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Regional Rural Agribusiness Development
 

Project No. 596-0069
 

Loan Agreement No. 596-T-016
 

ROCAP
 

EXECUTIVE SUI4MARY
 

This is a report covering our audit of the Regional Rural Agribusiness 
Development Project being implemented by the Central American Bank for Economic 
Integration (CABEI). The project totals about $25.0 million and was financed 
by .I.D., CABEI, and the participating Intermediate Credit Institutions (ICIs) 
of five Central American countries. The purpose of the project was to provide 
long-tern financing and technical assistance for the promotion, development, 
and expansion of agribusiness enterprises in Central America. The goal of the 
project was to improve the well-being of the rural poor by making agricultural 
inputs, markets and employment opportunities more readily availabl e. 

The audit was made in connection with the normal schedule of audits of 
this office and had the purpose of determining if the project was being imple
mented in the most effective, efficient, and economic manner. In brief, we 
found that progress had been made in providing funds for agribusiness activi
ties. By July 31 s 1982, a total of 22 subloans had been made to 17 ICIs and 
94 subprojects had been approved or were in the process of approval. Some of 
these subprojects were of the type that could promote activities and offer 
markets for small farmer production and job alternatives to the underemployed. 
However, project implementation had been slow - only half of the funds had 
been disbursed at that time - and an evaluation had not been made to determine 
what impact the project had on the intended beneficiaries. 

There were several interrelated reasons that impeded the implementation of 
activities. For example, difficulties were encountered in adapting existing 
procedures to a different env 4roment, little priority was given to project 
activities, delays were experienced on reimbursement requests and the economic 
and political tensions of the area created additional problems. 

The Regional Office for Central American Programs (ROCAP), AID's monitoring 
office, reported that subsequent to our field work significant changes were 
made in CABEI's operations. These changes reportedly resulted from several 
months of intense efforts by ROCAP's staff. By March 1983, all funds comitted 
to the project by AID, $16 million, had been disbursed. ROCAP also advised 
that an evaluation of this activity was planned to determine how a follow-on 
project (if one materializes) would be designed in order to avoid the opera
tional Droblems encountered in this project. 
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Under the temn of the AID loan (696-T-016) financing this project, prin
cipal repayments from the subloans (rollover funds) are to be used to finance 
additionai agribusiness activities during the rmaining life of the 30-year
loan. Thus, the rollover funds my be several tims greater than the original 
amount of funds provided. Therefore, we believe it is essential for the 
planned evaluation to detemine what has been accomplished, what impact project
activities have had on the target groups, and what changes should be made to 
improve the use of rollover funds. 
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BACKGROUND AND SCOPE
 

Background 

Loan agreement No. 596-T-016 for the Regional Rural Agribusiness Develop
ment Project No. 596-0069 was signed on February 2. 1977, and provided an 
amount not to exceed $15 million to the Central American Bank for Economic 
Integration (CASEI). The purpose of the project was to provide long-tern
financing and technical assistance through Intermediate Credit Institutions
(ICIs) for the promotion, development, and expansion of agribusiness enter
prises in Central America. 

Agribusiness activities pertain to all operations involved in the manu
faqture and distribution of farm comodities and itis made from them. This
included all participants in the production, processing and marketing of a 
single fam product, from initial inputs to final consumer sales. 

The 	goal of the project was to improve the well-being of the rural poor.
A subgoal was to increase the participation of the rural poor In the benefits 
to be derived from agribusiness activities. Project plans called for parti
cipation in the program by five countries: Guatmala, El Salvador, Honduras,
Nicaragua, and Costa Rica. Project implementation was planned to be accom
plished over a four-year period with a completion date of December 2, 1981. 

e completion date was extended twice, first to December 2, 1982 and subse
quently to March 31, 1963. 

The project was designed: (a) to develop agribusiness activities in 
Central America;.and (b) to improve the institutional capability of CABE! 
and the ICIs to implement agribusiness activities. Agribusiness activities 
were to provide significant benefits to the rural poor. An estimated $25 
million inproject funds (comprised of the $15 million AID loan, $5 million 
from CASI, and $5 million from participating ICls) were to be ised to 
finance: (a)capital goods, e.g., plant equipment, storage facilities, and 
transportation equipment; (b) technical assistance; (c)production and/or
purchase of raw materials for processing; and (d) agribusiness working capi
tal requirwents. 

Loan funds were being channeled through CASEI for relending to ICIs. 
The ICIs relend the funds to support five categories of agribusiness activ
ities which: 

1. 	 contribute to improve small fam agricultural production, such as 
suppliers of inputs, financing of improved technologies, etc.; 

2. 	 process raw materials purchased from small producers, such as fruit 
and vegetable processing plants, canneries, etc.; 

3. 	 relate to pemanent non-traditional crops grown by mll famers to 
supply agribusiness processors; 

4. 	 assist In the marketing of small famer agricultural products; and, 
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5. 	 generate extraordinary emplyment benefits, even though there may be 
little or no mall farmer production participation. 

As of July 31, 1962, only $6.8 million of the project funds cmitted by
AID and CABEI had been disbursed (Exhibit A). In its commnts on a draft of 
this report, ROCAP reported that all $20 million comitted to this project
by AID and CABCI had been disbursed by Narch 26, 1983. The amount of funds 
contributed to finance project activities by the ICIs was not available. A 
profile of the subprojects approved or in the process of approval as of July
192 is shown in Exhibit B. 

Scope of Audit 

&This audit covered project ctivities from inception of the loan agree
ment on February 2. 1977, through August 31, 1962. (Certain information has 
been updated based on data presennd i n ROCAP's coments.) The purposes of 
the review were: to determine If the project was being implemented in an 
effective, efficient, and econmical manner; and to make an overall assess
ment of project acc1mpl islnts versus the goals and objectives. Our 
efforts were directed towards identifying significant problem areas, and 
their causes, in planning, impleenting, and monitorng the project. 

The review was made in accordance with generally accepted auditing stan
dards adopted by the U.S. Government. Taking into account the problem areas 
identified during the survey nphasof our audit, we included such tests of 
the records, procedures, and operations as we deemed necessary in the cir
custances. We reviewed project documentation maintained by ROCAP and CABEI,
and examined the loan funds channeled through CABEI for relending to ICIs in 
Guatemla. Honduras, Costa Rica, El Salvador, and Nicaragua. We discussed 
project progress and problis with ROCAP and CAMI officials. 

Field work was done in Guatemala, Honduras, and Costa Rica. The primary
focus of our review was to determine if the subprojects financed by the loan 
met the project purpose and provided the impact intended. We did not visit 
El Salvador because of the security situation outside of Son Salvador, and 
we did not visit Nicaragua because significant activity had not taken place
ther under this project. 

The results of our audit were discussed with ROCAP officials and their 
coments were considered In the preparation of this report. 
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FIND!NGS. CONCLUSIONS AND REMCWTIDNS 

An Overall Assessment of Project Goals and ccoamplishments 

Some progress had been made toward the achievement of the objectives of 
this project. At the tim of our field work, CABEI had made a total of 22 
subloans to 17 ICIs in five Central American Countries (Honduras, Guatemala, 
Costa Rica, El Salvador, and Nicaragua). The ICIs had either approved or were 
in the process of approving a total of 94 subprojects. In its comments, ROCAP 
reported that by March 1983, 29 subloans had been made to 21 ICIs and 141 
subprojects had been approved. These subprojects were for a variety of activ-
Ities, such as, poultry processing, dairy and milk production, foodstuff, 
grain commercialization, rubber production, and incubators (Exhibit B). Some 
of the subprojects were the type that could promote activities and offer mar
kets for small famer production and job alternatives to the underemployed. 
However, project implementation was slow and evaluations had not been made to 
determine the impact made by these subprojects. Therefore, benefits to the 
rural poor have been deleyed and facts needed were not available to determine 
the extent that project goals and objectives had been accomplished. 

Implementation of the project was originally planned to take place over a 
four-year period ending December 2. 1981. As of December 1979. two years 
after the loan was signed, a total of $6.7 million had been approVLd for sub
projects and less than $900,000 had been disbursed. Impleentation continued 
at a slow pace over the next two years. By October 1981., just two months 
short of the original termination date, less than half of the funds under the 
project had been approved for subprojects and only about $6.9 million had been 
disbursed. By July 1962, $13.8 million had been approved for subprojects and 
$B.8 million had een disbursed. 

Various factors contributed to the delays in the approval and disbursement 
of funds under the project: 

CABEI's staff had difficulty in adapting its procedures to financing 
smll development-type activities through regional ICIs. 

CABE! gave little priority to activities under this project and thus, 
subproj ects. 

Some delays were caused because ICIs did not submit reimbursement 
requests I n a timely manner. 

The economic and political tensions in the countries participating in 
the project -- fluctuating exchange rates, substantial inflation, 
civil unrest, and re Ints required in U.S. dollars -- have also 
affected the implementation of activities. 
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In its comments on our draft report, ROCAP advised us that it had worked 
closely with CASE on various corrective measures which enabled planned dis
bursements to be completed by the revised terminal disbursement date. Among 
these actions were the establislment of improved coordination among its offices 
and the revision of subproject approval procedures for fund disbursements. 
Promotion activities were expanded considerably to assist the ICIs in collect
ing necessary documentation and presenting it to CABE. Thus, $11.2 million 

were disbursed to the ICIs between July 1982 and March 1983. All funds pro
vided by AID and CABER under the project have now been made available to the 
ICIs according to ROCAP. 

ProJect Impact and Evaluations 

t Remired Evaluations Have Not Been Conducted. 

Although the project has been underway for more than five years, its actual 
social and institutional development impact had not bean determined. Only one 
comprehensive evaluation had been made and the recommendations made had not 
been fully implmented. A comprehensive evaluation is needed to review project 
accomplislments and to determine corrective action needed in future operations 
involving the use of rollover funds. 

The project was designed to develop agribusiness activities, and to improve 
institutional capabilities of CRKI and participating ICIs. By making these 
improvements, the rural poor were to receive significant benefits. To measure 
the changes, the project paper emphasized three types of evaluations: 

Joint AID/CASE! reviews after each $2.5-million commitment of loan 
funds. These reviews were to focus on subproject compliance with the 
Congressional Mandate and impact on the target group, as well as, on 
problem subprojects; 

W An annual evaluation of subproject progress based on the baseline date 
included Project Assesment Forms (PAFs) and yearly updates of this 
information; and 

M Special assessments involving intensive analysis of selected subpro
jects using outside technical personnel. 

Evaluation activity was very limited. There were no joint AID/CASE! 
reviews because of the slow pace of disburseaments. The annual evaluations 
related to subproject baseline data were not done due to a lack of date pro
vided by the ICIs. There was only one special assessment which was made by 
consultants in February 1980. The assessment made a number of recomendations 
to Improve project implementation, to address the priorities needed in subpro-
Ject selection and to measure Impact on the target group. However, the recom
mendations were not fully implemented. 
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The original Project Assessment Forms submitted by the ICIs at the time 
the subproJect was proposed contain selection criteria to determine whether 
Fropoed subprojects were eligible for financing. The baseline data in these 
arms was to be updated annually to enable ready evaluation of the impact on 

target groups. If updated, the Forms would include the situation existing 
when subproject was proposed plus projected and actual results at the end of 
each year of operation. AOng the quantitative impacts to be measured were 
small famer participation, now jobs created, and farmer income generated. 
Qualitative effects to be determined included new technologies introduced, new 
inputs created, and market development. 

CABEI procedures incluJed a requirement that the ICIs submit annually an 
updated Project Assessment Form, and a progress report for each subproject. 
We Iound no evidence that the ori ginal Forms were updated or that the progress 
reports were submitted by the ICIs. Lack of such information limits ready 
analysis of progress achieved and the degree of loan impact. This data should 
be developed as a prerequisite to a project evaluation. We were informed by 
ROCAP in its comments on our draft report that CABE! was in the process of 
updating the Project Assessment Forms for use in a scheduled project evaluation 
of the project. 

Recamendation No. 1 

ROCAP should obtain from CABEI an updated Project 
Assessment Form for each subproject and Progress 
Report for 1982. as prerequisites to the scheduled 
evaluation. 

CASCI Did Not Implement Recompendations Made In An Evaluation Report 

The recommendations made in the 1980 Evaluation were not fully implemented 
by CABEI. Procedures should be establish to make better use of such studies. 

The 1980 Evaluation Report recamended making a special impact assessment 
of four or five subprojects. It noted resistance to the use of baseline data 
in Project Assessment Forms and that annual updates of the data had not been 
required. The evaluators considered this data a critical element in the Im
plementation process. Another important element to be examined was the feasi
bility of using a regionally-based, credit-banking mechanism to identify/fund 
agribusiness activities directly benefiting the rural poor. They recomended 
that CABEI examine its review procedures to focus on social impact requirements 
unique to the program, and shift feasibility review to ICIs with demonstrated 
ability to perform these studies, thus speeding up the approval and disburse
ment process. 

The evaluation further recommended that priority guidelines be established 
on subproject proposals, and on social and economic impact. First priority 
was suggested for subprojects raising incomes of small producers, with ranking 
based on increased income per dollar of investment and proportion of increase 
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going to the small farmer. Second priority would be given to employment gen
eration, with ranking by capital costs per Job. 

We reviewed the actions taken by CABI on the implementation actions 
recomended by the evaluation. We found that CABE! did not rely much on the 
feasibility analyses made by the ICIs and continued to duplicate this analyti
cal effort. It was not until mid-1981 that CASEI assigned a full-time staff 
to assist the ICIs in developing subprojects, and thus help to expedite loan 
implementation. 

We believe that for the scheduled evaluation to be of any use, ROCAP must 
find some means of ensuring that CABEI implement, in a timely manner, the 
recomendations made. If CABEI does not or will not implement the recommended 
changes, then the evaluation will be of little or no value. 

The mpact of the ProJect on The Targeted Population Had Not Been 
DOetemlned 

CASEI had not made the necessary study to determine the social and economic 
impact of the project. CABE! had financed more subprojects than planned; 
however, there may be a shortfall in number of new jobs created. This may 
result in significantly less achievement under this project than what was 
planned. A thorough study needs to be made by CASE. 

The project goal was to improve the well-being of the rural poor, and a 
subgoal was to Increase their participation in the benefits to be derived from 
agribusiness activities. To measure this project's impact, and also appraise 
its cost effectiveness, evaluations were to be made an integral part of the 
project. 

Disbursements of loan funds were slow until the final stages of the pro
ject. Also, determination of whether these disbursements contributed to 
improving small farmer income and providing Jobs for the rural poor were not 
made. The social impact and the institutional development of CASE! and the 
!C~s as agribusiness financiers as a result of this project were also not 
determined. 

We requested data from CASE! on the social impact achieved. The informa
tion provided was the estimated impact that was determined prior to the 
approval of proposals. When we asked for the actual impact realized to date 
on subprojects fully and partially completed, we were advised by CASI's Coor
dinating Unit that compilation of this information was their "next jobo. This 
means that, although the loan was signed more than five years ago and close to 
$9 million had been disbursed as of July 1982, the impact on the incomes of 
mall farmers and the generation of rural employment was unknown. 

A September 1982 summary obtained from CABE of subprojects approved or in 
process of approval, and projected benefits showed: 
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Estimated 
No of Estimated Costs (000) Benefited Rural Cost Per 

Subprojects AID/CABEI Total Sgall Prod. Jobs Job 

Costa Rica 
Guatamala 
El Salvador 
Nicaragua 

43 
20 
24 
15 

$6,682.9 
5,775.9 
3,545.9 
2,770.5 

$16,717.4 
23,577.7 
13,467.7 
3,002.0 

3g622
7,101 
1,469 
1,066 

1,574 
1,924 
954 
496 

$10,621 
12,254 
14,117 
6,052 

Honduras 9 2 274.2 4 343.6 874 140 31 026 

o Some 50 subprojects were initially estimated to receive AID/CAICI financing
of $20 million, with a total funding from all sources of $41.7 million. As 
sumarized above, 111 subprojects costing an estimated $61.1 million were to 
be financed from all sources as of September 1982. If realized, this would be 
a substantial increase in the number of subprojects over original estimates. 
(ROCAP reported that 141 subprojects had been approved by March 1983. Data on 
the other figures In the above table were not submitted.) 

However, the number of Jobs expected to be generated, 5,088 was consid
erably less than the estimate included in the project paper of 18,500 jobs.
This may be due to an unrealistic estimate and/or financing of subprojects
which were not labor-intensive such as processing equipment. The evaluation 
should develop more complete infomation on employment generation achieved and 
small famer participation realized. 

We reviewed the projected costs-per-job generated by subprojects approved 
or under review tby CAEI during the 1981-82 period. The sole social. impact of 
31 of these subprojects was estimated to be the generation of rural employ
ment. The estimated total cost of these activities, Including AID/CASCI
financing of $5.4 million, was $13.6 million. Thi$, resulted in an average
cost-per-job created of $12,670. If the $5,000 cost-per-job maximum limitation 
suggested by the 1980 evaluation had been applied by CABEI, only 5 of the 31 
subprojects would have been acceptable for financing. 

The project impact on the incomes of small famers in the region was not 
detemined by the 1960 evaluation. It was considered too early in the program 
to quantify these benefits because only 6 of the 20 subprojects reviewed by
the evaluation showed significant potential small famer impact. 

The actual social Impact of the project had not receive the attention 
needed during implementation of the project because emphasis was placed on 
expediting disbursement. We believe this matter must receive AID/CABEI prior
ity attention to detemine what this impact has been, and to take corrective 
action where possible to improve the benefits to small famers and the rural 
poor. Any decision for further AID agribusiness financing through CABE! should 
be based upon the experience to date, and the economic impact realized. 
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had been disbursed25. 1963. all funds
ROCAP reported that as of March to modify the existing pro

i t is not necessary of anyuneer the project; therefore. evaluation would be used in the design
ject and the results of any results of an 

We disagree with this and believe that the 
follow-on project. 

in the continued implementation of the current pro
evaluation should be used principal repayments under sub

of the loan agreement,ject. Under the terms 
to be used to finance additional agribusiness act

loans (rollover funds) loan. Thus, rollover fundsare 
life of the 30-year

ivities during the remaining $20 million disbursed on this
than the original

may be several times greater for the planned compreis necessary
project. Therefore. we believe that it 

project accomplisluents and 
project to determine

hensive evaluation of the the target groups (small famers,on
what impact project activities have had 

Where less than the planned objec
rural poor and institutional development). 

the evaluation should recend
been accomplished,tives are shown to have 

changes. 

2Reconmendation No. 

in its scheduled evaluation of 
ROCAP should include 

Regional Rural Agribusiness Development project,
the and impact onthat accomplislinntsa requirement If necessary, recom
target groups be determined and, 
mend changes for use of rollover 

funds. 

Bevel omentInstitutional 
This project was designedWas Limited.

Institutional evel nt Of CME! 
and the ICLs in implmenting.ns..ut.onalc&PAb toCABEI

to i pir'ove the and finance agribusiness
CASE s capacity to pomo

agribusiness activities. hat by its participation in this project.
strengthened s areas as agriactivities was 

to Improve its capabilities in such 
still neededHowever. CAsBE and review and disbursement procedures.

subloan processing, inbusiness promotion. 
need for greater flexibility and responsiveness 

A primary concern was the 
sector. We requested Information on 

of the agribusinessmating the demands in addition to that resulting from 
agribusiness financing should bethe growth of CAE! 

but the data was not provided. This Information 
the AID program, by CASEI as an agri

showndetermined in the evaluation to establish progress made 
area bein this mustImprovement

business financier. In our opinion. 
in a follow-on loan for agri

for participationCASEI is consideredbefore 
business financing. 

took little action early in the program to 
CASE! toAribuiness Promoon. 4 ying the conditions precedent 

rt u sness nancing. After S 
Involved in reviewing applicawasin July 1977. CASE!

Init:al disbursement, Howver 
interested in participating in the program. 

tions from regional !Is 
staff members were unable to devote 

progress was limited since CASE! 
sufficient time to loan activities. 
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In November-December 1978, ROCAP indicated that CABE! should assign an 
officer to spend most of his time on program follow-up. ROCAP also recommended 
that CASEI assign full-time staff to help the ICls identify, select, and submit 
subprojects for possible financing. ROCAP estimated that disbursements in the 
following two years could be up to $10.2 of the planned $20 million. CASE! 
acknowledged that determining IC! eligibility and issuing subloans had been 
slow, and that the submission of subprojects by IC~s had to increase 
considerably. 

However, while CASE! did act on the recommendation to improve follow-up, 
promotion efforts did not improve greatly until mid-1981, when two consultants 
were hired to work fulltime and assist !C!s in subproject promotion. This 
apparently helped to increase the level of approved subprojects, but too much 
time had been lost previously. The October 1980 level of approved subprojects, 
totaling $6.1 million, only rose to $13.8 million by July 1982. 

CABE! Review Procedures. CABE! did not effectively modify its customary 
review procedures to meet the requirements of this program where intermediate 
financiers were performing feasibility reviews of proposed subprojects. CASE! 
continued to make subproject feasibility reviews as it did for direct cmmer
cial loans, without relying on the feasibility studies made by the !C~s. This 
duplication of effort delayed approval of subprojects and slowed the disburse
ment of A!D/CASE! loan funds. 

The !C! considered in detail the financial, economic, and technical via
bility of the subproject and its social impact. The results of these analyses 
were submitted to CASE! for review. CASE! should rely on !CIs to conduct 
thorough investigations and analyses of all subprojects, since the IC~s were 
responsible for implementation of the subproject. However, the various tech
nical and financial offices of CASE! also performed comprehensive reviews 
prior to approval or rejection of the proposed subprojects. 

Although this problem has been recognized for quite some time and was 
reportedly corrected (per CASE! letter in April 1981), it remained at a bot
tleneck in the loan implementation process. A CASE! February 1982 report 
said: "As of this date problems still persist in internal transmission that 
impinge on the progress of the project'. Action is needed to correct this 
continuing problem. Two instances where CASE! deviated from established pro
cedures for approval of subprojects are described in the Loan Administration 
and Management section of this report. 

Subloan Issuance One of the primary causes for CASBE's slowness in making 
disbursements has been the lengthy period required to issue subloans. This 
was due to IC%'s lack of familiarity with, and agreement on, CASE! subloan 
terminology. The lengthy CASE! review process also contributed to the time 
required. CASE! reorganized agribusiness program operations in June 1979. 
One of the objectives was to focus on the difficulty of subloan contractual 
clauses that !Cis had found to be too rigorous, thus delaying subloan 
execution. 
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We reviewed the period required from the time an XCI became eligible until 
a subloan agreement was completed. For eight subloans totaling $6 million, 
the period ranged from 8 to 34 months. As described in Annex A, we found 
subloans which had been under negotiation between ICIs in Guatemala and Costa 
Rica but had not been agreed upon. We have also reported in Annex A on a 
$3-million subloan whose implementation has been delayed due to lack of agree
ment between CADEI and the Goverment of Nicaragua on loan disbursement in 
dollars. Action has since resolved these matters. 

Institutional Building of ICIs. While a number of ICIs initially con
tracte with CME for subloans, more recently some of these ICIs have not 
assied subloans due to the problem of foreign exchange risks. These circum
stances resulted in Central Banks assuming a significant portion of the sub
loips financed. The national ICIs, in these instances, were still irvolved in 
the identification and feasibility review of subprojects and were continuing 
to develop their capabilities in this regard. 

Prior to project inception, 48 ICIs throughout the region were visited by 
ROCAP/CABEI to prequalify those interested and experienced in agribusiness 
financing with plans/projects for future financing of agribusiness activities 
When the project was planned, 13 ICIs in the region appeared capable of pro
ject participation. 

In July 1982. some 17 ICIs in the five participating countries had received 
subloans for subproject implmentation. In two of the countries, Costa Rica 
and Guatemala. ICI participation essentially had been only in the selection 
and implementation of subprojects since early 1962. 'he Central Banks in 
these two countries were asked to take responsibility for repaying subloans to 
CABEI because the ICIs are unwilling to assume the risks inherent in making 
foreign exchange repayments. Nonetheless, the ICIs are continuing to build up 
their experience in implementing subprojects. This is important because agri
business financing generated by the AID loan will be a long-tem activity due 
to the use of rollover funds. In view of the expanded level of ICIs now par
ticipating in the project, we make no recammendation. 

Technical Assistance Needs. Original plans for providing required tech
nical assistance to the participants of this project were not realized. In 
actual practice, technical assistance was being provided to the participants, 
and was being financed, by different sources. The project still needed some 
technical assistance; however, the exact needs have to be determined.
 

The project plan recognized that it would perhaps be difficult to identify 
the level of technical assistance required. The estimate from the ICIs, based 
on their limited experience, was that 10 percent of total subproject costs 
would be required for this support. This estimate amounted to $2 million of 
the $20 million progra d. Anticipated problem areas requiring technical 
assistance included production technology; use of fertilizers, insecticides, 
and pesticides; quality control; plant operating methods; and financial 
management. 
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The record showed that AID/CABEI -financed technical assistance was sub
stantially below the amount anticipated in the project design. We specifically 
identified $136,000 used to finance technical assistance financing. Part of 
these funds were used to finance the technical assistance obtained by an ICI, 
FIGSA, in Guatomala for four of its subprojects. Late in the program (in 
mid-1981), CADEI financed the first-year salaries of two full-time promotion 
advisors. They have consulted regularly with ICIs and subborrowers, particu
larly in preparation of subproject feasibility studies and loan documentation. 
However, the level of technical assistance actually provided is greater than 
this and the record did not tell the complete story. 

The facts are that same technical assistance was provided to agribusinesses 
from ICIs and equipment suppliers and the cost of this support could not be 
idntified. In same instances, managers of agribusinesses and their production 
supervisors provided the required technical assistance. In other instances, 
suppliers of loan-financed machinery and equipment provided the required exper
tise in installation, operation and maintenance, and included the cost in the 
;urchase price. Public technical institutes also provided supporting services. 
4ome ICIs even used part-time assistance to review loan applications but these 
costs were not charged to the loan. 

There were some project activities still in need of technical assistance. 
In our visits to subprojects, we noted instances where technical assistance to 
effectively implement subproject activities had not been provided. The ICI 
FECONERQ, in Guatemala, was unable to obtain or provide any technical assis
tnce in the use of fertilizers purchased with loan funds. The Govermoent of 
Guatemala did not provide agricultural extension service to farmers located in 
the area where FECOMERQ cooperatives supplied this fertilizer due to the secu
rity problems. With proper use of fertilizer, rural farmers could realize a 
significant increase in income. Reportedly, conditions in the area improved 
recently and the provision of technical assistance should be reconsidered. 

Our visit to the URCO PAPA subproject in Costa Rica disclosed that tech
nical assistance was needed for this agribusiness to properly store and pro
cess perishable products. This would enable production to be greatly increased 
with better use of workers and equipment. Since inception of operations ear
lier this year, the subproject had problems with inadequate drying equipment 
financed by the loan. Managuaent officials attributed their difficulties to 
inexperience abd the lack of technical guidance which led to the purchase of a 
dryer which was unsuitable for the climate in Costa Rica. The fim needed 
financing for technical assistance to help establish a storage area in its 
plant to increase processing capacity and regularize production. The staff 
also needed training in the handling of perishable products. 

The technical assistance plans for this project were not realistic. They 
did not contemplate the possibility that other sources would be providing and 
financing such technical assistance. This appears tc have resulted in over
estimting the amount of financing needed for this part of the project and its 
subsequent non-use delayed the utilization of loan funds. The adequacy of 
technical assistance provided and its impact on subproject activities and 
contribution to target social benefits, as well as the amount of any additional 
technical assistance still needed should be detemined in a project evaluation. 
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Loan Aministration And Management By CABEI 

CASE! did not administer or manage the project and funds in the most effec
tive manner. Steps were needed to improve effectiveness in several areas; 
such as, the organization, the procedures to approve subloans, the channels 
used to processing subloan applications, and the expected benefits of the 
subloans. In response to a draft of this report, ROCAP reported that changes 
were made within the CASE! organization, subloan approvals and assistance to 
ICIs. The changes resulted in the rapid disbursement of funds over the last 
eight months of the project. We have included the following sections in this 
report for consideration during the planned evaluation. 

The Organization. Initially, CABE! had difficulty in staffing its organi
zaio~nand developing plans for administration of the loan. Submission of 
such plans was required as a condition precedent to initial disbursement, and 
according to ROCAP, the condition was satisfied in June 1977. However, CABE! 
did not complete these plans until December 1979, when its operations dealing 
with the agribusiness program were reorgani zed to help expedite the program.
A unit was established to: (a) coordinate CABE! actions on operating problems; 
(b) assist ICIs in presentation of projects and disbursement documents; and, 
(c) improve program coverage. CABE!'s regional offices in the five countries 
were also brought into the coordination process to serve as contac. points 
between ICIs and CABEI's home office in Honduras. Despite this reorganization,
CABE! was unable to meet the disbursement schedule and the TDD had to be 
extended to March 31, 1983. 

In November 1978, ROCAP discussed with CABEI the need to obtain outside 
technical assistance to help ICIs in subproject preparation and development, 
and to speed up implementation. But 2-1/2 years passed before CABEI provided
full-time staff specifically for technical assistance. This delay further 
contributed to the lag in disbursements. 

Procedures to Approve Subprojects. CABE! has not always followed estab
lished procedures to approve subproJects. For instance, established procedures 
were not followed for the approval of subprojects financed under loans in 
Costa Rica and Guatemala. This resulted from a CABE! attempt to speed up the 
approval process. The concerned Central Banks were not consulted, nor given 
the opportunity to approve the subprojects in accordance with agreed upon
procedures. The banks however did approve the subprojects before funds were 
disbursed. 

Procedures for the review of subprojects were based on the ICIs relending 
to agribusiness activities determined eligible for financing. Thus, the par
ticipating IC!'s were the focal point for identifying and promoting subprojects
and their design. The !C~s were to apply acceptance criteria for subproject 
eligibility and make a target beneficiary group analysis, along with financial 
viability and technical feasibility analyses. Subproject eligibility 
was determined by the !C~s on a case-by-case basis. They considered the nature 
of the agribusiness, the impact on production versus rural employment, farmer 
net income in the subproject region, and prior experience with the crops to be 
grown. 
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The ICI should reach its own conclusion on a subproject. Then if approved,
the loan application should be presented to CABEI for financing under the 
program. CABEI's technical analysis staff would then receive and review the 
loan applications and make final determination on subproject eligibility. 

Benefits of Some Subloans. A significant portion of loan funds were 
allocated, with the approval of ROCAP, to a subproject in Guatemala which had 
no benefit to small producers. The financing was questioned on the basis of 
two points. First, the subproject was solely for extraordinary employment
generation, and secondly, an alternative source of financing was apparently
available. 

A subloan of $3.1 million to ICI Financier of Guatemala (FIGSA) was 
ap'roved by ROCAP in October 1979. AID funds of $2,560,000 was allocated for 
thfs subloan and CASEI provided the remainder. FIGSA agreed to finance 
$465,000 with the subproject contributing $7,365,000 to the total subproject
costs of $10.9 million. 

The subproject scope called for planting and cultivating 1,800 hectares of 
rubber trees in the southwestern part of Gbatmala. The subborrower's contri
bution was to finance land acquisition, some plantation costs, building con
struction, a hydroelectric plant and financing costs. The AID/CASEI contribu
tion was to provide the remaining plantation development costs, other building
and infrastructure costs, plus most of the machinery and equipment. 

A total of $643,900 was disbursed from AID/CABEI funds for plantation
development, machinery and equipment, infrastructure construction, and techni
cal assistance. FIGSA did not disburse the remainder of the funds authorized 
because of implementation difficulties. The subborrowers were reportedly
using the funds allocated for the rubber plantation in support of their coffee 
program which was in difficulty because of declining prices. 

Other financing was obtained by the rubber subproject to replace the un
disbursed AID/CASEI funds which were released to finance other approved sub
projects. We believe that more consideration should have been given to the 
possibility of the subborrowers obtaining alternative financing before AID/
CABI funding was authorized. Subsequently, in a similar situation on another 
rubber subproject in Guatemala, proposed by ICI FIASA, ROCAP advised CASEI 
that it should not approve a project for financing if the subborrower had 
other sources of funds available. 

Seventeen percent of the total AID funds available were allocated for the 
one rubber subproject in Guatemala. Our review disclosed that the only social 
benefit basis for approving this subproject was the estimated number of jobs
that would be generated. No small producers were to benefit. We believe that 
this shows a need for closer examination before allocating a relatively large
portion of available funds to a single subproject without any planned benefits 
for small farmers. 
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Cfo EI p d Established Channels. Established channels wer* bypassed
for processngRicasWeandsubloans.Coatemala. round to ICIsin both Csa we such deviations for su.loans 

In our discussion with CAEI in late August 1982 on the status of program
disbursements in Costa Rica, we were informed that $4.3 million of reimburse
ment documents had been prepared by the implementing ICIs - the Bank of Costa 
Rica (BR) and the National Bank of Costa Rica (BNCR). However, when we 
visited the ICI borrower, the Central Bank of Costa Rica (CCR), we found that 
it had not yet signed the $6 million subloan, nor had it been provided with 
subproject applications for reimbursement request docunentation. We were also 
informed that CABE! had approved eight subprojects amounting to $1.3 million 
prior to any approval decision by the BCCR. The Central Bank howlver, did 
apgve the subprojects prior to e disbursament of funds. 

We inquired at CASEI about wy this deviation had been made from normal 
procedure, proper internal control, and good business practice. We were 
advised that CASE! wanted to hasten the approval process by reducing the 
bureaucratic procedures. Hwever, two of the subprojects approved by CABEI in 
early July were reportedly still under analysis in mid-August. rhus, CABI 
approval was given before a complete review had been made. 

In Guatemala, a subloan agreement was completed between CASE! and the 
Central Bank of Guatemala for $2.825 million. Hwever, CABE approved subpro-
Jects amounting to $3.736 million for three implementing ICIs. Therefore, the 
subloan with the Central Bank will have to be amended to cover the additional 
amount approved by CAE! Again, CABE! acted outside of established proceures
in the approval process. Also, in this instance, the ICIs have to zt Central 
Bank approval of subprojeots before disburseamnt. One of the ICIs iVfomed us 
that, although it had not completed an evaluation of two subprojects, CASE! 
had nevertheless approved thm. 

Correct procedures should be followed in the approval of subprojects for 
A.I.D. loan financing. CABE should be required to obtain subproect applica
tions properly approved by ICIs and then make its decision as to whether the 
subproject meets the criteria set forth for financing. 

Ations of R . In our discussions with ROCAP management, the fact was 
str siT--hat-theI requently met with or wrote to CABE! management to press
for faster implementation. In response, CASEI periodically made new disburse
ment projections, but these proved to be unrealistic. An example of this was 
noted by ROCAP in August 1982, CABE! projected disbursements of $4.0 million 
during the period of January to June, but only $450,000 was disbursed during
that period. 
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7s. As we have discussed elsewhere in this report, in 
view1 I range nature of this progri and the rollover funds from 
subloan principa repayuents to finance more agribusiness activities, action 
should be taken to resolve the problems constraining iiplmentation of activ
ities. Also, the serious econmic situation in Central Aerica should be 
studied. 
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The Regiona l Rurl Agricubusitss Developmnt Project 

Regional Subloan PMtlVles of MCls By Countries 

As of July 1982. CABE£ reported that 22 subloans had been issued. These 
loans amounted to 
million) and CABE! 

$13,842,000 of 
($5 million). 

the 
The 

$20 million provided bY AID ($15 
subloans issued by country were as 

follows: 
Value of 

umber of Subloans 
Country Participating ICIs Subloans Subproacts 1/ MOM00) 

Honduras 	 Honduran Financier 1 3 $196 
Bank (BANFINAN) 

Cooperative Savings&
 
Credit (FACACH) 2 4 915
 

National Ag. Dev. Bank 1 1 869 
(BANADESA) -

4 	 8 $1,980 
Total 	 - -_. 

Guatemala 	 Financier of Guatemala 3 7 $19648 
(FI GSA) 

Industry and Faming 1 2 	 S0 
Financier (FIASA) 

Coffee Bank (BANCAFE) 1 1 	 150 

Federation of Coopera- 1 1 	 S0 
tives for Narketing

and Various Services 
(FECONERQ)
 

Banco de los Trabala- 1 Soo 
dores (Workers' Bank)
Total a..m 

1/ SubproJects disbursed or partially disbursed as of July, 1982. 
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Costa Rica Costa Rican coperative
for IndustrialFinancing
(COFISA) 

National Institute for 
Cooperat ve Support 

2 

1 

3 

1 

$19114 

500 

Banco Central (Central
Bank) 

Total 

1 

4 

3. 

7 

100 

$2m614 

El Salvador industrial Bank (BIiD)INSA) 

Financier for Agriculture
(FISAL) 
Credit Federation 
(FEDECIEDITO) 

Federation of Cooperatives
for Savings and Credi t(FEDECACES) 

1 

1 

2 

1 

1 

4 

5 

4 

$500 

S0 

950 

S0 

Agricultural 0ev. Bank 1 2 SO0 

Nicaragua 

Total 

Central Bank (ICN/FED) 

Total 

L 
1 

~ 1 
-

2 
3,000 

main 
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Subloan Activities in Honduras 

The Honduran Financier Bank (BANIFAN). When the project was planned,
Honduran IcIs were expected to participate significantly in implementing 
subloans. However, one of the institutions (BANIFAN) which had contracted 
for subloans, went bankrupt. SAIdFAN's $195,800 subloan was assumed by
another ICI, BANADESA. 

The Honduras National AUriculture Develooment Bank (BANADESA). BANADESA 
hal also experienced financial difficulties. BANADESA has a partially dis
bursed subloan of $869,300 and Is currently trying to overcome its problems
with the help of the Honduran Government. 

BANADESA has taken various measures in order to continue to serve as an 
agricultural bank providing credit to sall famers, as well as an ICI under 
the AID ROCAP loan. In our 1982 audit of the Honduran Agricultural Sector 
11 Program, we found that BANADESA had not staffed regional offices nor 
increased the credit specialist staffing level as intended by that program. 
Substantial losses had raised the bank's deficit to the equivalent of $25 
million and over half of the loans were delinquent. 

Some steps have been taken to greatly improve BANADESA's financial con
dition. Operating costs were reduced in the first quarter of 1982, and over 
$20 million of payments for delinquent and other loans were recovered. 

In July, the Government of Honduras authorized $57.3 million of addi
tional capitalization, as well as refinancing of the BANADESA debt due the 
Central Bank. USAID/Honduras believes that these measures by BANADESA's 
management will help it to continue as an agribusiness financier. 

The Cooperative for Savings and Credit (FACACH). The third IC!, FACACH, 
has received 4915,000 for two subloans which have been completely disbursed. 
An additional subloan for $500,000 was in the process of being approved by
CASEI in August 1982. 

Other Honduran ICIs declined to participate in the program because they 
considered the credit conditions and procedures for disbursement of funds to 
be unduly restrictive. The risk of exchange losses in repayment of dollars 
was an additional deterrent to their participation, particularly since the 
Central Bank of Honduras has not assmed a role as guarantor of dollar re
payments. 

Subloan Activities in Guatemala 

The IndustV and Faming Financier (FIASA). A CADE! subloan to ICI 
FIAA for zoO,O00 has been completely disbursed. This subloan took two 
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years to work out with CABEI, and FIASA contends that the subloan applica
tion was too restrictive, detailed, and time consuming. Of the six subpro-
Jects it submitted to CABEI, four did not met project criteria for finan
ci . FIASA has proposed additional subprojects totaling $2.5 million to 
CA21I for inclusion ina subloan by the Central Bank of Guatemala. 

The Central Bank of Guatemala. The Central Bank became involved when 
the participating WCis were reluctant to continue obtaining subloans because 
of the prospect of devaluation and exchange losses resulting from repayments
in dollars. The Central Bank has assmed part of the role of the ICIs by
accepting the risk of devaluation. Thus the ICIs are concerned only with 
implementation and monitoring of the subprojects. 

The Industrial Financier of Guatemala (FIGSA). FIGSA's three subloans 
have ben completely disbursed for $1,M,ZUU. FGM had an additional 
subloan in process for $127,000 but was unwilling to continue contracting
for subloans because of the risk of currency devaluation and the exchange
losses resulting from subloan repayment in dollars. FIGSA will participate
in further subloan implementation only if ropamnt to CADEl Is assmed by
the Central Bank of Guatemala. 

Other ICIs. Two other Guatemalan ICIs, BANCAFE and FECOERO, had sub
loan rinanclng of $650,000 which has been completely disbursed. Another 
ICl, the Banco de los Trabajadores, has had Its Initial subloan approved by
CABCI for $600,000. 

A potential ICI participant in the program, the cooperative FENACOAC,
has been negotiating a subloan for $600,000 with CADEI for over a year.
This cooperative has considerable domand for local currency financing but 
will not agree to repay the loan In dollars. The loan would finance Inputs
for small farmers, crop diversification, and crop marketing. 

Subloan Activities in Costa Rica 

The Central Bank of Costa Rica. The Central Bank has received a subloan
of $1 million which has been partially disbursed and has assumed a major
role in implementing Costa Rica's agribusiness financing under the AID loan 
because of the impact of currency devaluation and foreign exchange losses 
sustained by financial institutions. Concerned ICIs will no longer assme 
the risks of such losses. This was a very serious problem created for pri
vate financial Institutions by the deteriorating economic situation in the 
country, and by restrictive Government monetary and foreign exchange
policies. 

At the time of our audit, the Central Bank had a $6.0 million subloan in 
process of agreement with CABEI. Some 31 subprojects In Costa Rica mounti 
to $4.2 million had been proposed under this subloan. At the conclusion of 
our field work this subloan had not yet been agreed upon by the Central Bank 
but itwas approved shortly after. As Indicated, greater priority is needed 
by CADEI to expedite the issuance of subloans. 
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The Costa Rican Cooperation for Industrial Financing (COFISA). COFISA 
had received T1 .1M1UU Tor to subloans which had been completely disbursed. 
However, this ICI has had serious financial difficulties and is no longer 
involved in the financing of agribusiness activities under the AID loan. 
COFISA has been a major private financing institution and an important factor 
in the development of Costa Rica's industrial, construction, and agricultural 
sectors. During the years 1975-80, COFISA made about 1,500 new loans total
ing nearly $100 million. COFISA is no longer active in the AID agribusiness 
program due to a marked financial decline. COFISA's importance to the Costa 
Rican economy is evident because their borrowers employ thousands of workers. 
USAID/Costa Rica analysis indicates that the continued viability of COFISA 
debtors depends on rescheduling of their debts and continued access to credit 
only COFISA can provide. However, without additional capital and further 
rescheduling of its own debts to foreign lenders, COFISA will not survive. 

In mid-1981, USAID/Costa Rica analysis of COFISA showed a considerable 
increase in borrower delinquency and default. This has been compounded bY 
the impact of the currency devaluation which enabled COFISA borrowers to 
repay dollar-denominated debts at an overvalued official exchange rate of 
8.61/$1.00o while COFISA had to obtain a moratorium on its debt payments to 
foreign banks. 

A USAID/Csta Rica loan to COFISA of $15 million, including 5 million in 
local currency (colones), is the result of various analyses, financial pro
jections and credit-demand surveys. Emphasis is to be on quick and flexible 
disbursement of the proposed loan with particular attention to the current 
portfolio and to producers of export products. With the approved loan and 
other sources of funds, and if various project assumptions are realized, 
COFISA will again be a major entity in Costa Rica financing. 

The National Institute for Cooperative Support (INFOCOOP). INFOCOOP has 
partially d1sbursed ItS subloan of V00,U which covers two subprojects. 
While INFOCOP has not received any" additional subloans, it has submitted 
proposals for additional agribusiness financing to CABEI now that the Central 
Bank is to assume responsibility for dollar repyments. 

Subloan Activities in Nicaragua 

CAIEI and the Government of Nicaragua (6GN) had not reached an agreement 
the pament in dollars of a $3.0 million subloan at the completion of ouron 

field work • The GON contends that signing of the subloan was delayed for 
nearly 2 years because of this lack of understanding. The Nicaraguan Central 
Bank contended that CASCI has not complied with an agreement to fully dis
burse the subloan in dollars. Despite the impasse, CABE! has authorized 
Issuance of a Letter of Credit for $836,000 for equipment and accessories 
for a $1.2-aillion poultry far subproject. 

Funds amounting to $88,000 for six other subprojects for milk production 
in var- ius areas of Nicaragua had not been released. ROCAP has advised us 
that the subloan was agreed upon and all funds fully disbursed. 
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Subloan Activities in El Salvador 

When the project paper was prepared in 1976 only one ICI was Considered 
able to participate in the program. However, four ICIs have actually parti
cipated and obtained six subloans amounting to $2.95 million with $2.5 mi
lion disbursed despite the civil unrest which has beset the country. While 
we did not visit El Salvador, CABE! reports indicated subprojects have been 
implemented to improve dairy and poultry production, and to expand the fish
ing industry. 
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EXHIBIT B
 

Regional Rural Aribusiness Development ProJect 
Fmect NO. 590-UUyl

Loan No.*N--I 

Profile of Subproiects Approved or in Process of Approval- July, 1982 

No. of SubproJects Category Amount (000) 

13 Poultry Processing $3g483.2
26 Dairy and Milk Production 3.086.1
1 Foodstuffs 19275.1 
3 Basic Grain Comercialization 1,249.0
5 Rubber Production 983.9 
8 Agroindustrial 942.1 
1 Incubator 701.3 
2 Rice Production 699.4 
1 Seed Production 666.3 
3 Concentrates 586.4 
9 Fish 491.5 

22 Other Categories 5,507.0 

Tatal 94 -
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APPENDIX A 

LIST OF REPORT RECIPIENTS
 

No. of Copies 

Assistant Administrator - Bureau for Latin America and 
the Caribbean (AA/LAC) 5 

Director, ROCAP 5 
Director, Office of Legislative Affairs (LEG) 1 
As istant to the Administrator for Management (AAM) 1
Office of Financial Management - (N/F/ASD) 3 
General Counsel (GC) 1 
Audit Liaison Office (LAC/DP) 3 
Director, Office of Public Affairs (OPA) 4 
Development Information Utilization Service (S&T/DIU) 4 
Office of Evaluation (PPC/E) 1 
Office of the Inspector General (IG/) 1 
IG/PPP 1 
IG/EMS 12 
AIG/II 1 
RIG/A/Washington I 
RIG/A/Abitdan 1 
RIG/A/Cairo I 
RIG/A/Manila 1 
RI G/A/Karachi 1 
RIG/A/Nirobi 1 
RIG/A/NE, New Delhi Residency 1 
RIG/A/LA, Panma Residency 1 
RIG/A/La Paz Residency 1 
GAO. Latin America Branch. Panama 1 
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