of the Loan Agreement states
that "the amount of Loan funds used to finznce Local Currency
coste shall not exceed the equivalent of $7.5 million¥ The
joint ROCAP/CABEI review of the program determined to recommend
that this language be amended to permit the financing of up to
$15 million in local currency costs.
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Analysis ////'él

From January 1970 ~ the date local currency gosts
were initially estimated - to June 1973, CABRI's Ordinary
Fund loaqsgggfgxgig)xncreased by $53.8 million, or by 84% as

/AAOM¥/'6 shown below:
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Date No. Loans Amount

January 1970 143 $ 64.2 nillion
June 1973 215 $118 million
increase 72 $ 53.8 million
SETRGCIEEEEAt Rt L] SERAELEIRIERS AR SN EAEIN MATR

This increase in activity was not contemplated by
CABEI at the time it projected its local currency needs for

" the AID Loan. Today CABEI finds itself without sufficient

losal currency resources to adequately service itg export
and tourism loan applications..( »/;u«ﬁcﬁ e ) 7 '

This does not mean that CABEI has not taken steps
to increase its capital or obtain additional loans and lines
of credit from other sources to finance such activity. To
the contrary, it has obtained 15 lines of credit totalling
$32 million during the past three years alone. In addition
the capital of the Ordinary Fund has increased by 10% from
$12.4 million to $14 million. Reserves and retained earnings
have increased proportionately. This more than satisfied the
AID lLoan covenant which requires that CABEI "will provide
financing in an amount at least equal to the AID loan and
will seek sources of credit for this program from other
lender o =

\d*r-‘-

CABEI has fully commit:ted its 6 U.S. commercial
hank lines of credit which totalled about $30 million. These
were used to a great extent under the AID program. About
$5 million alone went to financing "fixed" working capital.
CABEI's private industrial loans from the IDB have been
committed for some time, and are not available for financing
export/tourism projects. l/ :

Jaei Aedives 7 P

-
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CABEI's loan repayments (rollovers) totalled
$8.9 million as of June 30, 1973, and have already been
assigned to 6 large loan commitments for almost an identical
amount, $9.1 million. Of the latter, $1.3 million finances
an industrial park in Managua and relates to export activie-
ties under the AID program.

CABEI has available about $12.4 million from six
lines of credit =xtended by Buropean and Japanese banks.
However, these are restricted to the financing of equipment
from these cour.dries, and are of no value to CABEI for
finaneing local &urrency costs.

The Loan Paper indicates that the percentage of
local costs contemplated under the program was estimated to
ba around 55% of total projecta costs, including the sub-
borrower's contribution. This ratio is still valid today for
export industries. However, there has been a shift in the
AID Loan from export to tourism financing because of the
demand by Borrowers, (See Section E, 1). Tourism financing
is now expected to increase from 35 million, as initially
estimated, to around $8 million. This places further stress
on CABEI‘s limited local currency vesources as tourism proj-
ects require about 70 to 80% local cost financing.,

Given the importance of local curreney financing
to export diversification and tourism development; CABEI's
willingness to feature the importance of and finance the
working capital needs of its clients in those two areas;
the rise in loan approvals of the Ordinary Fund; and to be
x.sponsive to CABEI''s needs today, the relevant sections of
the Loan Authorization and Loan Agreement should be amended
¢o increase the availability of local currency financing
from $7.5 million to $15 million. Within this amount $5
million will be available for finaneing working capital.

CABEI will match this local cuwxrency allocation by
a like amount (50%) from its own $30 million contribution to 7
the program, thereby maintaining the AID-CABEI l:1 ratio
which is consistent not only with the overall contrxibution,
but also with the local currency allocation as well.

¢



A simplified breakdown of dollar and local proj-
ecta costs for the entire $100 million program (See Section
A=3) is shown below:

S L.C, Total

CABEI $15 $ 15 $ 30
AID lS. 15 30
Total CABEI Loan $ 60
- Private Borrower $15 S 25L/ $_40
' $45 $ 55 $100

% % %

1/ higher if tourism project

3. Authorize Financing of Working Capital

Issue

Section 1.02 of the Loan Agreement states "Loan
funds may be used to finance working capital, but only through
the development banks and only for Dollar COsts" Section
5.02 containe a similar constraint.

CABEI now wishes to revise the Loan Agreemsnt to
permit loan funds to be used to finance (1) the net increment -
of working capital required to_ increase production for exist-
ing export industries, and (2) the requirements for the
pérmanent investment of funds in qigggla:ingﬁgggital or gross
working capital im.ﬂgg;onterprisesg ROCAP gupports this
request.

Discussion

The term "Working Capital” as used in Sections 1.02
and 5.02 of the Loan Agreement is not defined elsewhere in
the loan agreement or in the loan authorization. There is a
distinet difference in working capital required to meet current
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operating costs and revenue expenditures, and gross working
capital needed for capital expenditures intended to benefit
future periods. =~

One of the major needs of borrowers under CABEI's
Bxport Development and Tourism Program is the financing of
permanent investment of funds in circulating capital or gross
working capital. This is especially true in those instances
wher@ new enterprises are starting up or existing enterprises
areexpanding to meet new export markets. In these new or
expanding enterprises the circulating capital or gross working
capital is needed for the start up cost or. sxpanded iaventories
to ba obtained and worked on to produce the product to be s.lild
and for expenditures that have the effect of increasing the
capacity, efficliency, span of life or economy of operation of
existing fixed assets.

The amount of neaded funds varies from time to time
but some permanent investment of funds in circulating capital
is necessary in any businese. It is generally impossible to
finance all of a firm’s needs for this circulating capital by
gshort~term loans from commercial banks.

CABEI has a financing policy which provides for
their total loan to new enterprises to include in addition to
the financing of fixaed assets the financing of the necessary
amount of permanent investment in gross working capital
required for the normal development of the company's coperation.

In the lcans for production increases to existing
enterprises thay will alzo finance the net increment of gross
working capital required for the new projected increase in
volume of production,

CAFBI loans for this type of circulating capital or
gross working capital are usually for periods of three to five
years and fully collateralized by mortgages, guarantees, etc.
Tt is CABEI's rule of thumb that about 1C% of each loan to a
new or expanding export project should finance this type of
"f£fixed" asset.



Seasonal working capital needs or financing for short-
term operations are not financed by CABEI, Lut rather are obtained
by the borrowers from other credit institutions on short-term
loans.

CABEI is financing all gross working capital needs
from its U.S. conmercial bank lines of credit. CaBBRI‘s
Ordinary Fund (finances private sector activity) maintains a
reagsonable substantial cash liquidity, generated from repay-
ments, but these funds arse still not sufficient to meet the
Bank's needs for financing all its industrial commitments, as
stated above, and to serve as a minimum level of liguidity.

The high interest rates now charged by the U.S,
commercial banks poses a serious problem to CABEI. As of
September 28, 1973, CABEI was paying 11% (1% over prime) to
one bank and 12-3/16% (1.25% over the Euro-=dollar offering)
to another bank. CABEI passes on these same rates to its
clients.

Its administrative expenses (about 1.8%) are absorbed.
CABEI is reluctant to change administrative expenses, not to
mention a profit spread, to its clients because these clients
sinply cannot afford.the additional expense without undue risk
to newly developed industries. CABEI's minimum working capital
interest rate is 1l0%. '

As of August 31, 1973 CABEXI had applications to
borrowers which include gross working capital as described
above amounting to $5,088,000 of which they have disbursed
$1,847,000. The balance of $3,241,000 is projected to be
disbursed rather rapidly with a eumulative amount of
$4,830,000 disbursed by June 30, 1976. -ud‘vw%mo )

ROCAP believes that gross working capital oxr circu=-
lating capital is proper for long-term financing and equally
important to the financial success of new or expanding
industriea as the finaneing of other fixed assets. CABEIX
should be permitted to use Loan 596-L-010 funds to meet
these raquirements.
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On the basis of the above ROCAP supports the request
of CABEI that loan 59%6-1~C1l0 be revised to permit CABEI to use
funds for financing circulating capital or gross working capital
under the financing policies currently established by CABEI.
The maximum estimated amount of the loan which it is estimated
may be used for ﬁhggg_gg;pgges in local currency 1s the equivalent
of $5.0.

4. Removal of Ceiling on AID Ioan Funds for Financing

Through Other Banking Institutions dieenianddammimtmebl)
dessemendaisiani)

Igsue

Section 1.02 (The Project) of the Loan Agreement
states that up to 35 million of Loan funds may e used by CABEIL
for loans tc private and public development banks for further
re~lending to nén-traditional export and tourism industries
Section YI~C of the Capital Assistance Paper states that this
facility will be used by such inatitutions to finance those
smaller projects which CABEXI is not set up to handle, and
which can be better serviced locally. The joint ROCAP/CABEI
review of the program concluded that it was desirable that
this limitation be removed to permit CABEI more flexibility
in the use of the Loan, and to encourage a wider partiecipation
by other financiai institutions in the region,

Analysgis

At the time Loan 010 was developed, participation
by national development banks was dsemed an important feature,
even thouga only $5 million was set aside for this activity.
Such participation was written into the Loan for three reasons:

- It would enable CABEI to offer a broad program for
the financing cf oxport diversification and tourism industries,
regardless of the size of a project. CBBEI, by reason of its
own size and organization, must focus on developing large
projects ~ the average size of CABEI's direct loans undexr 010:
$500,000. Involvement of local development banks would assure
effective service for smaller projects.
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- Bringing the local financial institutions into the
loan progrem with CABEI was significant in that it afforded
CABEI its first opportunity to exercise on a practical basis
a truly regional private sector program. CHBEI, a public
institution, established its first direct ties with the
private kranks in sach country under the ILoan, and the rela-
tionship, while rough-gdged at times, nonetheless exists
and is expanding. Sound industrial development of the region
is dependent on nore amicable and closzy working relationships
between the public and private sectors than has existed in the
past; Loan 010 will go a long way to ilmprove this effort toward
cooperation.

- CABEI"s role as coordinator a2nd conduit of i >sources
in this phase of Loan 010 might well carry over to other

private sector programs in the future, reinforcing CABEI's
coordinated influence over regional industrial development.

The $5 million for relending to local institutions
was based on information and estimates received from C. A.
USAIDs at the time of developing the loan in 1969=-197C., It
was a start-up figure. CABEI was told from the beginning .
that the figure could be Increased if export/tourism business
generated bv local banks warranted it. As of August 31, 1973,
$4 .6 million of the $5 million availability has been committed.
CABEI now wishes to approve two new loans to C. A. fipancieras
in October 1973 totalling $1 million, creating an immediate
nead to increase the celling by $600,C00.

There are several reasons why the local banks have
not made even greater use of CABEI funding to date:

- A scarcity of well-developed, eligible and really
bankable export/tourism projects; -

- Dalays and inflexibility on CABEI's part in
sarvicing the local banks effectively.

~ A need for improved public relations on both sides
- CABEI and the banks - to break down the public/private
*barrier'and to iron out diffarences rationally; and
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- The need for substantial increases in local cost
and working capital finaneing. 2
_Aw\ o’
may not have large
t there seems no doubt

At this moment, the local ban
numbers of eligible projects readv,
that the availability of increased amounts of local currency
and working capital financing plus more aggressive and effec-
tive CABEY policies and procelures in servicing the needs of
local financial institutions will give those institutions the
incentives they need to follow through in areas of activity
where previously thev were clearly constrained,

The ¢5 million_ceiling on relending to local banks
no longer is valid, In order to be responsive to the needs
of CABEI and local banks, and to speed up Loan disbursements,
the relevant sections of the Loan Authorization and the Loan
Agreement should be amended to remove that ceiling.

crmmn—




5. Authorize the Use of AID Funds for Financing Hotels
in Capital Cities

Issue

At the present time CABEI is limited to the financ-
ing hotels mainly outside in Central American capital cities.
This restriction is contained in Section 102 of the Loan
Agreement, and reads as follows: "Tourist development proj-
ects will be mainly outside the principal cities of each
Member Country”.,

BAnslysis

For some time CABEX had followed a policy of not
finaneing hotels in capital cities. This was an jinternal
bank policy which applied to all sources of funds. Recently,
the Bank completed a study which clearly demonstrated the
need for additional hotels in capital cities. The Bank
Management presented to the Boaxd of Directors a proposal to
change the policy limiting CABEI involvement in the financing
of such hotels. This modification was approved by the Board
and CABEI now desires to participate in such financing with
Loan 010 resources as well as its own, CABEI now has a list
of hotel projects totaling $10.0 million°(}ﬁ7mﬂﬁﬁ\¢é§Q;o ?'j

That there exists a_gap between the supply of and
demand for hotel rooms in the capital cities of the region
is not really an issue.2/ However, the shortage is uneven
and varies from country to country. At the present time
there are shortages in Guatemala City, San Jose, and Managua
and surpluses in Tegucigalpa and San Salvador. By 1977,
after taking into consideration ctirrent and planned construc-
tion, there will be shortages of hotel rooms in all five
capitals.é/ Further, there is strong reascn to feel that

2/1n what follows, "hotel rooms® rafer to class A & B
facilities.

b/The CABEI study estimates the following deficits by 1977:
San Jose 1,072 Tegucigalpa 260
Managua 636 S8an Salvador 62
Guatemala City 467 4
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these shortages are under-estimated, The estimates for .
visitorsin 1977 were determined by projecting the 1969-1972
grouth rates. However, in view of the vrestructuring in

world currencies which has taken place in 1972 and 1973

there has been a dramatic increase in the cost of tourism in
non-dollar areas (i.e. Europe). This shift can be expected
to produce a rather fundamental change in pre-devaluation
tourist patterns. Not only are more Europeans now attracted
to dollar areas (which includes the U.S., Mexico and Central
America) ,- but also, more North Americans can be expected to
visit Central America which is "cheap®” compared to their
previous haunts on the European Continent. The faat that
PanAm is now scheduling its Jumbo Jets into the area, and
that two of the major stops in the area (San Jose and Guate-
mala) are experiencing critical shortages of accommodations
bear witness to this shift of tourist patterns. Consequently,
the hotel room deficits prepared by CABEX should be considered
IWQ ) .

Another factor tc be considered is the rational for
both the CABEI & ROCAP restriction on involvement in capitale
city hotel projects. The available record indicates two con-
siderations were given the most weight:

8. The desire to have an impact in the rural areas
coupled with the desire not to exacerbate crowded urban
Qonditionﬂ ° ’

b. Capital city hotels were profitable ventures
for which there were private sector sources of financing.

Rural area impact is a desirable goal and is one of
ROCAP's priority concerns. FHowever, how this goal can be
accomplished by not building hotels in the capital cities is
difficult to explain. Because of existing transportation net-
works, both land and air, the capital "cities are the places
where visitors firet come. If a vigitor cannot find a room
in the capital eity (e.g. Guatemala City) he cannot be
expected to vigit the rural tourist attractions (e.g. Tikal).
Stated differently, the capital cities are both tourist
attractions in themselves and also critical in-transit areas
to rural tourist attractions.
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That hotel construction will exacerbate already
crowdaed urban conditions is a valid consideration. However,
like it or not, the urban areas already contain high propor-
tions of unemployed. If hotel construction and resulting
gervice jobs (maids, doormen, waiters, etc.) can absorb a
part of this unemployment, so much the better. CABEI is
realizing that the above factors auger for a change in their
prior policies.

With respect to the second consideration, the thesis
that there are private sector gources of financing for capital
city hotels deserves serious examination.

Some genaral considerations will be discussed and
followed by a discusaion of alternate sources. Traditional
economic wisdom tells us that if demand exceed supply the
price of the item in question wil. rise and evoke an increase
in outnut. On this basis, one could conclude that when the
price of hotel rooms reaches a high enough level, somebody
will build a hotel. The question then becomes, are wa willing
to wait for the laws of supply and demend to solve the problem?
In view of the following two considerations, one could conclude
that leaving the matter to market foreces will not provide thes

optimum outcome in the short run.

Interest rates are now at historical levels. If
entrepreneurs think they will go higher, construction will be
postponed until thie higher price can be offset by higher room
rentals, If entreprenecr thinks rates are about to fall they
will tend to hold off until cheaper money is available. _In

either case, no hotels will be built.

Construction has a long lead time. A "go" decision
today probably won't produce hotel rooms until two years have
elapsed. If hotel rooms were an instantaneous commodity supply
and demand would produce the optimum outcome. Since this is
not the case and sgince tourism has such high employment
multiplier effects (see DAP), one could argue that actions
to accelerate hotel construction are called for.



Notwithatanding the above, one cannot overlook the
fact that in Central America generally there is excess bank

liguidity.

A legitimate question then becomes why can‘'t the

commercial banking or already existing credit institutions
(i.e. financieras) provide the funds for hotel construction?
To answer this question CABEI contacted potential sources of
financing to determine the availability of funds for hotel
congtruction. The result of these requests are wisassianslmnmd
summarized below: '

El sSalvador:

Guatemala:

Nicaraqua:

The Central Bank’s Fondo de Desarrocllo is the
principal source for hotel financing anywhere
in the countrv. Funds are available at 6% for
15 years including a 3 year grace period and
the Bank can participate up to 90% in the value
of construction and equipment. Land and work-
ing capital are excluded. However, at this
time there is a surplus of rooms in El Salvador.

No funds in the Central Bank are available for ~
this purpose and nor discount operations. The
Banco Industrial can make funds available on

a short term basis (one year) with 180 day
renewals. The rate on July 3, 1973 was 9% plus
1% every 6 months for renewals. Note: This rate
was presumably tied to prime and is now estimated
to be near 11%. CORFINA, the local financiera

is permitted by its by-laws to participate in
such activity, but has no funds available for
such purposes. '

Three potential sources of financing are avail-
able. CNI, the Central Bank and INFONAC, CNI
is in serious financial trouble and cannot be
regardad as a source of funds, The Central
Bank says it does not have funds for hotel
congtruction, but was holding one request for
a one million cordobas hotel loan. INFONAC
replied that they felt there was a $500,000
demand for funds, but did not indicate if they
had funds to meet this need. In any event,
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at least in the short term, the business
progspects for new hotels in Managua ave
highly uncertain.

Honduras: CABEI checked with six potential sources of -
funds and determined that none had sources
earmarked for the tourist sector nor specifi-
cally for hotel construction. There are
commercial lines of c¢redit availabie for
projects, includiag tourism, but the interest
rate and repayment pariod are not such as to
meet the needs of the tourist sector.

Although the above shows considerable variation
both in need for hotels and availability of financing, one
conclusion is clearx: In those areas having the greatest
shortages (Cogta Rica and Guatemala) there is no financing
available. However, the CABEI survey did not address some
of the contradictions vhich becoma' apparent when one looks
into the whole question of hotel financing. In Costa Rica,
for example, there is a private seéctor financiera (COFISA)
which has a $5 million AID loan undér which private sector
activities, including hotel constiuction, can be financed.
This loan is almost completely disbursed ($4.7 millicn on
6/30/73) and the prospects for another loan are not encourag-

 ing. However, why a hotel could have been financed under this
4~ loan and yet such a project proscribed under the CABEI loan
is a question that remains unanswered.

Bafore leaving the subject cof alternate sources of
finanoing, two points merit further discussion: Private
Sector participation in CABEI financed projects and possible
foreign investment participation.

The above tends to place hotel construction into an
either/or proposition. In reality, CABEI is limited to 60%
participation. Consequently, CABEI involvement necessarily
means that 40% of the project must come from the private
sector. What CABEI desires is to cdomplement private sector
rasources, not replace them.. Noéxt, if the prospects for
hotels are so good why can’t U.S. chains be prompted to
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provide them (i.e. Hilton, Holiday Inn, etc.)? The xreply

to thig is that, in fact, such chains limit their participa-
tion to "management contracis" and rarely, if ever, get
involved in the construction or long term financiiig aspects.
Foreign investment offers little realistic hope in solving
the short run problem.

Therefore, because of the present need for additional
hotels in the capital cities and future requiremente and, the
lack of alternative scurces of financing to meet this need,
the request by CABEI that financing of hotels in the capital
c¢ities be authorized under the loan is Jjustified.

3uch language will. provide CABEXI with considerable
flexibility and permit sach case to be judged on its ovm
merits. It would also authorize the use of money foxr feasi-
bility studies of proposed projects.

Insert -~ Page 24

COSTA RICA: No funds are available for hotels in general
and particularly in the capital. CABEI is
the only source for such funds and the Central
Bank is in the process of formalizing a line
of credit with CABEI for this purpose and is
seeking a waiver from CABEI‘°s policy.
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P. [Exploraciones y Explotaciones Mineras Izabal S.A.
{EXMIBAL)

A special section of the evaluation report addresseg this
particular project because of its importamce, It is not a
problem area

fﬁd“d’a 4

In April 1973 CABEI authorized a $6 million loan, to
Bxmibal representing its participation in a $90 million
consortium that has been formed to finance the first step of
a nickel mining and processing project in Guatemala,

Exmibal is a Guatemalan corporation in which the Inter-
national Nickel Company of Canada holds an 80% interest and
the Hanna Mining Company of the ¥,8, a 20% intexest,

ROCAP has determined that there is no AID legal or policy

constraint in participating in the_finannmng_gi;gggh,? projact,

CABEI has been informed that the $6 million CRBET participation
was eligible fo . The financing

is timely in that $3 million is expected to be disbursed by
June 30, 1974

‘The AID financing relates to the U,S, Export-import Bank
participation in the consortium, The Export-Import Bank is
extending direct loan to Exmibal for 45% of its participations
and will guarantee 2 loan _for an additional 45% from U,S, com-
mercial banks, Esxmibal is required to make a cash payment for
the remaining 10%. The CABEY loan to Exmibal will be used
, to finance this paymept, Tt will cover the dollar costs of
U 8, equipment, materials 'and services, At this time CABEZ
estimates that this payment will use $3,0 million of the
$6,0 million GABEX participation., The ¥Yemaining $3.0 million
‘will be uged for the dollaxr and local currency costs of the
Project,

Exmibal agreements with the Government of Guatemala
include provision for the GOG to acquire, gradually during

the first 10 years of production, 30% of Exmibal’s initial
share capital, Further, in oxder to encourage the growth of
local capital markets, shares of the company will be sold to
Central American investors,
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The project will have a significant impact on the
Guatemalan economy, First, as a non-~traditional export it
will contribute to both the diversification of the country’s
production structure while strengthening Guatemala’s balance
of payments position., Exmibal’s entire production will be
exported, with gross receipts from exports estimated to average
U8$30 million annually,

Second, the project will provide employment in a completely
new industry. During the construction stage, some 1,200
persons will be employed, When operations begin over 700
pecmanent jobs will be created, A program for the education
and training of Guatemalan employees, both in Canada and
Guatemala, has been developed by Exmibal,

Third, ancillary industries, new comuercial enterprises,
and better services for the local community will help to
improve living conditions for a popalation expected to grow
considerably as a result of the Company’s activities in the
project area; which is located in a sparsly populated zone
near Lake Yzabal . western Guatemala,



SCHEDULE

CENTRAL AMERICAN BANK FOR ECONOMIC INTEGRATION

Loans approved by CABEI for Export Development & Tourism
as of August 31, 1973
istated in Dollars;

Total Funded from Funded by Private Sector
Purpose No. Amount Loan_ 596-L-010 CABEY Participation
Export Development 50 26,957,516 7,619,460 19,338,056 112,752,085
Tourism 16 6,393,167 5,120,490 1,272,677 10,130,903
Intermediate Financial
Institutions 13 6,475,516 4.632.,735 1,842,781 4,317,011

TOTAL 79 39,826,199 17,372,685 22,453,514 127,199,999

———
———————————



.~ Purpose
Export Development
Tourism

Intermediatce Financial
Institutions

TOTAL

CENTRAL AMERICAN BANK FOR ECONOMIC INTEGRATION

Loans Approved by CABEX

FPunded from Lecan 596-L~010
As of August 31, 1973

{Stated in dollars)

Amounts Approved

SCHEDULE 2

Amounts Disbursed

Total USs$ Loc, Currency Total uss Loc . Curxrency
7,619,460 5,199,753 2,419,707 2,725,260 1,400,947 1,324,273
5,120,490 1,488,262 3,632,228 1,379,261 173,492 1,205,76¢
4,632,735 3.326.,421 1,306,314 1,308,793 998,576 310,217

17,372,685 10,014,436 7,358,249 5,413,274 2,573,015 2,840,25¢
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CENTRAL AﬁEﬁICAN BANK FOR ECONOMIC INTEGRATION
ADJUSTED BROJECTED DISBURSEMENTS
LOAN 596-L-010
{Iin Thousands of Dollars}

SCHEDULE 4

CABEX Dishurgements As Of
Applications 6/30/74 6/30/75 6/30/76
I Loans Bpproved to Date 18,373 10,000 12,500 15,000
IX Completed Applications 2,383 }
‘ ; — 1,000 6,000
III Proposed Applications 13,477 3
IV Working Capital 5,088 2,500 3,500 4,000
V  Hotels in Capital Cities 10,825 - 1,000 5,000
VI EXMIBAL 6,000 2,500 4.000 5.000
Total 56,146 15,000 22,000 35,000
{30.000!}
Dollars 27,905 {15,0060:
Local Currency 28,214 {15,000}



COMMENTS ON FINANCIAL SCHEDULES

Schedule 1 ~ This schedule shows the “otal loans that CABEX
had approved for the Expoxt Development and Tourism Program
as of August 31, 1973. Of the total amount of $39,826,199
the bank had financed $17,372,685 from ROCAP Loan 596-~L-010,
The balance of $22,453,514 is to be financed with other
funds made awvailable to CABEIX,

Schedule 2 =~ This schedule shows the status of the loans
approved by CABEI from ROCAP Loan 596-L-010 as of August

31, 1973. Of the total $17,372,865 loans approved $7,619,460
have been to private borrowers for Export Development Indus-
tries, $5,120,490 for Tourism, and $4,632,735 to the CACHM
country development banks for their approval of sub-loans

for export development and tourism.,

of the $17,372,685 approved $10,014,436 is for dollar
financing and $7,358.249 for local currency financing.

As of August 31, 1973 $5,413,274 has been disbursed.

Schedule 3 ~ This schedule is CABEL’s projection of total
applications for posgible financing from ROCAP Loan 596-L~010
and their projection of disbursements.

I Xoans Approved to Date -~ Represents loan applications
which the Board of Governors of CABEI have approved for f£i-~
nancing, Of these leozn applications $18.373,000 is to be
financed from Loan 596~1~01l0, (This includes $1 million loan
applications to CACM country development banks which was ap~-
proved in October) .

Syt
S -

II Completed Applications on Hand are those applications

"which are being reviewed by the CABEI gstaff, projects are
well defined and borrower has paid application fee., Board
of Governors have not yet approved for financing. A per-
centage of these may fall out before loans are finally
signed,
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IIX Proposed Applications on Hapd amounting to
$13,477,000 are applications received but not yet reviewed,

Some of these will not develop into feasible projects and
some sy not be eligible for AID financing.

The_Sub-Total of Categories I, II and III amounting to
$34,233,000 represents all of the approved applications and
applications on hand that CABEI has as of August 31, 1973
that are currently eligible for Loan 010 financing. As
indicated under Categories II and XIXII above, many of these
will never get to the lcan agreement stage, Even if all
$34,233,000 was approved and signed CABEIL's projection of
disbursement is that only $19,697,000 would be disbursed by
June 30, 1975 and $28,390,000 by June 30, 1976,

IV Working Capital Xoang amounting to $5,088,000 rep-
resents additional amount of financing which CABEI could do
with Loan 596~L~010 funds if the loan agreement is revised
to permit the financing of "circulating capital® or "gross
working capital”. It is estimated that $2,627,000 of the
$5,088,000 c¢ould be disbursed by June 30, 1974 and $4,830,000
by June 30, 1976,

V_Hotels in Capital Cities applicationg in the anount
of $10,825,000 could possibly be financed by Loan 596~L=010

funds if the restriction of financing these hotels is re-
noved, If this type of financing is approved $6,344,000 is
estimated to be disbursed by June 30, 1976,

VI - EXMIBAL, IXf negotiations can be finalized it is
estimated that up to $6 million of 596-1-010_ funds could
be loaned to EXMIBAL primarily for the purchase of equipment
in the United States. It is estimated that $3 million of
this could be disbursed by June 30, 13874 and the total $6
million by June 30, 1976,

Total -~ Proiec: L 8. If the restrictions on
Category IV and V type loans are removed and EXMIBAL loan
is worked out the possible amount of financing which CABEI
could fund from Loan 596-L-010 would increase from $34,233,000
to $56,146,000 and CABEI estimates that as much as $16,505,000
of the loan could be disbursed by June 30, 1974.
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Schedule 4 -~ This schedule is prepared to show in more re~
alistic terms what disbursements can be expected to be ap~-
plied against Loan 596~L=010 on June 30, 1974, June 30,
1975 and June 30, 1976 if the restrictions for financing
gross working capital and hotels in capital cities are re-
moved and the EXMIBAL loan is signed.

Cateqory X, Since $10 million of these approved loans
are already signed it is estimated that of the $18,373,000
applications approved $15 million will be disbursed by June
30, 1976,

Cateqory XTI and I¥I. Since none of the applications
have reached the stage that they have been approved they

have been considered together in this projection. A large
fall out of these applications will take place before final
disbursements are made. Disbursements will also be slow
since they have not yet reached the stage of approval. §6
million of the $15.8 million applications on hand f(or ad=-
ditional applications which may be received) are expected
to be disbursed by June 30, 1876.

Cateqory IV, Gross working capital disbursements can
be expected to move fairly quickly since this permanent
investment in plant operation is required early in expansion
of industry or new export enterprises, $4 million of the
$5 million should be disbursed by 6/30/76.

Cateqory V. Major disbursements for hotel construction
do not occux until late in the construction period. However,
considering that some of these funds will be used for feasi-
bility studies and some hotel applications are ready for ap-
proval by CABEXI if financing is authorized, it is estimated
that by June 30, 1976 $5 million could be disbursed under
this category.

Catedory -~ BXMIBAL disbursements for equipment should
move quickly: however, it is not yet known if the entire $6
million will be used for equipment purchases. Only $5 million
is projected to be disbursed by June 30, 1876,

The total of these projected disbursements is $35 million
ag of June 30, 1976, compared to the loan of $30 million.




Since there are so many variables and conditions to be
considered it appears realistic to factoxr into the estimate
at this time the $5 million additicnal disbursements.

The egtimate of applications and disburgements indi-
cates that dollar and local currency portions of the sub~
loans average out about equally. It is therefore projected
that the $30 million loan disbursement will be $15 million
in dollars and $15 million in local currency.




BACTION MEMORANDUM FOR THE DEPUTY U.8, COORDINATOR
PROM s  JA/DR/John R, Breen

SUBJECT: A X.D., Loan 596-1L~010s $30 Million
CABRI: Bxport industries and Tourism

PROBLEM: The final disbursement date for subjeckt loan is
June 30, 1974 and as of August 31, 1974 only $5.4 million
had been disbursed. A joint CABEI/ROCAP raview was recently
conducted and pinpointed several reasons for the pooxr
disbursement vecord, These includes

1, YLimit on subloans to ICL°s, 2, Limitation on local
currency financing, 3, Restrictions on working capital
subloane by CABEL, 4. Restrictions on hotel financing in
the capital cities, 5, Certain administrative and
procedural problems within CABEY,

To remove the first four bottlenecks to disbursements will
require changes in the loan agreement., These in turn will
require an amended Loan Authorization, For its part CABEL
has been undertaking since March 1973 some important
structural changes within the bank that will streamline
its loan review and disbursement procedures, essential for
improving service to the private sector,

BACKGROUND AND DISCUSSION:

A, On September 9, 1970, ROCAP signed a $30 million loan
with CABEY for financing a major private-sector effort
to develop, expand and effectively operate non-traditional
export industries and tourism, The export aspect was to
focus on diversified agribusiness activities, and the
tourism aspect on moderate-~sized hotel projects in
areas outside the principal cities of each C,A, country,
where many of the most promising tourist attractions are
located,

Undex the A I.,D. loan, $7.5 million is available for
tourist and $5 million is available for relending to
private and public dsvelcpment banks in each CACM
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country for financing smaller export and tourism
projects which CABEX is not set up to handle, and
which can bettexr be administered locally,

B, CABEI has not been able to maintain the level of loan
disbursements initially contemplated at the time the
loan was signed, As of August 31,/ 1973, $5.4 million
have been disburged, and the estimated figure as of
June 30, 1974 is $10.8 million of the total $30
million, 7This is attributable to the following:

l. Limitations_on Sublcans to ICI's

$5 million was set aside for relending to other
financial institutions in the region, $4.6 million
is committed to date, Two new loans ($500,000 each)
will be approved in October, topping present
limitation by $600,000, Additional approvals are
foresean in the future, CABEI and ROCAP believe
the ICI’s have a very important role in the program
and will facilitate the drawdown of AID funds, A
limitation serves no useful purpose, Also, if
additional loecal currency and working capital
financing are made available, as recommended, CABEX
loan activity through the ICI’s will increase at
even a faster rate,

34
°

Limitation on lLocal Currency Financing

Increasing the availability of local currency
financing from $7.5 million to $15 million would
be a major step to improving AID disbursements.,
CABEI does not have sufficient local currency
resources to service its expanding private industry
loan demand, which increased by 84% during the past
three and a half years, far exceeding projections
for this period, With shift in the program to
tourism and working capital financing, both high

in local coats, the AID Loan must be modified to
be more responsive to project needs -- i.e., local
currency financing, CABEI will match AID financing
on a l:1 basis,
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Restrictions op Working Capital Subloans

Working capitel is currently available only in
dollars and to the ICI's. CABEI's experience
shows that financing fixed werking capital re-
quirements is just as important to a projact as
equipment: or construction and should be included
together in a single financial package, Without
sizeable amounts of working capital financing for
new =2nd expanding export inductries, CABEI
experience shows that they will not be able to
survive,

Restrictions on Hotel Financing in Capital Cities

There is now a shortage of hotel accommodations in
Guatemala and Costa Rica - the twoc nubs of C.A,
tourism, These are transient points for rural
tourist attractions and the shortage of rooms ef~
fectively limits the growth of regional tourism.
There are no alternative financial sources forx
hotel construction, CABEI must compliment private
sector efforts by providing the long-term financing
needed for hotel construction,

Internal CABEI Problems

The Bank initially was not properly organized to
give prompt and efficient service to the private
sector for a program ' of this magnitude, However,
beginning in March 1973, CABEI set in motion a
reorganization program to improve the coordination
betwaen departments and to streamline loan approval
and disbursement procedures so that the private
sector could be more effectively served than in the
past, Actions taken to date includes

(1) The centralization of the loan disbursement
section within the Operations Department. The
latter has primary responsibility in dealing with
the private sector, processing loan applications,
and now in expanding loan disbursements,
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{iil) Three lawyers have been added to the Legal
Department, A standard loan agreement format was
adopted, A permanent head of the Prowotion and

Research Department has been named and his staff

has been increased by seven,

{1ii) The CABEY Board has personally taken a
serious interest in moving disbursements and has
asgsigned a committee to review each project in an

effort to eliminate delays and expedite
disbursements,

(iv) 'The responsibilities of country representatives
. have been increased thus allowing them to play a more
active role in management decisions and in improving

service to the private sector,

(vi The prior review limitation per project on

loans to IC1I’s have been liberalized,

CONCLUSIONS: Disbursements under lLoan 010 have been slower

than anticipated for two general reasons:

1., Restrictions in the Loan Agreement which effectively
limit CABEI®’s ability to move the funds, and which are
no longer meaningful or responsive to the program, and

2. Internal CABEI problems which has caused an excessively

long loan approval process,

Appropriate changes in the loan agreement will address the
first set of problems, while internal adjustments well

under way by CABEX will address the second,

RECOMMENDATIONS: That you sign the attached amendment to
the authorization of Loan 010, This will permit the changes

needed to accelerate disbursements under the Loan,
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DEPARTMENT OF STATE .
AGENCY FOR INTERNATIONAL DEVELOPMENT
Washington, D. C. 20523

United States Coordinator

Alliance for. K Progress
AoIqu Loan NOo 596"‘1!“"010

AMENDED LOAN AUTHORIZATION (First Amendment)

Provided from: Alliance for Progress Loan Funds
CABEI: Export Industries and Tourism

Pursuant to the authority vested in the Administrator of the
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 establish-
ment of a loan pursuant to Part I, Chapter 2, Title VI,
Alliance for Progress, to the Central American Bank for
Economic Integration ("Borrower”) of not to exceed thirty
million United States dollars ($30,000,000) to provide fi-

- nancing for development of non-traditional export industries
in the Central American Common Market ("CACM™), for related
export services and for tourism development of which up to
$500, 000 may be used for feasibility studies and technical
assistance and up to $2,500,000 may be used.for equity invest~
ment ("Project"), this loan to be subject to the following
terms and conditions:

1., Interest and Terms of Repayment:

Borrower ghall repay the loan to A.I.D. in United States

dollars within forty (40) years from the date of the
firat disbursement under the loan, including a grace

pericd of not to exceed ten (10) years. Borrower shall
pay to A.I.D. in United States dollars interest on the
disbursed balance of the loan of two (2) percent per
annum during the grace period and three (3) percent
per annum thereafter.
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Other Terms and Conditions:

=

Co

=1

Except for marine insuraace, geods and mervices fi-
nanced under the loan shall have their socurce and
origin in the United States or any independent
country of the Western Hemisphere scuth of the
United States except Cuba. Marine insurance f£i~
nanced under the loan shall have its source and
origin in the United States or any independent
country of the Western Hemisphere south of the
United States except Cuba; provided, however, that
such ingurance may be financed under the loan ouly
if it is cbtained on a competitive basis and any
claims thereunder are payable in convertible cur-
rencies,

United States dollars utilized under the loan to
finance local currency costs shall be made avail~
able pursuant to procedures satisfactory to A.X.D.

Prior to the opening of the first Letter of Com-
nitment under the loan, Borrower shall have submit-~
ted, in form and substance satisfactory to A.I.D.,
evidence cf:

(i) a plan for the perjodic audit of all sub-
loans to the private sector; and

(ii) the standards and procedures it will use
for making sub-loans.

Local currency costs financed under the loan shall
not exceed the equivalent of $15,000,000, up to -
$5,000,000 of which may be used to finance fixed
working capital costs.

Proceeds of the loan shall be used only for sub- -
projects which have been objectively and compre-
hensively appraised by Borrower and found to be
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economically justified and technically sound and
feasible.

A.I.D, funds may be used in consortium with any
other noncommercial source of funding only with
the prior approval of A.I.D.

Borrower shall covenant that, within six months
of the date of signing of the loan agreement,
unless A.X.D. ctherwise agrees in writing, in
cooperation with SIECA, the Central American
Monetary Stabilization Fund and the CACM member
country Central Banks, it shall have devised a
system for financing CACM exporters' commercial
paper, and have taken steps to initiate its
impiementation.

The Borrower in carrying out these exports/
tourism objectives will provide financing in an
amount at least equal to the A.I.D. loans and

wlll seek sources of credit for this program from

other lenders.,

The loan shall be subject to such other terms and

conditions as A.I.D. may deem advisable.

Deputy U.S. Coordinator
Alliance for Progress

Date



DEPARTMENT OF STATE
AGENCY FOR INTERNATIONAL DEVELOPMENT
Washington, D. C. 20523

United States Coordinator
Alliance for Progress

DELEGATION OF AUTHORITY

}..... - - e o - .

Pursuant to the authority delegated to me by the U8
Coordinator for the Alliance for Progress, I hereby
delegate to the.Director of the A, IaDo Regional" Offlce
for Central American Programs authority to negotiate:

and execute ad Amendment to Loan Agreement No. 596~L 010
(CABEI: Export Industries and Tourism), dated’ !
September 9, 1&70 to effect changes authorized bY+§bg
Amended Loan Authorization dated October _ , 1973,

¢ P '
. e e

~ Deputy.U.S. Coordinatoxr’

|
)
|
:
!
; Alliance for Progress '

o
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corl , | I. INTRODUCTION
77ZZ} Refecence (c) was a disappointment. In our judgment, it is
774(y" reflective of a fundamental difference in the philosonhy of
</ROCAD in its ralationship with the Central American Bark foc
)OWZZ? Economic Integration (CAREI) and what the “AIDAY Project
7

\Committee” apparently believes that relationship should he,

The posture of ROCAP towards CABEI has been to act compase
‘gionataly, to work cooperatively, and to strengthen the
bonds of a maturing pactnership. CABEXI is no ling .
Institation. It is twelve yeacs old; has a staff of sevecal
hundred porsons; a portfolio of several hundred million
~dollacs; has had a far ceaching effect on Centrcal Amecican
davelopment; and has demonstrated its mettle by surviving a !
wac between two of its members and its matutzty by the aff
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nmany progransg it has so successfully administored.

ROCAP doan pot manage the day to diy work of CADBEI, nor would
cuch o cole bo coneiotont with o mature cvelationship. Wo have
coanideroad that it was cur job to cul the wnbilical coxd of
chopodonce on ROCAP and NIG. 7 woe nelicve that we have suceneded.
AT T T T haa W orLLave we have proserved tho capport and
mutuinl rospoct whieh has ovolwaed [eom twelve years of working
togwithowr towaeds conmon objoctives, not thoe least of which was
co help ceeate a viable develoment bark.

IXe  UPATAGUAZT BY PAINGRADPH
DRDLVSTE QI STl 022149 (RRe., ¢)

varogennn o, A e WIAPR 027149

CTIRCREOIALITMRN IO OF 010 FUITDS -~ we agroe with Mission's

vocomaccdaticn to ralve cuvvent $5.0 million ceiling
ar fuanddy channelled through"rcgionul“ICZs to proposed
S0.0 miliion with undarccanding That Cobbi will consult
v WDCAE prior to comni tioni of cany fundGs ovor initial
55,0 wiklion level. This should provide Mission with
cpeetiand by to ovaluate instituticns involvoed, partic-
'ujariy thoge Lo racaeipt of diroecet A.l.D. loang, asz well
Ces peevent adverse eoffects to those loans .

LUTNE Camnngs
Winlle we avre aviare of tha “favorable” docision of the Conmittee
e thig dbom, thovo are a couple of items which should be noted

Forouhe veeord.

Sl The originald $5 wiilion for intormediate credit ingtitutions
e, snd o thin ds cloar in the hiztovy of the loan, actwally an
Yonnaaricing” of that ameunt so as to assure that the ICIs got
Fnote fair shave wnd should not havo been made a limitation in

: placo; ond

Lho Firs

S 7. ROCAR conuidar that it is CADRI's veaponsibility to
"pualuico inatitotons anvolvad” and not ROCAP's and that
thiu coct of responuiblility and adaouncability for decision
it the vary heart of the mature rolatioaghip about which we

1 AVALAGLE DOCUMENT

. - ]'I“‘Avv Ny
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commentod carlier. With ccespect to institutions having othagr
N.T.D. loans, we have no abjcction to consultation with CABEI
in nuch canes and it would bo no piroblom to provide for such
concultaicion in an appropricte Implaucntation Letter; howaver,
cocuiring an approval to comwit funds in exceos of $5 million
doas not roully secm to ba o method woll calculatod to achieve
the recult daoicsed.

naacerph L, B o= SAANT 022149

WCOTIRIGM == wa agroo with Misgion recommaendation that,

busiad on applications undour congsideration by CABEIX,

cailing on tourism sub-projects be raised from current

$7.5 million to propoued $10 million.”
__———k—"—"‘“»

. ily»wwik-eiﬁy”% 1

TaeA P Commonbs

SOCAP bad the authority to take thic action by Implementation
Faoktor, honca AIDAY agrecment was not roally an impediment.
Govavaeir, wa ara concorned witn the impliclt rxationalization
ol the Cowmittzo for so agreelng, i.e. thoe "applications
undar consideration by CGADEI". Our vicw is that the loan
WG s Lo paeponas, enports and touvism, and that dcmand,
ohould govarn vge. While one indicdtor of demand is the
ﬁEﬁEEF"GT—Hﬁﬁiféutionu which CADDGZ has undor considaration,
thin alowe does aot toll tho whole ctory. When ceilings are
raioed, tois topds to ganerate applications from those who
might othoruilve not hove applied bacauso they understood that
v fands wara available. Oer problcm here is not with the
Cowniiibon result, but with its apparent need to rationalize

ion AQagisions .

Postwnrapn L, € - SUATE 022149
w. Weard &

MENTINGACRRTIOAL, BINGYT -~ discusgions with CABEI
AL it Aenolvad ditioring intorpretations teom
wqggzgh SYCEE T 1/0% o or purposes of datermining
loun wligibilicy, following itoms ace ipgludad within
this definition: couts of technical services, raw
naterials, ceni-processcd goods, finished goods and

UIICLASSIF IED
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spare parts. W/C items not eligible for A.I.D. Loan
finaneing include: salaries, services (power, light,
scwage, etc.), accounts receivable and cash. Based

on ROCAP analysis and discussions with CMABEZI staff, we
agree that W/C financing including L/C element) is
desirable use of loan funds and in consonance with
basic objoctivas of the lozn. We have ugod following
data supplied by ROCAP, however, to arrive at a limita-
tion of use of W/C: (1) CABEI's general rule of thumb
is to provide "about 10 pesrcent of each loan to new orvr
expanding export project” to finance W/C (P. 15 of

Ref. (a); (2) approximately 40 percent of total invest-
mant in projoects cited P, 8 Raf. (b) was applied towards
W/C costa; (3) schedule 4 of Ref. (a) indicates maximum
W/C requircment of $5 million, which presumably would
docrease since we are proposing somewhat more restrictive
definition of W/C and since CABEI's figuroes secmingly
baged on total applications in hand (§56 million); and
(4) sub~borrcwers must provide at least 40 percent
contribution to total sub=-project costs (Section 1.02,
Loan Agreement), some portion of which will presumably
be used for W/C.

"Based on above data we propose, therefore, to remove

existing limitation included in Loan Agreement on use of
working capital (“only through ICIs and only for dollar
costs") and replace it with the following: CABEI may use

12

up to a total of 34 million of the loan to finance eligible
working capital expenditures (both dollar and LC) as defined’

in implementation letters. The A.1.D, loan=funded.working
capital component shall not exceced 25 percent of any indi-

vidaal sub~loan (15 paorcont of total investment). CABEI
shall financoe any additional working. capita! needs from
other than h.I.D. loan funds.

"In arriving at above limitations Project Committee has
taken into account both CABEI's request for additional
flexibility to commit and disburse’ the A.I.D. Loan in

UNCLASSIFIED
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timaly fashion and the spirit of Section 5.02 (A) of
Loan Agrecmant.”

EOCAP Commemts

'fhe above comwontcary caives two cuestions. Pirst, why reastrict
the dedinition ol woeking capital (W/C)? 1The definltion of
W/C, an aceounting towma, io Yeopitual in current use in the

opovation of a businass". It does not include "costs of tech-
nical scrvicas® but it aout certainly, and cuite nocessarily,

‘does ineludo cash and accounts receivable (A/R). Another

necassary chavactoristic of W/C s ite licuidity. It doesn't
stay In inventory, A/ or cash form. It flows from one form
to the other as reaguired by thao novinal course of business
activity. If tho "AIDAY Projoet Conmlttee" recognizes that
"W/C finaneing (Auneluding L/C clemont) 1s desircable uge of
loan funds and In consoranco with basic objectives of the
losn", how aan the vital eloments of cash and A/R be excluded?
oo whab pacpoas would thay be arcluded? Bven the paragraph C
reforonce to Section 5.02 (a) substantiates the validity of
carh au a W/C elomont hacause "tho financing of uxporters'
comnne@rainl pupex”, cloarldy, is a c¢ash cequicemont. TROCAP is
unanloe to wndarswand the purposc of rustrzc-xng vi/C finanaing
o invenitocion only.

Second, what ig gained by establishing an arbitrary, inflexible
W/C pavcontage on a sub-loan by sub-loan padis, especially when
cha Projact Cummittee ageeces that this use of lean funda is
"dasiysbia® and "in conseonanca with bagic objectives of the
Teon"?  The puorpoese of this loon is to promota and establish
viasile businenscs in tho export and tourism fields. why
sunsiitets sn achitravy, inflexible formula for the valued,
provan judgummt of tho Jondar, CADLI? Isn't CADPI in a m#gh
LhaUTer ESE ' 3 - i mix of
coch cnfoon gub-lepn?  In sone cases, a relativoly large
paeveanrrce of 2D fundz atould boe utilized £ov W/C to increase
the pooontial for sueceos.  Tho ADD loan io to CABEL and CABBEI

14

should bo allowed the #loaibiTivtoTaduircd to mako the most

suzceesciul suo~loans pousible. If & sub-bogicwer fails, what
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difference does it make if the sub=loan included 15% or 50¥% of
AID funds?¢ What difference does it make if 10% or 904 was for
W/c? What is important to the purpose of the loan and to the

,/ﬁﬁjw/ . prospocts for eventual repaymoent tu AID, is how well CABEI uses’
all‘ILm resources in all its activities. CABEI is a mature

apQ‘” ‘organxaation that is auccemsfully meeting its responsibilities.
iz

Zl AID should not dilute that reapongiblility by substituting
| arbitrary, inflexible rules for CABEI'B judgmant on a sub-loan

Jﬁigi' by sub-loan basis.
¢

Paragraph 1, D - STATE 022149

"LOCNL CURRENCY FINANCING —- while we have been apprised
of shortage of LC to complement CABFEI's existing forex
rosources and are aware of possible effects of such

_ congtraints on commitment of remaining loan funds, we
nonetheless believe that propoced change in dollar
financing of LC costs may not now be recquired in light
of CABEI's recent activities in private U.S. capital
market. At least $14 million and up to $24 million of
additional funds, which could be used for such £inancing.
may shortly become available for CABEI's relending;
prasumably some portion of thizs will be made available
for relending to industrial projects. Furthermore,
during recent visit of CABEI's senior management, men=
tion made of likelihood of at least one additional bond
offoring later this year. This information contrasts
with figures cited in source and application of funds
statement (Ref. b), whereby CABEI projects availability
of only $8.6 million in new funds for this program from
additional ealls of ecapital, now lines of credit and
sale of bonds over the next two years in addition to
normal reflows, income on loana and investments, approved
calla of capital, ete. Given these new sources of funding

we garicusly quogtion the Mocagsity for raiging the exist=
ing ceiling on LC finanecing."

UNCLASSIFIED T e
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ROCAP _Comment:

hile ROCAP "can live" with the constraints indicated in para=.

graphs 1A, 1B and 1C, we do not believe that it is in the
United states interest to do so. The October 1973 evaluation
of this loan was undartaken at the initiative of ROCAP because
of concerns expressed about the slow rate of disburgement of

the loan.

The jolnt CABEI/ROCAP analysis revealed problems which ROCAP
and CABEI gset out to solve compassionately, cooperatively and
in a manner calculated to strengthen rather than weaken the
bonds of our maturing partnership. ,

The ona fact which came through clearly in this joint effort
was the abgolute need (awphasis added) for additional logal
curroncy. The adjustments proposed in paragraphs lA, 1B and
lceach ars calculated to use more not less local currency
since this is the ingredient needed to accomplish our short-
term objectives, which are:

1. Sound well-conceived projects; and
2. BExpeditious disgbursement,

Now, (in 1974) CABEI has raised a substantial amount of cash
on tlvr world bond narket. For more than four years, ROCAP

hag been urging CADEI to catablish itself in the international

nonay narket because it was our considered judgment that CABEI
wis eredit-worthy and needad to augment the concessional loans
it previously had obtained, particularly from AID, since the
probabilitios of AID being able to finance additional infra-
gtructure geemed increasingly romote.

The successiul sale of bonds apparently led the committee

to tho conclusion that “we aeriously cueation the necessity
of raigsing tho existing ceiling on IC financing”.

UNCLASS " ¢IED
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In fairness to the Committee, at the time they reached this.:,
conclugion they had not asked for information on the use of
the bond proceeds nor had ROCAP officers yet had the oppor-
tunity to obtain confirmation directly from the President of
CABEI as to the uses to which CABEI intended to dedicate its

funds.
q7°f

In a meeting on February 5. Presid@nt Ortez informed the
Director and Deputy of ROCAP that almost the entire proceeds
of the bond issues were to be used to finance infrastructure
activities which (a) the Bank was already committed to Einance
and (b) which were of a type that ROCAP had previously informed
CABEI that A.I.D. ¢ould no longer £inance. Specific examples
cited were the Honduras-Nicaragua electrical connection and
short falls in financing for highways now being tendered which
are going to cost much more because of inflation generally,
and the Nicaraguan earthquake apnd petroleum cost situation,
specifically. Thig was reported to AID/W in a lengthy cable

on February 8.

Paragraph 2 - STATE 022149

"pefore AID/W proceeds with amending subject loan agree-
ment authorization to reflect above mentioned changes,
Mission is invited to comment. In addition, please
advige Mission plans for extending TCD and TDD, FYI ==
diacussions with CABEI staff revealed that only $18
million ¢f loan funds firmly committed ve. $26 million
reported Mission's November monthly loan status report.
Both $6 million Exmibal sub=-loan and additional §$2
.million of other sub-loans apparently at least partially
contingent upon proposed changes in the loan documents

./ - I‘nd I'YI 0"

ROCAP Comment::

l. This 2irgram is the accoptance hy ROCAP of the invitation
of the A.I.D./W Committoec to commaent on STATE' 022149.

UNCLASSIFIED




?. ROCAP intends to extend both the TCD and TDD on a timely

basis. CABEI had made such roguest in early fall 1973. ROCAP

wishad to have benefit of full evaluation of progress of loan

and alno to be assured that CABEI and ROCAP jointly were doing
evorything possible to expedite disburscments prior to grant-

ing extonsions. We hope that the Committee is aware the period
from October 5, 1973 until now is "lost-time" insofar as full e
realization of the October dxsbursement pro;ectiona. ¢

Parageaph 3 -« STATE 022149

“AID/W also interested in receiving ROCAP's assegsment of
following aspects of CABEI's activities under this programs
(1) does there oppear to be any likelihood CABEI will make
equity investments with either A.I.D. loan funds or its
own funds In export/tourism industries participating in
this program? (2) is it likely that any of $500,000
neontioned in CAP for feasibility studijes or technical
ansistance will ba used? (3) CAP mentioned CABEI would
dovise and implement system for financing exporters's
cormarceial papar, Has thore been any progreas on this
raconmended action?"

ROCAP Comment:

l. At prasent, thesa iz little likelihood of equity invegte
ments by CABEI. However, ouch investments possibly may occur
if comeoction with putting togethexr suitable private sector
investment: plans for the private davelopment related directly
to public touriam infirastiructare sub-projocts under A.I.D.
Lozn 596-1~013. DBy the time disbhurgement takes place on

7  theae activities, hopefully, Loan 010 will be fully disbursed.

2. With respoct to both fovnibility etudy and technical
- agasistonce money, the probaobilities are that only small
amounts, if any, will beused. .
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3. Section 5.02 of subject loan contained a_covenant which

was designed to encourage CABEI to devise and implement a

system for financing exporters commercial paper. There was

one problem with this covenant, the assumption was that there

was no system for such financing or that the system which

existed was inadequate. On April 19, 1972, CABEI submitted

a letter to ROCAP which purported to satisfy the covenant,

however, the document proposed the egtablishment of a special

fund with an A.I.D. concesgsionary loan, The then ROCAP

Director (Mr. Sause) and the ADDO (Parker) agreed that '
(a) the banking system was adequate to do the job; and '
(b) there was no economic justification for such a fund. For

one year thereafter, ROCAP officers made inquxries among

exporters and were not able to document a single case where

the inability to obtain financing for export commercial paper
caused a product not to be exported or an otherwisa firm sale

to fail to take place.

Oon July 17, 1973 ROCAP determined in writing that the enforce-~
mant of the covgnant by ROCAP under circumstances where ROCAP
N > knew that the assumption on which the 'covenant was based wasg
¢ P}“‘ incorrect would be tantamount to subreption and, hence, not
7Y - in the interest of A.I.D. or the loan.
e .
fﬁj As a matter of information, the following is a partial quote

/V"L “VY frwgf :

"Tf there in a lesoon to be learned in this case, the
lemson is that it is unwise to put covenants in a loan
unlecs we are sure what it is tHat we expect to
accomplish by such covenants. It is also at least
quostionable whether it is good practice to put into
a loan a covenant relating to a much broader subject
matter than the loan itgelf."

It should be noted that the availability. of this type of

financing beara n ationshi d £

currency under the loan.
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ITI. SUMMARY REQUEST
A. ROCAP requests that AID/W take the following actions:

1. Amend the Loan Authorization to parmit:
a) A ceiling of $8 million for ICIs;

b) Authorize loan funds .to be used for working =
capital as defined in this airgram: _ ’

c) Authorize the use of up to $15 million of loan
funds for local currency exponditures.

2. Delegate authority to khe Director, ROCAP, to negotiate
and sign a loan agreecment amendment in accordance with the
revigsed authorization amendment.:

3. Completa these actions sufficiently before March 5,
1974 so that ROCAP can discuss tha situation at the quarterly
CABEI/ROCAP review. .

R. IN THR ATTERNATIVE, and on the explicit understanding
that the actions roquestad -« in effect = subatituts the .,
_gggmggp of the "A.I.D./W Projact Committee" for that of

RICAP, than ROCAP requ@JLa that AID/W take the following

minimum actiona:

1. Amand the Loan Authovizatlon as indicated in
STATE 022149;

2. Also amead the YLoan Authorization to increase local |
currency to $15 million: and -

3., Fuwrnieh ROCAP with tho neceasary delegation suffi-

ciantly baforae March 5, 1974 for the reasons stated above
(See IXI, A, 2 & 3, supra) . * :
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C. IN ANY EVENT, this matter needs to be settled now. It is
the most critical operational problem in the ROCAP loan program.
P
MELOY
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