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1. Pursuant to Section 103 of the Foreign Assistance Act of 1961, as
 
amended, the Agribusiness and Artisanry Project for Bolivia was author
ized on September 27, 1977. That authorization, as previously amended,
 
is hereby amended as follows:
 

a. Delete the first two paragraphs of the first page of the author
ization and insert in lieu thereof the following: 

Pursuant to Section 103 of the Foreign Assistance Act of 1961,
 
as amended, I hereby authorize the Agribusiness and Artisanry 
Project for Bolivia involving planned obligations of not to 
exceed $ 16.2 million in loan funds and $ 1.2 million in grant 
funds over a nine year period from date of authorization 
subject to the availability of funds in accordance with the 
A.I.D. OYB/allotment process, to help in financing foreign 
exchange and local currency costs for the project. The planned 
life of the project is eight years and eight months fran the 
date of initial obligation. The project consists of improving 
and expanding the system for prcaoting and financing private 
agribusiness and artisanry enterprises through ccimercial banks 
and other financial institutions, thereby helping provide the 
investment capital required to assist them in contributing to 
Bolivia's econanic recovery. 

b. Paragraphs 2 and 3 are amended to read as follows: 

2. Source and Origin of Goods and Services (Loan). 

CcuTodties financed by A.I.D. under the Loan shall have 
their source and origin in Bolivia or in countries included 
in A.I.D. Geographic Code 941 except as A.I.D. may otherwise 
agree in writing. Except for ocean shipping, the suppliers 
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of ccrmodities or services shall have orBolivia countries 
included in A.I.D. Geographic Code 941 as their place of
nationality, except as A.I.D. may otherwise agree in writing.Ocean shipping financed by A.I.D. under the Loan shall,
except as A.I.D. may otherwise agree in writing, be financed
only on flag vessels of any country included in A.I.D. Geo
graphic Code 941 or Bolivia. 

3. 
Source and Origin of Goods and Services (Grant).
 

Ccnodities financed by A.I.D. under the Grant shall have

their source and origin in Bolivia or the United States,

except as A.I.D. may otherwise agree in writing. Except for
 
ocean shipping, the suppliers of ccmnxdities or services
shall have Bolivia or the United States as their place of
nationality, except as A.I.D. may otherwise agree in writing.Ocean shipping financed by A.I.D. under the Grant shall, except
as A.I.D. may otherwise agree in writing, be financed only on 
flag vessels of the United States.
 

c. 
Delete the period at the end of paragraph 7 and add the follow
ing additional subparagraphs to paragraph 7: 

(iv) Bolivia will expeditiously process the initial group of
subproject, refinancing requests received by the Central Bank
after the date of the signing of Amendment No. 2 to the Pro
ject Agreement; 

(v) Bolivia will select the long term advisor for the De
velopuent Division of the Central Bank and the consulting
firm to train Central Bank and intermiediate credit institution (ICI) personnel within 90 days of the notice that allconditions precedent, except those Sectionin 5.3 of the Pro
ject Agreement, have been net;
 

(vi) The Central Bank as part of its review of refinancing
requests requiring foreign exchange, at whatever authorizedlevel within the Bank, will satisfy itself that no problemexists that would impede or delay approval by the ExchangeCcmnission of the required foreign exchange and, concurrently
with the approval of such refinancing requests, issue astatement to the Exchange commission supporting the borrower's
request to purchase foreign exchange, and requests to purchaseforeign exchange for projects refinanced under the CentralBank's refinancing lines will be given special preference and
processed expeditiously; 

(vii) The Central Bank will ensure that A.I.D.'s regulations

with regard to procurement with funds from the Agribusiness 
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and Artisanry refinancing facility are included in its agree
ments with participating ICIs and in each loan agreement issued 
by participating ICIs for projects partially financed through 
the refinancing facility and we-ll take whatever steps are 
necessary to ensure that these procurement regulations are 
followed; 

(viii) Bolivia will undertake, as soon as possible, analyses of 
the various alternatives available regarding national interest 
rate policies, price control and price subsidy policies, and 
export promotion policies, with special emphasis on how they
 
affect private agribusiness development and the development of
 
the system for the financing of agribusiness and artisanry 
ventures established under this Project; 

(ix) The Central Bank will undertake, as soon as possible, 
studies of the capitalization standards and reserve require
ments set for camercial banks, with a view to setting revised 
standards for the former, and possibly exempting bank partici
pation in development lending from the latter; 

(x) Bolivia will take appropriate measures to improve the 
implemrentation and make effective the provisions of its Export 
Promotion Law; and 

(xi) The Central Bank will continue streamlining refinancing
 
documentation and processing procedures and review continuously 
feasibility study requirements. 

d. Add the following new paragraph 8 to the authorization: 

8. Conditions Precedent to Disbursement of Additional Loan 
Funds
 

Except as A.I.D. may otherwise agree in writing, prior to 
disbursement or the issuance of any commitment documents for 
additional Loan funds au horized under the Second Amendment to 
the Authorization, the Government of Bolivia will furnish in 
form and substance satisfactory to A.I.D.: 

a. a revised implementation and evaluation plan for the
 
remainder of the project; 

b. evidence that Central Bank regulations to effect changes 
in the following project-related rules have been issued: 

(i) the authority of various levels within the Central 
Bank to approve refinancing requests;
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(ii) ICI eligibility criteria;
 

(iii) subproject eligibility criteria; 

(iv) refinancing terms and 

(v) the terms of ICI participation in refinancing
 
transactions; 

c. evidence that the staff of the unit within the Develop
ment Department responsible for the Technical Assistance Pro
gram (TAP) has been augmented; 

d. a revised TAP implementation plan; and 

e. evidence that a special accotmt has been opened for 
local currency project expenditures. 

2. The authorization cited above remains in force except as hereby 
amended. 

Henry H. Bassford
 
Director
 

Drafted by: .//
SRLA.TGeiger.glp. 09/22/83
 

Clearances:
 

PD&I: PJAsselin, Jr. 

CONT:RZelaya 

PS:TDJohnston
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I. SUMMARY PROJECT DESCRIPTION
 

A. The Project
 

The Agribusiness and Artisanry (A&A) Project was initiated in
 
January 1978. It established a $9 million refinancing facility within
 
the Bolivian Central Bank (BCB),of which the AID contribution was $6 mil
lion, for the partial financing of credits from commercial banks and other
 
financial institutions to private sector agribusiness and artisanry projects
 
of benefit to the poor majority. A Technical Assistance Fund (TAF) was
 
also created under the project to (a)provide assistance to sub-borrowers
 
in subproject preparation, (b)finance the training of intermediate credit
 
institution (ICI) personnel, and (c)promote use of BCB's refinancing
 
facilities.
 

As of last April 1983, almost $25 million in credit had been
 
approved for 875 projects under the A&A refinancing facility. The effi
ciency with which the refinancing facility has been managed has improved
 
steadily since 1978, and the project has clearly been a success both in
 
channelling required long-term credit to private sector agribusiness and
 
artisanry enterprises and,throuah these enterprises, in benefitting Boli
via's poor.
 

Bolivia is currently going through its most difficult economic
 
period in thirty years. The peso has been sharply devaluated, unemnploy
ment is high, and, due to a significant decrease in dcxnestic purchasing
 
power, internal demand is low. After years of economic neglect by previous
 
governmients, the democratic administration of President Hernan Siles Zuazo
 
has begun to take a series of measures to restore stability and lay the
 
groundwork for renewedc growth. Bolivia's private sector agribusiness and
 
artisanry enterprises and its commercial banking sector have also begun
 
to take the steps necessary to adjust to the country's short term economic
 
circumstances and to prepare to take advantage of new long-term oppor
tunities (e.g., for import substitution and exports). At present, during
 
this transitional period for Bolivia's economy, there is a severe short
age of mediun to long-Lerni investment capital. If additional resources 
are not made available, the country's private sector agribusiness and
 
artisanry enterprises will not. be able to play their c.';sential role in 
contributing to Bolivia's recovery nor provide the additional economic 
benefits they are capable of bringing to Bolivia's pxor in terms of em
ployment, increasedl incout-s, and agricultural market ex)ansion. 

The amended A&A project's goal is to enhance the role of private 
agribusiness and art.isanry eniterprises in the I)livian ecx)noy and thereby 
increase the incait and standard of living of small to rwxliizn size farmers 
and other poor Bolivians. The project's purpose is to improve and expand 
the system for proniotinq arl financing private agribusiness, and artisanry 
enterprises through cxar ercial banks and other financial institutions, 
thereby helping provide t-he investment capital reqluired to assist. them in 
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contributing to Bolivia's economic recovery.
 

The amercted project has been designed both to help meet the 
investment capital needs of private agribuLiness and artisanry enter
prises over the next three years and to improve the operation of the 
already established A&A refinancing facility. A series of important 
measures to improve the efficiency with which the A&A refinancing 
system operates has been negotiated with Lhe BCB and will begin to be 
implemented inrnediately. Given the need to disburse AID's additional 
contribution to the project as quickly as possible in order to enhance 
its effect on the recovery of the Bolivian economy, both through the 
assistance it will provide to the private sector and its irmediate 
balance-of-payments contribution, a group of eleven subprojects 
currently being prepared for refinancing were exami ned in depth. Ten 
of these subprojects we:re found to be financially and economically 
feasible. Final feasibility studies for all of these projects should 
be presented to the BCB in the next threc months, thus enabling the rapid 
disbursement of $9.76 million. 

The amended project provides for a 32-month extension of 
the PACD, an addittional AID loan of $ 10 million for the A&A refi
nancing facility, and $ 800,000 in additional grant funds for technical
 
assistance to imrrove the capacity of the BCB and participating ICIs
 
to analyze loan applications and manage the refinancing system. The
 
additional GOB and private sector contribution to the prolect will be at
 
least $6,274,000.
 

The sunary incremental budget for the project is as follows:
 

($ 000)
 
Investors/
 

AID ICIs GOB TOTAL 

Refinancing Facility 10,000 (I,) - - 10,000 
Other Subproject Investment - 5,624 - 5,624 
Technical Assistance 800 (G) - - 800 
Administrative Costs - - 650 650 

10,800 5,624 650 17,074
 

B. Issues.
 

The issues sirmnarized below are treated in more depth in the
 
body of the PP Amendment.
 

1. Wi linqnepr; of Private Sector to Invest. 

Given the current e(x)nomic and political uncertainty in 
Bolivia, how willing i-s the private sector t.o undertake new investments? 
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It is true that Bolivia's economic situation, though some
what improved as a result of the Siles Government's initial economic
 
measures, is still uncertain because several basic decisions regarding
 
the 	budget, price controls, interest rates and the exchange rate remain
 
to be made. Also, although the Siles Government officially supports a
 
mixed economy, its attitude toward the private sector is often ambivalent.
 
The 	private sector, however, realizes that if it is to survive under Bo
livia's new economic condi tions, it must make the investments necessary
 
to modify existing operations and respond to new investment opportunities.
 
Demand for long-term investment credit for agribusiness and artisanry
 
projects, despite the recession, is very high. About half of the credit
 
extended under the A&A facility to date was disbursed between February
 
1982 and April i983, the worst economic period in Bolivia in thirty years.
 

The 	initial set of subprojects prepared for this PP Amendment
 
will involve total 3CB lending of $ 9.76 million, and the current list of 
additional projects being investigated or prepared for BCB credit involve
 
a total demand for 13CB refinancing of $ 19.3 million. This evidence
 
clearly points to the continued and augmented demand for agribusiness and
 
artisanry credit in Bolivia.
 

2. 	Feasibility of Improving ICI Participation in the Refinancing
 
System.
 

Given the somewhiat passive attitude on the part of many of
 
the commercial banks participating in the A&A refinancing system and their
 
mixed performance to date in analyzing credit applications and monitoring
 
loans, what assurances are there that their performance can be improved
 
with the additional assistance to be provided under the project?
 

The willingness of the TCs to participate more actively in 
the A&A project and adhere to the stricter rules to be imposed by the BCB 
will depend on the degree to which they accept the basic operational 
changes necessa-y to adapt to Bolivia's current economic situation. An
 
important factor will also be the extent to which they find longer term
 
development lending financially attractive. Most banks have already
 
begun to change their oPerating procedures. The transition will take 
time, but it has started. For instance, there now is competition among 
banks to attract savings deposits; some banks have already begun to
 
strengthen th-ir develoInent credit analysis capability, and the higher
 
recent demand for A&A credit shows that banks realize they must respond
 
to their clients' needs for longer term credit. 

The xnks interviewed in the course of developing this PP
 
Amendment expressed ;at. isfaction with the nasures; taken to increase the 
profitability of their refinanced credit.,; and indicated their willingness 
to take the measure.; t he project cont oiplates to improve their adminis
trative capacity. The technical ass i.;tance provide(] by the project will 
be an important catalyst to help themn do so. 
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3. The BCB's Revised Role. 

What confidence is there that the Central Bank will be willing
 
to turn over loan analysis and monitoring responsibilities fully to par
ticipating ICIs and decentralize management of the A&A refinancing facility?
 

One of the project's chief implementation constraints to date 
has been the BCB Development Department's practice of managing the subloan 
approval process on a day-to-day basis from La Paz. This has contributed 
to the reluctance of ICIs to improve their credit administration capabilities 
and delayed loan approvals. USAID's principal objective in the negotiations 
with the BCB to extend this project has been to gain full acceptance of the 
necessity for the Development Department to give as much responsibility as 
possible to the ICIs, which bear virtually all of the lending risk, and to 
increase the incentives for the ICIs to engage in longer term development 
lending. A new attitude on the part of the BI3CB is finally evident. The 
Development Department's management not only now recognizes the need to 
strengthen the ICIs, but also realizes that trying to manage the credit 
approval process directly leaves them no time for their legitimate 
functions, i.e. planning, monitoring and evaluating the BCB's refinancing 
operations. As a result, agreement has already been reached on steps to 
strengthen ICI participation and on a decentralized credit approval system 
within the BCB. This change of attitude on the part of the BCB is very 
encouraging.
 

4. Economic Policy Constraints. 

How can the project reach its goal of enhancing the role of 
the private sector in the economy without a more conducive economic en
vironment and better key economic policies? 

Although i nfluencing thie (U13 to take appropriate masures to 
improve the environment for private sector exq)ansion is beyond the specific 
scope of this project, USAID is cooperating on a broader front with other 
donors and the IM" and is working through other projects in the Mission's 
portfolio to encourage economic policy changes. The Siles Goverrment has 
taken important initial steps to strengthen the economy and further measures 
are expected shortly. The process of encouraging policy changes will be 
an ongoing one.
 

Three of the most irmportant speci fic economic policy issues 
which will affect the success of this project concern interest rates, 
price controls and exT)ort constraints. Pending a final decision by the 
GOB on a system of indexation to provide for real rates of interest, it 
has been agreed, within the cx)ntext of neglotiations to extend this project, 
to raise the rate of interest charged on all of the BCB's 
refinancing lines to 55%. The previous refinancing rate was
 
25%. In addition, it has been agreed that interest rate policy will
 



be among the first group of topics to be investigated by the Economic

Policy Analysis Unit for which an AID grant was just signed.
 

The Siles Government has already moved to raise the price

of several consuner goods and plans to take further action in the near
 
future. The Government also realizes that its Export Promotion Law has
 
not been effective because of the overly bureaucratic way in which 
:

has been administered and that other disincentives are preventing th=
private sector from taking advantage of the greatly enhanced export

opportunities presented by the devaluation of the peso. 
Consequently,

it has been agreed that covenants will be included in the amended ProAgwhereby the GOB wi I Ironii t itself (1) to tako the necessary measures 
to make the Eport Promotion Law effective and (2) to study the effects 
on private sector investment and economic growth of price controls and
artificial constraints to exportation. Through its several projects
involving the private sector and its ongoing policy dialogue with the
GOB, US7 ID will continue to encouracje the )13 to adopt sound economic 
policies conducive to private sector growth.
 

5. Improvement of the TAP.
 

Given the TAP's relatively meager results to date, what
 
are the prospects that it can be made more effective?
 

The TAF is still a vital part of the A&A project's system

to help promote and finance agribusiness and artisanry investment,

especially in small to medium size concerns. 
 Its problems have been
due primarily to poor management by the Y3'13's Development Department.
Although the Mission would have preferred to have the BCB contract formost of the tasks for which that TAF staff i! resp)nsible, leaving it
with overall coordination responsibi ities, this was not acceptable
to the BCB. However, agreement has been reached t-o aucnent and improvethe TAF managment staff and to contract for important specialized duties 
as necessary (e.g. proniotion and training prograins) Futhermore, under
the current leadership of the Develor)ment Division, the TAF unit: has
already begun to improve its perforimnce not iceably. Tf the currently
ag eed strategy to make the TAP operate iiore ,f-fectively fails to bringresults, USAID and the [3CB have already agreed that irore of the TAP
unit's duties will be contracted to qualified consultinglocal firms. 

C. Project Develoment Conrnittee.
 

BCB 

Dante Pino, Director, 11CR )evelopment Department
Alejandro Zegarrai, [eputy Di rector, 13I Development Department
Carlos Bustarnante, Section Chief, CRi Dovelopment Department
F61ix Miranda, LWd 3 Deveiopument Departmernt 



USAID 

Luis Ampuero, Private Sector Division
 
Oscar Antezana, Economist, USAID/DP 
Robert J. Asselin, Jr., Project Development Officer, USAID/B 
Douglas Chiriboga, Assistant Project Development Officer, 
LAC/DR/SAFD
 

Ernesto Garcla, Project Manager, Private Sector Division
 
Linda Garvelink, Private Sector Division
 
William Garvelink, Deputy Program Officer 
David Johnston, Acting Chief, Private Sector Division
 
Michael 11.Lofstrom, Assistant Project Development Officer,
 
USAID/B
 

Marcelo Miranda, Private Sector Division
 
Luis Montero, Financial Analyst, USAID/CONT
 
Raul Pinto, Financial Analyst, USAID/CONT
 
Gustavo Vega, Consultant, A&A Project
 
Jaime Vizcarra, USAID/PD&I
 

Project Paper Amendment reviewed by: 

David A. Cohen, Acting Director
 
Rafael Zelaya, Acting Controller
 

Project Paper Approved by:
 

Henry H. Bassford, Director
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II. PROJECT RATIONALE AND DESCRIPTION 

A. Background
 

1. The Current Agribusiness and Artisanry Project 

The A&A project was initiated on January 9, 1978. Its
 
purpose was to establish a system for prcmting and financing agri
business and artisanry activities which wuld benefit the rural poor
through the expansion of markets for small farer products, the provision
of agricultural goods and services, and/or the generation of employment. 
The project established a refinancing facility in the BCB with an
 
initial investment of $9 million, of which $6 million was financed by 
AID and $3million by the GOB. Currently, this facility is used to
 
refinance up to 70% of the value of loans extended by participating
intermediate credit institutions (mainly ccirercial banks) to investors 
in eligible agribusiness and artisanry projects. It is managed by the 
BCB's Development Department. 

The project also established a Technical Assistance Fund 
(TAF) to finance pre-investment assistance (mostly feasibility studies) 
to sub-borrowers, investment surveys and training for parti,.ipating ICIs,
and pranotional activities. The TAF was initiated with $400,000, of which 
$200,000 was contributed by the BCB and $200,000 by AID (grant). d
ditional funding for the TAF has been generated by the contribution of a
 
portion of the interest rate spread (2%to 4.5%) on subloans under the
 
BCB's various refinancing lines.
 

AID grant funding under the project has also financed a 
long-term advisor to the BCB and a limited an)unt of training. An
 
additional $200,000 was provided in loan funding for the purchase of
 
a computer system for the BCB Developnent Department and for short
term TA.
 

The financial status of AID's contribution to the project 
as of June 30, 1983 was as follows:
 

($000) 

Budgc4 Ccrnitted Disbursed Pipeline 

Refinancing Facility (L) 6,000 5,938 5,938 
BCB Mechanization (L) 150 - - -
TA (L) 50 21 8 13 
TA (G) 177 177 137 40 
Training (G) 23 8 8 -
TAF (G) 200 200 72 128
 

TOTALS 6,600 6,344 6,163 181
 



The direct beneficiaries of the project have been the
 owners and investors in rural and urban agribusiness and artisanry
enterprises which have received financing. Small farmers and therural poor have benefitted indirectly through the provision of markel
outlets, enhanced availability of agricultural inputs and services, 
new employment opportunities. The eligibility criteria for refinanci
under the A&A credit line emphasize linkages to small farmers and
other rural and urban poor. 

The A&A project currently is 	 scheduled to terminate onDecember 31, 1983. 
Nearly all of AID's contribution to the refinancing line was disbursed 	by December 1982, despite a considerablEdelay in loan disbursements durinq the project's first year and ahalf and a ten-month suspension of A&A disbursements between November1980 and August 1981 pending a GOB decision to adjust refinancing
rates. 
The initial delay was due to difficulties in satisfying
conditions precedent and the relatively long time required to trainICI loan officers and pubLcize the program. The A&A refinancing

facility and the TAF are now fully operational in all nine of Bolivia's departmental jurisdictions. 
 The project enjoys broad-based 
participation from 15 intermediate credit institutions (twelve

commercial banks and three development banks). Through April 1983,
875 agribusiness and artisanry subprojects were approved for 
refinancing totalling $24.9 million, including A&A reflows relent
 
by the BCB.
 

Examples of the types of projects financed under the
A&A loan range fron small rural artisanry projects (woodworking,
traditional textiles, folkloric musical instruments, ceramics,

carpentry shops, etc.) having credit requirements between $1,000
and $5,000, to small to medium size acgribusiness ventures, such as
produce marketing, tanneries, grain mills, dairies, and small manu
facturing activities (coffee grinders, batteries, coal, etc.),
requiring credit for the purchase of equijment and machinery from

$10,000 to $25,000. 
 More recently, a few larger agro-industrial

firms, involved in food processing for local consumption and export,
have had investment and operational credits approved for several
hundred thousand dollars. The following tables summarize lending
activities under the project through April 1983. 

Type of Project 	 Disbursements Percentaqe 
($b million) of Total 

Urban Agribusiness 	 254.4 
 31.8

Rural Agribusiness 	 513.1 
 64.0
 
Rural Artisanry 	 25.0 
 3.1
 
Urban Artisanry 
 8.6 
 1.1 
Total 
 $b 801.1 ($16.9 million) 100.0
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Department Disbursements Percentaqe 
($b Mllilon) of Total 

La Paz 375.5 46.9 
Cochabamba 108.3 13.5
 
Santa Cruz 223.0 
 27.8
 
Oruro 1.3 
 0.2
 
Potosi .3 -

Chuquisaca 7.4 0.9
 
Tarija 5.5 0.7
 
Beni 68.7 8.6
 
Pando 11.1 
 1.4 

Total $b 801.1 100.0
 

ICI Total Disbursements Percentages
 
($b million) of Total
 

Banco Industrial 6.0 0.7
 
Banco Nacional 20.9 2.6
 
Banco ?ircantil 53.7 6.7
 
Banco Popular del PerU 0.7 -
Banco Boliviano Americano 1.4 0.2 
Banco Hipotecario 63.6 8.0
 
Banco de Cr6dito Oruro 8.3 1.0 
Banco de Santa Cruz 6.3 0.8 
Banco de Cochabamba 454.9 56.8
 
Banco de Potosi 4.7 0.6
 
Banco de La Paz 11.8 1.5
 
Banco Big Beni 101.7 12.7
 
Banco de Financiamiento S.A. 0.8
 
Banco del Estado 3.5 0.5
 
Banco Agricola de Bolivia 62.8 7.9
 

Total $b 801.1 100.0
 

Two evaluations of the project have been carried out. 
The first was completed in April 1930, and a first draft of the 
second has just been submitted to the BCB and USAID. The first 
evaluation found that the number of subloans and total disbursements 
ccpared favorably with projections in the Project Paoer, notwith
standing delays in project initiation. Much of the early financing
pr'ovided under the project went into working capital and expansion 
or modernization of production facilities. 'I initial evaluation 
pointed to the uncertain political and econcric situation as the 
reason why few new ventures were financed at first. 

The latest evaluation confirnud the success the project
has had in establishing a workable system lor supporting agribusiness 



-L0

and artisanry projects, in financing several hundred investments, and 
in providing economic benefits to the rural poor. It pointed out the 
significant impact the project has had on its direct beneficiaries, 
the borrowers, in terms of increased incomes and expanded markets for 
their products. The evaluation also found that the project's ultimate 
beneficiaries, small farmers and other rural poor, have received 
benefits from the project in terms of significantly increased employ
ment opportunities (average increases of 32% in the participating
enterprises surveyed) and the provision of markets for their expanded
agricultural production. 

Both evaluations also highlicIhtel project implementation
problems the Mission has been bringing to the BCB's attention during 
the life of the project. In preparation for the possible extension 
of the project and increase in AID funding, the Mission has spent 
several months in negotiations with BCB officials and ICI represen
tatives working out mutually acceptable p to resolve the A&A
ians 


Project's most important implementation difficulties. Some of the
 
key problems which have bten addressed by the Mission, the BCB,
 
and participating ICIs in the reprogramming exercise have been:
 

" 	GOB policy constraints to greater private sector
 
agribusiness investment (e.g. price controls and
 
subsidies, disincentives to exportation, interest
 
rate policies).
 

" 	Unduly restrictive refinancing eligibility criteria.
 

* 	Inadequate incentives for fuller ICI participation,
 
and poor performance by ICIs in loan processing, 
analysis and monitoring.
 

. Over-centralization of decision-making within the
 
Central Bank, over-involvement of BCB personnel in
 
subloan analysis and approval, and delays in loan
 
processing.
 

.	 Failure of the TAF to finance a significant number 
of feasibility studies, training piograns and 
promotional activities. 

.	 Overlv ccmplex loan application forms and procedures. 

.	 A generally passive attitud§e on the part of most 
ICIs and 13CB personnel. 

The measures to resolve these implcmentation problems are described 
in Section II C 3 below. 
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The most recent evaluation's principal finding was that 
the project has been successful in meeting its objectives despite its
 
inpleenntation problems. This evaluation concluded that additional 
funding for the A&A refinancing facility was required if it was to
 
attain the degree of socio-economic impact originally desired,
 
especially under current econamic conditions.
 

2. Current Economic Situation
 

The economic situation which the civiliam government of 
Priesident Siles Zuazo inherited in October 1982 was plagued by a 
serious balance of payments deficit, internal price subsidies, poorly 
managed state-ovmed carpanies, uncontrolled government expenditures, 
high inflation, and increasing unerployxmnt. To address these problems, 
the Siles Gover-urent irplemented a series of initial reform measures 
in November 1932. It abolished the officially recognized parallel 
foreign exchange market and fixed the exchange rate at 200 pesos to 
the dollar, discontinuod the practice of tying all domestic bank loans 
and deposits to the dollar, LTposed strict controls on imports, and 
increased the prices of several basic comrnities, thereby in part 
correcting market distortions created by government subsidies. 

Faced with a debt repayment schedule which could not be 
met (with the debt service ratio potentially oler 80%), the OB 
initiated efforts to renegotiate outstanding balances due to Argen
tina, Brazil, and a consortium of private international banks. The 
amount renegotiated so far has been $342 million, and Argentina has 
agreed to reschedule an additional $250 million. The consortium of 
international banks with loans outstanding to Bolivia has agreed to 
an extension to October 1983 of a moratorium on principal repayments; 
the (10B hopes to renegotiate over $400 million of the $2 billion 
owed to the consortium at that tim. In addition, in order to
 
prevent continued impositions of sanctions under Sections 517 and 
620 (a) of the FAA, the MXB has paid over $20 million in arrearages 
due to the USG. 

The economic measures taken by the GOB to date are far 
from sufficient, and the widespread drought and flooding which ha7 
recently affected Bolivia have aggravated the already precarious 
economic situation. Under the circumstances, it is clear that 
measures mu.rtbe taken not. onlv to stabilize the econory in the 
short to medium term but also to lay the grouncwork for the most 
significant structural adjustment the country has had to go through 
since the Revolution thirt, years ago. The Siles Covernrnnt has been 
forced to make difficult decisions as a result of several years of 
econcmic neglect by previous qovernments. It has begun to do so, 
but more ccurplex and ser.sitive issues lie ahead. 
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In May 1983, a joint IMF/World Bank team completed a one-month
 
visit to La Paz. Its purpose was to lay the groundwork for negotiation of
 
an Extended Fund Facility (EFF) arrangement by exploring possible options
 
the GOB could adopt to cut the forecasted 1983 budget deficit. Discussions
 
focused on the fiscal deficit since this was the chief area not addressed 
by the GOB in the November 1982 economic package. Initial agreement was 
reached with members of the Siles Government's economic team to reduce the 
budget by at least b. 70 million and to establish a system for indexing 
commercial bank loans and deposits which would provide for positive real
 
rates of interest and avoid the heavy losses in the value of the BCB's refi
nancing currently being experienced. These actions, if adopted, would have 
a significant stabilizing impact on the economy and help restore confidence 
in government policies. Additional measures and a consistently applied 
policy for economic recovery will, however, need to be applied over the next 
two to three years in order for the economy to recover from its current 
crisis.
 

Although Bolivia's private sector is small (estimates of the 
portion of GDP attributable to the private sector range from 20% to 30%), 
its role in helping to stabilize the economy and lay the groundwork for 
more balanced growth is indispensible. Bolivia's over-burdened public 
sector enterprises are politicized and grossly inefficient, whereas the 
private sector has demonstrated that it is capable of managing efficiently
 
run, productive agribusiness enterprises which provide an engine for growth 
within the agricultural sector. Private artisanry enterprises are a very 
significant factor in rural employment and economic development in rural 
areas. Without a more active private sector, Bolivia's econcmic prospects
 
will be significantly limited. 

The Siles Governnmunt has made relatively good start at put
ting together a stabilization program. Although government actions to 
improve the economic environwmcnt are of paramount imprtance, it is the 
private sector itself which must take the easures necessary to adapt 
existing operations to Bolivia's new economic circumstances and take 
advantage of new opportunities. While the past eighteen months have 
seen a severe downturn in d(cxwstic output, significant decreases in real 
purchasing power, and high unenm)loyment, there is evidence that private 
sector agribusiness firms and artisanry enter)rises are beginning to make 
the adjustments necessary to survive. From February 1982, when the peso 
began its precipitoLs decline, through April 1983, over 46% (in dollar terms) 
of the total d~isbursements made from the A&A refinancinq line since its 
inception took place. * Part of the reason for the heavy demand on the BCB's 

The percentage in peso terms is, of course, higher - 72%. 
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capital needs of small, medium and large private agribusiness 
enterprises over the next three years, so that they can contribute 
to Bolivia's economic recovery, and (2) to irprove the operation of 
the A&A refinancing facility and, ultimately, the capacity of the 
country's cormercial banking sector for meeting agribusiness 
financing requarements internally. 

Two changes have been made in the project's strategy
 
in this regard. First, both the Mission and the BCB agree that it
 
will be iportant to provide financing for Bolivia's relativel
 
larger agribusiness concerns in addition to small and medium size 
firms. Such enter-prises, which are large [or Bolivia but still
 
relatively small in relation to companies in other countries, have 
a very inportant role to play in the recovery and in providing
 
benefits to Bolivia's poor. Therefore, it has been agreed that 
larger Boliviar firms will also be eligible for A&A refinancing. 
In fact, the BC3 already has extended a few loans under the A&A 
refinancing facility to larger firms which have clearly deronstrated 
that they are providing benefits to the rural ioor. 

Another modification in the t)roject's strategy concerns 
the eligibility criteria for A&A financing established in 1977. The 
latest project evaluation confirmed the Mission's i)ression that 
the current criteria are umduly restrictive - perhaps because of an 
inccmiplete understanding by AID when they were written as to how 
best to assist the rural poor. '1i CB has agreed that these criteria 
should be sirlified and that projects which benefit farmers with both 
sirall and medium size farms should be eligible for financing. The 
revised criteria are (liven in Section TI.C.2. 

Wiuh reslect to t]e indn(k:xl project' ; objective of 
inIproving the way the A&A rf inancing Faci lit:y is Ocministered. 
and the effectiveness of the project- in pronutinj agriblusiness 
investments, efforts willIb nawle: (a) to infltync the (X)01 to 
mocdify lx]icies in areas{ such as interest rates, ex)ort prcnoticn 
and price controls which iiipede private sector agribunsiness 
developrment and internal financing of investr.vnt r(olui rernts; 
(b) to decentral i ze authority wi thin the 1U1 for the rwinaqement 
of all its refinancing lines and to get t1, IDevelolnirit [Fpartmont 
to focus on planni nq, iY)ni toring and eval uat ion rather than on 
day-to-day project administrat ion; (c) to im)rove the capabilities 
of, andl incentive; offered to, participating ICTs; an l (d) to 
rehabi li tare the TAF. 

AlI)',; as;s is tAince strateqy for lk)]ivia is ) assist the 
CovernrtviL wi th it,; econcrinic stabi li zatl: ion pr cxram alr0 i ts efforts 
to resp nd to recent: natunra] (11isaster,-, t.() s;t px)rt pi-wvatie sector 
solutions to the cotut:ry 's dovelol-mnt trohlene;, and to f(c:us as
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sistance in the country's most promising grcwth pole, the La Paz-Cochabamba 
Santa Cruz Corridor. The revised A&A project is a key element in AID's 
assistance strategy. It will provide vitally needed investment capital for
 
private sector ventures which will contribute tu the recovery. The addition
al $ 10 million AID contribution to the A&A refinancing facility will be dis
bursed relatively rapidly since there is a backlog of unfunded investment
 
proposals on hand in the BCB and an over-all shortage of credit resources
 
within the econcmy. The puick disbursement of additional foreign exchange
 
will also provide Bolivia with much needed balance-of-payments support. The
 
revised project will also strengthen Bolivia's private cormercial banking
 
system and help to inrove and nake more self-sufficient an already function
ing system for promoting and financing private agribusiness and artisanry

investment. Also, it is expcted that most of the additional financing 
provided under the A&A line will be directed to the La Paz-Cochabamba-Santa 
Cruz Corridor, the primary target area of the USAID/Bolivia CDSS strategy. 
Eighty-eight percent of the refinancing provided to date under the A&A line 
has been in the D[partments of La Paz, Cochabamba, and Santa Cruz. 

C. Revised Project Description
 

1. Goal, Purpose, Outputs, Inputs 

a. Goal 

The revised goal of the project is to enhance the role 
of private agribusiness and artisanry enterprises in the Bolivian economy
and thereby increase the income and standard of living of small to medium 
size farmers and other po)r Bol ivians. 

Iolivia's economy has b)een dominated by public sector 
enterprises for the last thirty years. 'Me country has suffered frcm a 
long-term misallocation ,)f resources and inefficient pr(Auction and market
ing within the economy due to the dominance of state-wied enterprises. 
Poorly conceived and constantly changinq CfOI1 economic )] i cies have worsen
ed the situation. It is not an exaggeration, liven the plethora of examples 
of failed public sector enterprises, to say that what econcimnic progress 
Bolivia has made in recent years has ben due in large rreasure to the 
success of its relatively sirvll private sector. Rflxlay, the evidence of this 
is most conspicuous in tlie economically activre I)epartnunt of Santa Cruz 
where private sector eitell)risos dominate the ecxunry. 

Tho A&A project has a]so deDY)nstrated that the growth 
of private sector agribusiness and artisanry enterprises has brought sig
nificant benefits both to investors in those businesses and to rural and 
urban poor. 
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As explained earlier, Bolivia's economy is currently
 
going through its worst period since the 1952 Pevolution. Private
 
enterprises are having to adjust not only to the significant effects
 
of 	the precipitous droo in the exchange rate on their costs of production, 
but also to a widespread drop in purchasina power and internal demand.
 
To make the adjustments necessary to enable private firms to survive
 
and contribute to the country's economic recovery, additional investment
 
capital is required. If existing viable enterprises are allowd to fail
 
and advantage is not taken of new investment opportunities, the prospects
 
for recovery will be bleak and a major opportunity for benefitting
 
Bolivia's poor will be lost.
 

b. 	Purpose 

The revised purpose of the project is to improve
 
and expand the system for promting and financing private agribusiness
 
and artisanry enternrises through commercial banks and other financial
 
institutions, thereby helping provide the investment capital required
 
to assist them in contributing to Bolivia's economic recovery.
 

In 	addition to the investmnt needs of Bolivia's
 
relatively large agribusiness enterprises, early drafts of the Private
 
Sector Assessrent being carried out for the Mission indicate that,
 
for the foreseeable future, one of the economy's key potential grcwth
 
sectors will be the small and nndium size agribusiness sector. The
 
Assessment notes that most of these businesses will be located in the
 
Corridor and that the major constraint to increased investment, in
 
addition to certain COB economic policies, is lack of capita].. The 
Private Sector Assessment has also confirmed that credit for artisnry 
enterprises is still very difficult to obtain, both because of the 
relatively mall size of nany of these businesses and their lack of 
collateral. Artisanry enterprises are ii)ortant to B]olivia's rural 
economy, and collectively they make a significant contribution to 
employment. The reFinancing system for agribusiness and artisanry 
projects develocd under this project does not work perfectly, but it 
has proven to be an ip)ortant, and at tims irnislpnsible, source of 
needed investmnt capital. larnnded'Ie project will. augment the 
resources available through the A&A refinancing system and improve 
its operations, thereby contributing significantly to Bolivia's 
economic recovery.
 

c. Outputs
 

Over the three-year extension of tlye project, the 
principal additional outputs to be achieved by the project will be: 

* 	 An !rqrovrxl /A refinancinq facility. 

* 	 A functioning :sytem for the financing of feasibility 
studies, investigation of investment opportunities, 
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and training for both investors and ICI personnel. 

" Strengthened ICIs with better trained personnel, 
improved lending practices, and increased internal 
sources of lending capital. 

" Approximately 200 additional subprojects financed.
 

" Approximately 80 additional BCB and ICI credit officers 
trained.
 

" At least 25 additional feasibility studies financed. 

d. Project Ccuponents/Inputs 

The project's three principal components will continue
 
to be the A&A refinancing facility, technical assistance, and the TAF.
 

(i) Refinancing Facility
 

An additional $10 million in AID loan funds will
 
be contributed to the A&A refinancing facility. These additional re-
sources will initially be used to help finance new investments worth
 
over $18 million based on minimum estimates of the equity capital and
 
direct ICI credit which will be invested in them. This additional $10
 
million contribution to the refinancing facility, and the A&A funds
 
currently invested in existing projects, will also be available to fi
nance additional investments as they are rolled-over.
 

('i) Technical Assistance 

The total grant TA budget for the amended pro
ject is $750,000. In order to improve and strengthen the admin
istrative and technical capabilities of BCB program officials and ICI
 
credit personnel and facilitate t:'e delivery of credit through Central
 
Bank rediscount lines, the following technical assistance will be provided
 
nder the project.
 

(a)long-term technical assistance for the BCB's
 
Development Department. 

A long-term deve]oprmnt banking advisor will be 
contracted for a period of two years to assist the Developirunt Department 
(1) in analyzing sectoral credit requirenmnts and recanruending priority 
areas for concentration of credit resources within the economy, (2) in 
determining the appropriatness of refinncing credit terms and conditions, 
(3) in reviewing subloan analysis and reveiw procedures, (4) in establish
ing procedures for monitoring ICI lending petrformance as well as improving 
ICI loan information and reporting techniques, (5) in increasing the usage and 
improving the efficiency of the TAF, (6) in evaluating the socio-economic impact 



-18

of 	A&A subloans, and (7) in making reccrn:ndations for improving the 
overall effectiveness of the Central Bank's refinancing lines. The 
long-term advisor also will supervise the provision of technical
 
assistance to the BCB's regional officers and the ICIs, coordinating 
the 	activities of other consultants contracted under the project.
 
In 	addition, the long-term advisor will srnve a- liaison between 
USAID/Bolivia and the Central Bank. 

(b) 	 Short-term technical assistance for the 
Development Department. 

Uo to 12 person-months of short-term
 
expert assistance will be available to assist the Development
 
Department in carrying out specific tasks related to the revised
 
functions it has aqreed to undertake in managing the BCB's re
financing lines (i.e. planning, ICI monitoring, and program evalua
tion).
 

(c)Technical assistance for the training of
 
regional officers of the Central Bank and
 
ICI personnel.
 

The 	revised project calls for increasing
 
the 	responsibilities of the Central Bank's regional offices in project
 
review and loan approval, and for improving the project development
 
and loan analysis cap-abilities of participating ICIs. Most refinancing
 
requests will now be approved by the BCB's regional offices whose
 
staffs will be augrented and will require credit analysis training. 
Participating ICIs will also require intensive training in develop
ment c, it analysis aimed at strengtheninq
 
current credit review procedures and practices. Each ICI will
 
establish or improve a develolm-ent credit department with a fully
 
qualified staff devoting its time exclusively to promoting, analyzing
 
and 	monitoring the ICI's develoorent portfolio. One or two additional
 
loan officers will have to be hired by each major ICI branch and will 
be trained by A&A project advisors in loan analysis and monitoring 
techniques. Training for both ICI and BCB personnel will last one 
year and be carried out through on-the-job training and seminars 
which will be provided by a consulting firm with international ex
perience in private banking and development credit analysis. 

(iii) More Effective TAF.
 

To revitalize the TAF Program, the BCB has 
agreed to augment the staff managing the program to include at a 
minimum the following personnel: 



* 	A program coordinator.
 

* 	An economist.
 

* 	 An administrator responsible for contractinc 
short-term consultants to assist with 
training and promotional activities. 

* 	 An administrative assistant and a secretary. 

The above mentioned personnel will have full
 
responsibility for accorrlishing all functions related to the ad
ministration of the TAF. In those instances where additional as
sistance is necessary, however, the BC13 will contract appropriate
 
technicians and consulting firms for specific assignments (e.g.pro
motion, triining). AID will provide an additional grant of $50,000
 
to pay for 50% of the cost of selected consulting contracts required
 
to carry out specific TAF programs. The remaining 50% will be paid
 
out of the TAF's own resources.
 

(iv) GOB contribution 

It is estimated that the cost to the COB of 
managing the A&A refinancing line and the TAF during the project's 
three-year extended life will be $650,000. These costs include 
partial personnel and oFerating costs of the Developmrent Department 
and the BCB's regional offices administering the A&A refinancing 
facility. Partial costs of new regional offices to be established 
by 	the BCB are also includ]ed. 

2. Revised Subproject Eligibility Cr-iteria 

a. Project Categories
 

Agribusiness conci-n r; and artisanry operations 
of any size will be eligible for refinancing. Financing will be 
available for new p)rojects, expansion of existing operations, and 
working capital. It is expected that the average A&A loan will 
be larger than in the ixast given the fact that larger firms will 
now also be eligible; hc-%ver, given the limited resources available 
in the A&A fund, the miximnn refinancing avai]hble to any one firm 
will be $1. million unless a larger loan for a subproject clearly 
contributing to the A&A prolect's objectives can be' accomdated 
without unduly affectinq tyh availai lity of funds in the A&A 
credit line. Three such r)roject: r; inc 1 led in the initial set 
of subprojects presentedi in this PI' \TYndntz. 

ArlbuLsiness projects are defined as those which 
(a) process and/or market proxucts prcducel by farrers with small 
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(iii) Farmer Service Projects
 

- Provide, on a conmercial or cooperative basis,
 
production-related services to small to medium size farmers at reason
able prices.
 

(iv) Artisanry Projects (up to $25,000)
 

- May be located in urban or rural area, but 
must be owned and operated by small-scale entrepreneur (s) and provide 
a market for farm produce, offer new sources of employment, or 
manufacture a widely used product at a reasonable price. 

c. Feasibility Standards
 

Projects refinanced under the A&A facility must be
 
demonstrated to be financially, economically, technically, socially
 
and administratively feasible.
 

(i) Financial Feasibility 

A reasonable internal rate of return (e.g.,
 
minimum of 10%), with appropriate sensitivity analyses carried out,
 
must be demonstrated. The amount of equity investment (from the 
investor's own resources) reauired for any project, whether new or 
an expansion of existing operations, will depend on the nature and 
riskiness of the investmient and on the financial status of the
 
enterprise in the case of projects to expand existing operations or 
loans for additional working capital.. Unless otherwise agreed, 
hoiver, the equity investment required for projects undertaken by
existing firns will be no less than 157 of the total investment. 
For projects undertaken as independent new ventures, a minimum 
equity investment of 25% of the total nvestment will be recruired. 
loans purely to finance additional %',orkingcapital can be made with 
no additional equity investment, depxending on the current debt/equity 
position of the borrowing enterprise and its projected financial 
status. Grace periods granted by ICIs will also depend on the nature 
of project, and the financial status of the borrowing entity in the 
case of existing enterprises, but in no case exceed two years.
 

(ii) Economic Feasibilitv 

A positive econcmic return must be demonstrated, 
using a 15% discount rate (international oiportunity cost of capital),
with appropriate sensitivity analyses carried out. 

(iii) Technical Feasibility 

Aproriate production and engineering analyses 
must be ccupleted. Sources of supply, production costs, prices, markets 
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and competition must be fully investigated. Government policies
 
affecting the proposed project must be fully analyzed.
 

(iv) Social Feasibility
 

Important social factors affecting the viability
of the proposed project must be fully investigated, especially those 
affecting the receptivity of small farmers and the rural poor to
 
participation in the project.
 

(v) Administrative Feasibility
 

Evidence that the investor has the administrative 
capability and financial capacity to undertake the project must be given. 

The current A&A manual on project analysis and the 
application forms required for refinancing requests cover the above 
feasibility considerations fairly well. 
There is a need, however, to
 
simplify the forms, clarify and improve the procedures for project

analysis and, above all, ensure that ICI 
personnel are adequately trained
 
in project feasibility analysis. Measures to address all of these
 
concerns are contemplated in the amended project.
 

3.Project Implementation Constraints and Measures to
 
Address Them 

Over the past several months, USAID and BCB representatives

have carried out extensive negotiations regarding policies and practices

which have inhibited the full attainment of project objectives. These 
negotiations have dealt not only with the A&A refinancing facility, but 
with all of the BCB's credit lines, since the problems discussed are 
ommn to all of them. These talks have been very successful, and 
actions to revolve almost all of these constraints have been agreed upon. 

a. Policy Constraints
 

The full attainnnt of the project's objectives of 
establishing a well functioning and slf-sufficient system for financing
agribusiness and artisanry enterprises and enhancing the role of the
private sector in the Bolivia economy is currently being impeded by
certain GOB economic policies which are beyond the scol of this project,
by itself, to resolve fully. Some of the nnst important- policies
affecting this project are in the areas of interest rates, price controls 
and subsidies, and export prormotion. These and other policy concerns 
are being pursued by the Mission, in cooperation with other concerned 
donors, on a broaI>r level. Progress on the policy front comes slowly
and has been complicated by constant changes in GOB personnel. The 
Siles Government, recognizing the necessity for better analyzed and more 
consistent economic policies, several nonths ago requested AID to help it 
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set up an Econcmic Policy Analysis Unit. A project to establish the 
Unit has just been negotiated and signed, and the Mission is hopeful 
that it can be used as a vehicle to encourage GOB action on policies of 
importance to economic recovery and progress. In fact, two of tle three 
policy areas mentioned above which directly affect the A&A project-in
terpst rates and price controls and subsidies - are on the Unit's initial 
agenda to be analyzed on a priority basis. 

Within the context of negotiations to extend this
 
project, agreement has been reached to raise refinancing rates and to 
analyze GB policies regarding interest rates, price controls and sub
sidies, and export promootion as they affect the attainment of the project's 
basic objectives. Appropriate covenants will be added to the Project
 
Agreement to help ensure that these studies are carried out.
 

The Mission has long been concerned with GOB in
terest rate policies on two grounds: (a)the arbitrary way in which rates 
are set and (b)their subsidized nature. The GOB periodically decrees rate 
of interest, the primary ones being rates for camrercial lending and time 
deposits. The current rates were just announced and are 68% and 45% re
spectively. When adjusted upard or downward, the comercial lending 
rate is applied automatically to all outstanding loans, regardless of their 
maturity or purpose. The uncertainty implicit in such a system for both 
investors and lenders is obvious. With inflation currently running at 
an annual rate well above 100%, current lending rates are also highly sub
sidized, which means that the BCB's refinancing lines are being decapi
talized, investments are being unduly and automatically subsidized, and 
resources may be being poorly allocated. On the savings side, depositors' 
balances are also being decapitalized, and low interest rates are a major 
impediment to the mobilization of resources by credit institutions.
 

The OB is well aware of the problems with its 
current interest rate policies. Discussions regarding an indexation 
system which would provide for real rates of interest are underway with 
the IMF. It appears likely, although it is not yet certain, that indexa
tion will be adopted; hence, the financial analysis of the subprojects 
included in the PP Amendment have been carried out assuming indexation. 
For the time being, however, it has been agreed that the refinancing 
rate to be employed by tle BCB for all of its refinancing lines, which 
was 25% until last April while the commercial banking rate was 36%, and 
has been 38% with ccmercial lending rates at 54%, will be raised to 
55%, seven points below the new rate for cotmiercial credits (68%) minus 
taxes of 6%, which have never been charged on development loans. The 
GOB has committed itself to re-examining i ts interest rate policy with
in a period of si x nmonths of the signing of the amended ProAg for this 
project, with a view to raising the refinancing rate to the same level 
as the ccmercial lending rate minus taxes. A covenant to this effect 
will be included in the amended ProAg. As long as the current variable 
interest rate scheme remains in effect, the refinancing rate will. be 
adjusted automatically with the official rate on commercial credits. 
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The 55% rate will not apply to loans to small farmers and artisans. The
 
GOB plans, whether or not indexation is adopted, to apply a rate of 38%
 
to the refinanced portion of credits for small farmers in view of the 
price controls on most of what they produce. This rate will also be 
applied to the refinanced portion of loans to artisans. Larger farmers 
will receive BCB resources at 48%. 

Under the current interest rate scheme, industrial 
borrowers will pay a combined rate of 56.4% on their refinanced loans;
i.e., 55% on the refinanced portion (normally 80%) of their loans and 
62% on the ICI portion. Small farmers and artisans will pay a combined 
rate of 42.8%; i.e., 38% on the refinanced portion of their credits (80%
assured) and 62% on the IC1 financial portion of their credits. This is 
very close to the 43% rate for loans under the "nall Farmer Credit Program 
which also receives USAID support. 

b. Financial Incentives for ICIs
 

A basic principle adhered to by the Mission in its
 
negotiations regarding the revision of this project has been that the re
sponsibility for making the A&A refinancing system work and the financial 
rewards for doing so should be focused on the participating ICIs, which 
shoulder the risk involved in each subloan. Until recently, USAID was 
concerned, based on an informal survey of participating ICIs that adequate
financial incentives were not being provided for undertaking the extra 
work and running the additional risk involved in longer term development 
lending. ICIs were required to put up at least 30% of the funds for each 
refinanced loan and received only an 8% spread on B3 funds. This spread
compared very poorly with that available on short-term commercial lend
ing. In addition, banYs have been charging commissions, requiring counter
balancing deposits, and lending on very short-terLs in order to roll over 
their loan resources and charge additional fees. Considering that re
serve requirements have recently been very high (and hence credit avail
ability very tight), and that the neasures that USAID and the BCB want 
the ICIs to implement to improve their project analysis and monitoring 
capabilities will add to administrative costs, the Mission has been
 
convinced that, unless the profitability to the ICIs of using the BCB's 
refinancing facilities was enhanced, the ICIs would not participate to 
the extent desired. 

To remedy this situation, it has been agreed (1) to 
raise spreads to increase ICI profitability, (2) to lower the minimum 
required ICI participation in refinanced credits in view of the tight
credit situation and the tendency of ICIs to prefer putting their own 
resources into short-term lending, and (3) to provide for the ICIs to 
receive their portions of principal repayments first, thus enabling
them to roll these resource,; over more quickly into other types of 
credit or new refinanced loans. The percentage participation of an 
ICI in a refinanced credit will determine how high a spread it receives, 
according to the following table: 
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ICI Participation Spread 

10% - 14% 10%
 
15% - 19% 
 12%
 
20% and above 14% 

It is expected that most refinanced credits will 
contain at least 20% direct ICI financing. For such credits, partici
pating ICIs will increase their spreads 75%, from 8% to 14%. 
 The
 
higher spreads will be contingent, however, on each ICI creating

or improving its own credit analysis departnent (see next section).
The adequacy of ICI spreads will be exanined at least twice a 
and modified as necessary. If an indexation system is adopted, 

year
the

ICI spread will naturally be lower; but it has been agreed that it
will be set to provide a clear incentive to the ICIs to participate.
 

c. Financial St4rength and Capabilities of ICIs 

The banking sector *scurrently having to adapt to
 
a completely new economdc envirorunent. In the past, when the peso was
stable, banks were able to: 
(1)attract an appreciable portion of their
 
working capital from overseas sources and put little effort into
internal savings mobilization; (2) tie lending to the dollar to
provide for real returns and avoid exchange risks; and (3) take a
generally passive attitude toward their operations. Now with virtually 
no foreign sources of capital, de-dollarization, negative interest
 
rates, and clients in need of r.ore credit than they can provide,
Bolivia's banks and other financial institutions have been forced
 
to begin to make fundarental operating changes or go out business.'-f

Although some of the changes necessary in the banking sector are
beyond the scope of this project alone to address, Bolivia's bankers 
are well aware of the operational changes they need to make to survive.
Thus, given the fact that sources of capital for long-temn lending are 
scarce, it is a very opportune time for the [3CB to encourage improve
ments in ICI administ.dtion of BI03 refinancing lines. 

The principal project-reiated problems encountered 
to date with the ICIs involve (a) their relative lack of interest in
assisting borrowers to conplete the necessary dcxmrentation and
studies to obtain refinanced credits, (b) the relatively weak project
analysis capabilities of sor, ICls, (c) tnrnover amonq personnel
dealing with develo~vient credits, (d) the albsence of loan monitoring,
and (e) dangerously high lendinq-to-capital ratios. 

This last. problem is in a separate category.
After last Novemibr, existing "dollarized" loans were converted to pe
sos, and the peso anount of ICI loan portfol]os increasCd considerably.
There has been a delay in the allcoed revaluation of bank assets. 
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TEN PROJECTS EOGETE
 

($ 000) 

NPV Year 0 Year 1 Year 2 Year 3 Year 4 Year 5 Year 6 Year 7 Year 8 Year 9 Year 10 

A. Ives .ent 
Revenues 
Costs 
Net Flow 
Net ! 

18,544 

31,633 

17,419 551 
9,537 
5,520 
4,017 

551 
11,916 
6,426 
5,490 

348 
14,114 
7,459 
6,650 

14,830 
7,712 

15,211 
7,924 

14,572 
7,315 

14,788 
7,171 

15,018 
7,466 

11,880 
5,488 

12,146 
6,049 

est-nt) (17,419) 3,466 4,939 6,307 7,118 7,287 7,557 7,617 7,552 6,392 6,097 

C 

1-3,093 
30.45 
1.71 

B. nes e-ent 
Re ues 

.10% 

Costs 
Net Fic " 
Ne 'F-ow-

Iinc !u-di.g 
I.n-es nt) 

18,544 

24,929 
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(17,419) 

551 
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5,520 
3,063 

2,512 

551 

10,724 

6,426 
4,298 

3,747 
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12,703 

7,459 
5,244 

4,896 

13,347 

7,712 

5,635 

13,690 

7,924 

5,766 

13,115 

7,315 

5,800 

13,309 
7,171 

6,138 

13,516 
7,466 

6,050 

10,692 
5,488 

5,204 

10,9" 
6,049 

4,882 

'RR 
-B.C 

6,385 
22.90 
1.34 

C. invest nt 
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Cost '--;D 110; 

.et 0 
Net Flowkinc!,udi ng 
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18,544 

28,056 
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551 
9,537 
6,072 

3,465 

2,914 
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11,916 
7,069 

4,847 

4,296 
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8,205 

5,909 

5,561 

14,830 
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15,211 
8,716 

6,495 

14,572 
8,047 

6,525 

14,788 
7,888 

6,900 

15,018 
8,283 

6,735 

11,880 
6,037 

5,843 

12,146 
6,654 

5,492 

IRR 
B/C 

9,513 
26.46 
1.51 
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projects will also be required.
 

d. Role and Performance of the BCR
 

One of t-he principal problems with the administration
 
of the project to date, and one that has had a lot to do with the fact
 
that the performance of the ICI's has not been as strong as desired,
 
has been the BCB's wak management. The Central Bank has always felt
 
that its primary role was to manage the process of subproject preparation 
and loan approval itself, rather than to h-1p the ICTs to do so. Farther
mre, there has been a pronounced tendency to centralize the loan approval
 
process in La Paz, which has significantly delayed and caomlicated loan
 
processing. Even though ICIs already have the authority to approve loans
 
up to $15,000 autrnht.iLallv, the'; raolv hav',- done so because they know
 
they will be second guessed by the B3B and thus risk having an already
 
disbursed loan disqualified for refinancing. Some loans have had to go
 
through five reviews (t] ICI, COPR (Regional Technical Office), BCB
 
Departmental Agency, the Development Department, and the BCB's Central
 
Credit Comittee) before finally being aoproved. 'Ihe BCB's regional
 
offices and the DeveloFient Departrment have often been involved in
 
periodic lc n disbursemrent decisions which should be resolved between
 
borroers and their banks. Besides retarding loan processing, such
 
deep involvenent in the day-to-day rninagement of the refinanced loans 
has left lii:tle or no time for the 13GB to carry out its legitimate 
functions of planning, ICI monitoring, and program evaluation.
 

To address this problem, it has been agreed that 
it will be rnile clear to the ICls that they are responsible for sub
project analysis, control and monitoring. Loan approval authorities 
throughout tl BCB system will be raised immcdxiately, and organizational 
changes made so that only the very largest loans frcmn other departnents 
will require a)proval in la Paz. Aprovals obtaincd at the appropriate 
level within the 1301 wi I Ix-final so that- ICIs will no longer have to 
guide loan requests through several levels within the BCB. 'I'he new 
approval limits are as follows:
 

ICIs: up to $15,000 
O(YRs: $15,000 - $25,000 
Agencies ard Dev(lojim- nt Dept.: $25,000 - $300,000 
130 Credit C(rinittee: over $300,000 
USAID concurrence: over $600,000 

qbp staffs of thie (1T,; and Agencies will. be augmented 

as necessary to nicet their new- respm.nibi 1t ie.s, and they will receive 
training fran the qrant-funded consulting firm to Ix hi rel. 'The approval 
limits of tle ICIs and the (YI'TLwill lxv (rarhL lly rai.sed as the project 
proceeds and they LhoccTir fvwe proficient in loan arnalysi ;. 

In addit: ion, it has lhn a(Ireel thiat new uIlts will 
be established where neededl to attent to refinancinq reuuests at regional 
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levels. The most conspicuous absence of OTRs inhas been the Departments
of Oruro and La Paz. Refinancinq requests fron these two departments have
had to be sent directly to the Development Department. The BCB has just
taken action to establish an OTR in Oruro and is currently considering
whether to establish a sectionseparate 7ithin the Development Department
or an autoncmus OTR-type unit within the BCB to handle refinancing
requests for the Department of La Paz. Cu-rent plans also call for
establishment of other new OTRs in various arts of the country. 

The Develolment Department is currently staffed andorganized adquately to handle its planning, mo.itoring and evaluation
functions, with two exceptions. The staff of ti.-" Department's unitwhich manages the TAF needs to be augmented and rei'rained. The measuresconterplated to iniorove that unit are elaborated in Section II C.3.f

below. The other longstanding area 
needing improvement is the Departrent'srecord keeping. The existing AID loan includes $15G,000 for purchase of a conputer. Numerous studies have been carried out 1o determine what
type of facility should be installed to meet the Depirtmnt's require
ments, but, to date, no decision has been made. The Department's

information management system must be designed to remToond to its
legitimate planning, monitoring, and evaluation functions. 
 Now that 
agreement has been reached to decentralize loan approval authority,

it should be possible to design a system and complete 
 the purchase of a computer within six months. A covenant to this effect will be includedin the revised Project Agreement. Funds reserved for the computer

purchase will be reprogrammd if they are not comitted within six 
months.
 

A revised list of duties for the Develojxnent Department related to its planning, monitoring and evaluation functions hasbeen agreed by USAID and the 13GB and is included in Section IV.A below.The project's long-term advisor will assist the Department in mahing
the transition required to carry out these duties. 

e. Loan Application Documentation 

Thie loan application docuncents required by the BCB
for approval of refinancing requests have tended 
 to be cumbersome anddesigned more to meet the perceived needs-, of 1303 officials rather than
the credit analysis needs of the ICTs. An examination of the documentation made by a develoument banking expz rt hir( by the Mission
revealed that the forms re(qured by the IVB contain information ofrelatively little value to those involved in approving refinancing
requests and, at the same tiiwe, lack vitilscryr information, such asdebt service ratios, needed by ICT loan officers to decide whether 
to approve credit requests. 'Tis consultut also felt that too much
information was re(quired for -m]] l(ans. 

As a result of the recomnndaitions nmade by the USAIDconsultant and the aqreement reached to transfor loan analysis and 
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approval authority to the ICIs, initial steps to simplify loan
 
documentation requirements and review procedures have already been 
agreed. In addition, the consulting firm hired to instruct BCB 
regional officials and ICI loan officers in loan analysis will
 
undertake a thorough review of the forms and nrocedures used for 
loan approval with a view to streamlining them as much as possible.
It 	 has also been agreed that a review will be made of feasibility
study require-ents to ensure that they are complete and meet the 
criteria outlined in Section II.C.2. 

1t o measures have already been taken to siTmlify
loan documentation and nrocessing. First, the funding liits applicable 
to the use of the BCB's refinancing forns (which do not require sup
plerental feasibility studies) have been raised as follows: 

* 	 Artisan Loan Form - $25,000 
* 	 Agriculture Loan Form - $50,000 
* 	 Livestock Loan Form - $100,000 

TWrking Capital Loan Form - $250,000 

These form contain the information required to make a decision whether 
or 	not to extend credit but do not oresent it in as detailed or compre
hensive fashion as does a feasibility study. Secondly, the amount of 
information required to be subxitted by the borrower and how it is 
disbributed have been revised in accordance with the objective of for
warding to the decision-making level within the BCB only that infor
mation which it actually requires. ICIs will keep in their files pro
forma invoices and construction budgets and plans. They will forward 
the following to the BCB office responsible for making the decision 
whether to approve refinancing: 

* Loan Form or Feasibility Study 
SICI Loan Analysis Summary 
. Statement that ICI has on file various legal 

documents
 

f. 	 Poor Performance of Technical Assistance Fund (TAF) 

The TAF was set up to meet a variety of needs: (i)
finance feasibility studies and management assistance for sub
borrowers; (ii) finance sector investment studies for ICIs; (iii) 
train ICI personnel in the project's lending criteria and project
analysis techniques; (iv) finance nrcmtional programs to increase 
public awareness and use of the BCB refinancing facilities; and (v)
fund selected administrative support costs of the M3IG(e.q. vehicle 
purchases). To dati, the TAF has been used to finance 15 feasibility
studies, 25 seminars and courses for [CI personnel, a few publicity
campaigns, two special investment studies, various publications
(including a TAF manual), support equipment, and assistance to bor
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rowers in filling out loan applications. The level of TAF activities
 
has never really met established objectives. The primary fault for

this rests with the staff which manages the program within the Devekp
mert. They have handled the program in a highly bureaucratic way
instead of responding to the real needs of ICIs and borrowers. Adequate
contacts have not been maintained with consultants capable of carrying
out feasibility studies. Applications for assistance with studies 
take much too long to process. Training has not been carried out on 
a continuing basis. Most borrowrs and many ICI loan officers are 
unaware that assistance from the TAF is available, despite the pro
notional activities which have been undertaken. * 

In an attempt to circumvent the current TAF bottle
necks and improve the program's managenent, USAID initially proposed
that management of the program be contracted out. This was unacceptable 
to the BCB. However, the BCB did agree to augment the TAF staff, make
certain personnel shifts within the unit, and use outside consultants for
specific key tasks. For instance, it has been agreed that a publicity
fin will be hired within the next several weeks to design and carry
out a much needed national prcaotion program in conjunction with the 
extension and increase in AID assistance to the A&A refinancing line.
Proposals from several firms are currently under consideration. In
 
addition, when 
 specific training programs are required, it has been agreed
that outside consultants will be used to design and implement them. 

The enlarged and hopefully improved TAF staff will be
given six months to improve its administration of the progran's feasibil
ity study program. Revised guaidelines for use of TAF resources have
already been issued. If clear improvements are not evident, it has been
agreed that this function will also be contracted out. USAID is hopeful
that these measures will improve the administration of the ' andTAP, plans 
to monitor this component of the project more closely than if, the past. 

g. Availability of Foreign Exchange to Sub-borrowers 

The GOB currently maintains an official exchange

rate of $b200 to US$1. T1Ye Governnnt unofficially tolerates
 
the operation of a parallel nrket (current rate ahout $b500 to
 
US$1) because very little foreign exchange is available for sale
 
to the public by the [K'13 at the official rate. Since the official
 
rate is 
 the only legal rate, investors reluiring foreigrn exchange

to purchase imported qo(xis nist obtain permi sion from 
 an inter
ministerial exchane carr'mi.f;,ion to purclva ;, forei(jn exehancie at the
 
200 rate in order t:o ijr4)o)t logl,/V. Icently, there have been 

• In fairness to the TAF. -,taff, it shohlx ,lnitione(xt that experience has 
shown that most r' _'litm to lr(je size borr(.W'r.; an1d the ICI.; they use texd 
to have a working relationship with a particular consulting firm and
often are unwilling to go through tes., -;eloction t)rocxedlres' iltposed by the 
BAB for TAF financing. 'Ml~e ' (f)rtassist-ance )r(,vidted by the TAFI,there
fore, naturally ap)ii,l s nn)ro to SullIr x)rr;(e rs. 
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cases of loans approved for refinancing through BCB facilities for
which approval of necessary foreign exchange purchases has taken 
several months. 

The Mission has pointed out to the BCB the obviousfact that, in the case of projects requiring foreign exchange, the
BCB's approval of refinancing 
is useless unless the borrower receivesprcnpt approval fram the Exchange Coimission to purchase requiredforeign exchange. The Ccnmission is not controled solely by the BCB;however, it operates under the auspices of the Minister of Finance,who will be signator to the amended project agreement. It thereforehas been agreed that a covenant will be included in the ProAg whicha) will require that, as part of its review process, the BCB will fully
investigate with the Exchange Ccumission whether there is any problemwith making foreign exchange available for those projects which requireforeign exchange, and issue a statenent .o the Exchange Ccmmission
concurrently with its approval for refinancing which supports the

borrowers' requests to purchase foreign exchange, and b) will caumit
the GOB to process such requests on a preferential and expeditious

basis.
 

4. Initial Group of Subprojects
 

When the amendment to the A&A project was proposed, itwas agreed that most of AID's additional contribution to the project
should be disbursed as quickly as possible in order for the foreign
exchange provided to have the most positive effect possible on Bolivia'seconomic recovery. Accordingly, during the intensive review, eleven
subprojects, 
 which are in varying stages of preparation for submission
to ICIs and the Central Bank, were in depth.examined Profiles of theprojects are presented in Annex A along with preliminary financial andeconomic analyses carried out by the project development ccumittee toverify that the subprojects were good potential candidates for financing. The methods used to analyze these projects are explained in
 
Sections V.C. and V.D.
 

Based on these analyses, ten of the eleven projects,which will require financing from the A&A refinancing facility totalling $9.76 million, were found feasiblec*. Some of the ten projectswhich were found acceptable initially for the purpose of this PPAmendment will require more study and analysis before they can beapproved for refinancing by the BCB to ensure that ccmlete financialand economic feasibility analyses are carried out and to design the
projects to maximize the benefits they bring to the poor. Althoughthe results of the analyses carried out in conjunction with the PP are preliminary, it is expected that all of the projects examined 

The San Roque cattle project's profitability was found to be relatively

low. Given the indirect benefits this project will bring to small
scale Santa Cruz cattlemen, it will be re-examined in depth.
 



-32

will be ready for final approval within the next few months. Of the
 
eleven projectq, six have almost completed feasibility studies and
 
five require feasibility studies which should be completed within 
three months. All of the projects will have to be formally approved 
by the BCB once all necessary studies have been ccxrpleted. 

The projects examined for this PP Amendment are: 

Type of Project Total Cost A&A Loan 

1. Santa Cruz Slaughterhouse slaughterhouse 3,936,000 2,128,000 
2. Industrias de Aceite S.A. soy flour 1,444,500 739,200 
3. La Criollita rice seed 187,000 72,000 
4. Sociedad Industrial y 

Corercial vaccines 2,356,000 1,400,000 
5. Universaltex Ltda. wool cloth 6,870,000 3,849,600 
6. La Lana Ltda. sweaters 382,300 260,300 
7. Curtiembre Oriental tannery 1,246,500 734,900 
8. Av~cola Chulumani poultry 92,000 64,000 
9. PROAVE poultry 432,000 185,600 

10. Hacienda Santa Rosa 
Grossberger turkeys 480,000 326,000 

11. San Poque cattle breeding 1,287,000 642,400 

TOTALS $18,713,300 $10,402,000
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III. COST ESTIMATE AND FINANCIAL PLAN. 

Tables showing the additional LOP contributions to the project framAID, the GOB, participating investors and ICIs, and a disbursement schedule 
are shown starting on the following page.
 

Disbursemnt procedures will be as follows: 

Refinancing Facility: 
 AID will deposit pesos in the A&A refinancing facility on an as-needed basis; i.e., reflows will beused to finance approved subloans before additonal AID funds are
deposited into the refinancing account. Subloan disbursements
from ICIs to borrowers will be made according to disbursementschedules agreed to between those parties. Disbursenent frctn theBCB to ICIs will be made at the request of the ICIs as required
to meet scheduled disbursenents to borrowers.
 

* Local Costs: Peso disbursemnts for TA contracts will be madedirectly by the BCB project rnanager from a special project
count established to 

ac
receive quarterly advances of AID fundswhich will be made according to iRl)]enentation plans and quarterly budgets mutually agreed to by USAID and the BCB. 

* Dollar Costs: Doiiar disbursements for TA will be made directly
by USAID. 



COST ESTIMATE AND FNANCIAL PLAN 

(US$ 000) 

AID TOTAL GRAND 
GRANT LOAN AID GOB INVESTOR/ TOTAL 

EX IC FX L-C LC ICI IC 

Technical Assistance 
Long-Term 230 230 230 
Short-Term 520 50 570 570 

Refinancing Facility/Subprojects 10,000 10,000 5,625 15,625 

Administrative Support 650 650 

750 50 10,000 10,800 650 5,625 17,075 



DISBURSE24Ew SCHEDULE 

(US$ 000) 

FX 

1983 

LC EX 

1984 

LC 

1985 

EX LC 

1986 

FX LC 

AID 
GRANT 

Technical Assistance 
long-Term 

Short-Term 
115 

200 20 

115 

200 20 120 10 

230 

570 

LAN 
Refinancing Facility 

TOIAL AID 

GOB 
;Achniistrative Support 

5,000 

5,000 

90 

315 

5,000 

5,020 

216 

315 20 

216 

120 10 

128 

10,000 

10,800 

650 

EWESTOR/ICI 
Subprojects 2,812 2,813 5,b25 

GRA,DTOTAL 7,902 315 8,049 315 236 120 138 17,075 
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IV. IMPLEMENTATION PLAN. 

A. Implementation Responsibilities. 

1. Development Department. 

The primary responsibilities of the Development Department 
are currently undergoing a change in focus from direct attention to day
to-day credit processing and approval to the broader management areas of 
policy making, planning, monitoring and evaluation of the Central Bank's 
refinancing facilities. The Development Department will be responsible 
for carrying out the following tasks:
 

a. Planning. 

- Estimation of domestic credit requirements in various 
productive sectors and determination of whether they are being met, as ell 
as assessment of the need for greater savings mobilization and/or additiona 
external lending resources. 

- Continuous analysis of domestic credit markets to 
ensure that lending terms and conditions are appropriate. 

- Establishment of procedures for BCD review and analy
sis of refinanced credit applications. 

- Establishment of ICI subloan monitoring and reporting 
requirements. 

- Review and coordination of procedures for the use of 
TAF resources. 

- Establishment of survey and evaluative instruments 
to determine the socio-economic impact of refinanced credits. 

b. Monitoring. 

- Promotion of the use of BCB refinancing lines to meet 
sectoral credit requirements, through a more active TAP program. 

- Monitoring the operation of BCB refinancing facilities 
to see that credit funds are flowing smoothly, taking corrective action 
when necessary. 

- Monitoring ICI performance through (i) financial 
statements and reports and (i) spot checks of ICI offices and random 
samplings of subloans to verify accurancy of reporting. 
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- Undertaking post approval review of selected subloans
approved by ICIs, OTRs, and Agencies to ensure compliance with refinancing

criteria and analytical requiremnnts. 

- Management of the ICI reporting system to ensure that
adequate data is collected on loan approvals, delinquencies, anticipated

credit demand, and subproject impact. 

- Supervision of the consultants providing technical
assistance to BCB regional offices and participating ICIs.
 

- Sujervision of the promotion, investigation, training,
 
and feasibility study 
activities undertaken with TAF resources. 

c. Evaluation. 

- Review of annual. ICI reports on subproject socio-economic
impact and reporting to USAID/Bolivia as necxessary. 

- Carryinq out of periodic evaluations of both the efficiency of the BCB refinancing facilities and the impact of subproject 
financing.
 

2. Agencies and Regional Technical Offices. 

The BC13 Development Department is supported outside of La Paz
by two BCB agencies, one in Cochabamba and the other in Santa Cruz, and
by five Regional Technical Offices (OTRs) in Tarija, Sucre, Potosi, Oruro, andTrinidad. The BCB agencies are larger than the 
 PRs and have More authority
for loan review and approval. The agencies have administrative and technicalstaffs which are primarily responsible for monitoring ICI performance and
will have authority to approve loans of up to $300,000 
in refinancing from
the BCB3's lines of credit. The four OTRs, which were established in 19741975, are staffed wi th an c.iDnoist i(i-in agroncnist who provide technicalassistance to branches of IC1s with develoxment credit portfolios. Loan
approval authority for 
 the OT1Rs will bxe set initially at $25,000.proposals above this xinount will be forwarded 
Loan 

for review directly to the
corresponding 13CB agency theor Development Department. 

3. ICs. 

In order for the Idis to remain eligible to draw down fundsfrom the A&A line of credit-, tivy will have to establish new or upgradeexisting develomnent credit analysis units. These units will be set upwith the following minimtju nt nax~r of technical personnel and will beresponsible for credit anailysis, control and follow-up. Each ICI centraloffice will therefore be rxluired to incorplorate the following personnel
into the bank's credit analysis unit:
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* Director of development credit
 
* Economist in charge of project evaluation
 

Agronomist specializing in project development, supervision 
and evaluation 
Industrial engineer also specializing in project development,
 
supervision and evaluation 
An accountant/financial analyst in charge of internal control 
and portfolio management 

In addition, each ICI branch office handling refinanced credit 
will be required to incx)rex)rate the following personnel to support develop
ment credit operations. 

A credit analyst 
An accoiuntint /finncial analyst in charge of internal control 
and portfolio nanaqement 

All. les participatin in the project will strictly adhere to 
reporting and credi t infornvition reqIuirements of the Development Department 
for each line of c-edit ,available through the BCB rediscount system. 

B. USAID Monitoring. 

An officer within the USAID Private Sector Division is currently 
assigned as the project manager for the A&A project. The project manager 
has already established good working relationships with appropriate BCB 
officials within the Levelopment Department. Ile will also have to inter
face more directly with officials of participating ICis as a means of 
gathering information on suLproject activities and determing the effective
ness of the refinancing line and ongoing AID-funded technical assistance. 
In these endeavors, the project manager will receive support from the USAID 
Controller, Project Development and Implementation, and Executive Offices 
and also work closely with the project's long-term technical advisor. 

C. Procurement Procedures. 

AID procurement --cgulations with respect to IC1 projects will be 
followed. These regulations will be clarified in a project imlementation 
letter and included in loan agreemnents between the BCB and participating 
ICIs and in each subloan contract. The rules to be applied are as follows: 

a) Normal All) .irc(. and origin and procurement procehures must 
be followed by the N.7B, ICIs or suh-lnrrowers if AID-provided dollars are 
used.
 

b) AID will rot. riequire adherence to any special procurement 
requirements for subloans under $5,000. 
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D. Schedule of Major Events.2 

1.Mission 1approval of A&A PP £me nt . August 19, 1983~.. 

2 . A&.v-nmn authorized and 1loan.~, 
age n signed, YAugust 3,18 

~~3 Conditions precedent~ to. disbursemnent .. 
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12. All A&A amendment 
disbursed. 

loan funds fully 
July 31, 1985 

13. End of project status r

pletion of major object
project. P'inal project 
completed. 

eflects com

ives of the 
evaluation 

July 31, 1986 

A revised schedule will1 he prepared for TAF activities which will 
be incorporated into tihe detai led project impqalementation schedule to be 
prepared by the T3CI3. The WD1's schedule will also include specific targets 
for approval of refinaincinq requests. 



-- 

V.~9-	 P- CTAALSS
 

Thssection of~ the~PP Akpendment i~s intended tosuppl.ement the, na 'yses~
presetd in the original.PP arid to'discuss briefly selected feasibilityA~
issues 	which wer~e not''addressed' in the originallanaJ"yses or have aiseri-' -

t\ 

sinehatPPwa competed. Where~applicable, concurrence with.,the con
~clusions of the oiia nlye sntd 

'~.4.v'~'~ -Technica1-Ana lysis,~4 ~ ~ ' 	 ~-'~

~ ~'C1. Availability~of Consultants.~ 

~"~"' Khe <positive concl~uson in, the,original ~technical analysis ~&r'eA
garding the avai12abilityoconsutants-locally- to assist sub-borrowers in -

Sproject elaboration remlains valid. This has, nvst recently been reonifirmed 
., when the Missiori'was'able~to hire'the sorvices of 4several firms to prepare

feasibilitV4 studies for' the Chapare Regional Deveop*nt project hcha 
'similar anysisreuemns 

2. -Demand _for'Agribusiness anldArtisanr Creditd 

-In the dsusino Bolivia's current economic situation 
~(Section II.A.2), itwas estimaited that there is -apotential total demand '~ 
within the Bolivian economy for a'gribusiness andlartisanry credit of1 over 
one billiondollars over'-the ;nbxt.,three years. The.Private Sector Assess, 

merit currently being comipleted 1for USAID/folivia points~out bth that the 
agribusiniess'Ksector 'isthe nest promising~ areafor fuiture growth within 
the Bolivian eoor~iy- and~that artisan enterprises will oontinue to-be key
factors in-the development'of. the rural econo.ry. 

, Another'clear indicator of unmet dCnand for agribusiness and 
art-isanry credit is the fact, that projects with over $ 29 million in credit 
requirements" from the A&A refinancing facility are'.currently being invosti
gated. It should also be noted that over .46% of. the A&A 4refinancing fa-
cility's disbursermnts to date were nialdo during the lost year and a half, 

' 

.~ ~~;>' 	 a period during which B~olivia has been experiencing its worst eoononic 

crisis in 30 years. These facts clearly support the basic assunption of"< 

'
 

this project amendment that demnand for agribusiness anid artisanry creditt
exists~as a result of the concaic crisis, both' because of the 'adjustrnents ~ ~ ~~~' 
inexisting, operations needed to be~niade by existing firms and the newof 
opportunities for exportsa and import substitution the large devaluation o
the peso has 'presented to the private sector. ' 

ICI Willingness to Participate.' 

The revse poet' design depends. mora 'ian ever on the.wllnssndthei lits o participating ICIs ,to take a more active 'role
inasisig herclensto develop bankable projects and in ensuring 

",that~~4)>~~~' the 'A&Arefinancing facility works as, intended. The technical < 
. 

> -
" 

I 

3 

http:econo.ry


-- 

ab3iiy of particpating~ IC s to do soa will be iprove wth project aS
sistance. Ther willingness to create stronger loa aiiayi ' Mnto
ing units'and asueamr cive'xro1e inv promo~ting develomnt 1ending 

wil~deedon 4th eexen towich they realize and accept the operaional.
changesthey need t makea to' respo~nd to Bolivia''s new econondc situation' 
and the V id ionger liending finiancialexettrhihte tenn developmnent 

-cent- intriw -wt-prtcp ig-aksi-ws-ae-cer
tobt BCB and USAID ,officials tht mos~t bankers are very cogizant of 'i 

mnore cometitive and risky xnvronm'nt{ ihich they mst no op~erae For. 
instance, given the lack of etra suces of ending apia n urnl 

hig orthefist tijetver, banks are cmpeting fo,-rqurevent, 


ac.ta bakr realize.)ttfnordi'to~ract and akeep clients,~ they 
mus 1'onger,.e finigeds Thb-,aletohelp themn meet-their 

S required,:-transition wihnthe1 oivian' banling sectormill noEt occur over
night, 'and' all e~xisting bainks -may, not survive; but a hneo td on
 

a.~ ~ 'h pr of bankters is clearly evident.,~ VII<'' '' -. ~aa
 

~ .- Before agren on th:eleinents. of: a. revised incentive: packagea
 
ecorae~ort active IC use ofta~ BCB'sarefinancingdlines,,meetings ,.,


were' held with all of~the major'ba'nk's to getth~ir' reactio'nIto, the proposed

changes i.nreuemn '',fr.ti ~atcptoniC~eia~n'6v:

ties and to the miasures contemplted toincrease tie profiitability of such 
 a~'~>4 

participation to 1theaIC~s.. Wi'th no~teceptions , athe bakrintrite 
Sindicated theiriligns to - ret loan -analysis'divisions:(tiAny had, ,~.a. 

toa'aa.doo Mt patcpt ctively< inf fforts8to,,streamliinei
 
~y~~aaa Joan analysis and review procedures.: They also welcomed'the6'proposed~chaiige


in spreads and other measures d sig~dat oo e~tivearmoreaa 
ticipation. a 

4Investor Willminnessa 

a-Allthough~ .4a~'~ there is a large potential demnand for investment ,cedit,>~a~ 
if entrepreneurs 'and the owners of existinga enterprises~ are not,willing'to 

"a47risk irnvestingigiven the acurZentE Uvia eonnmic and political 'situation, 
->-ap a the'project wi.ll -1not be. 1, are to major'beo att~ain4 its ;&veal goal., -There ar- 1 

In~d~j~ns :o investing innoclivia ltoday 2 the jincerainecoroxoic situationand antagoismV from certain elements of the cu~rrent Goenet'oad the 
prvtsector...
 

aTheaa'a economya iscr-'al gon thouh wr In'a a djsmen 

in--te idtafneotaton wih'hoD -, oncrnngh a-lwrenngthe -ausmnt Aa'a-< 

~ ~-~~aa-a- conidcl stabiliation program and an Extended, Fund Facili ty arrangement4 



Alth3ough th econoadc' situation is~better than it, was before October 1982! 
the oulook is sill farm'lropv certain. At the same~tinme, the~Siles Goven 
men t s at tude towa rdthe pivate secto~r canbest be described. as amrbiva

lent Depite~thi.s,, privatLe biusinessinen kno tht s las theyae~
tlokout for themselves. Mot -thenm are verj.aware~ of the dudans 

4Toder to survive* ~ ~ fri~i1,ae~~ ~ ~ thf n 	 'and tlieopporunities
which~ th evsdeconomni& sj'tu'aton hasad a mdng the,~~~n~es'ha £O A ,brought, n'yiiO 	 y ade 

ncning l.inre "has'ben highe'duing th atya andah~lf than. during 

Two inetnnprojects with which USAID ha's been involved~
renll ustrae this point. ,The Taquifia Brewery has, invested large
siiiis~ of'mney to expand its productioncc~~city and borrowed Ih&vily~tho,
inac cotiacts for the purchase of ba~rley fproduced locally wh{ich iL willS" process~ into,,malt. (It is doing sobecauseothfalitevlu ffe 

past awhich wilmakes iprhbtvely expensive to'import ialt as in the 
pastandwll mre feasible.~whih akeexports;much 

billann, afoodl processing2 and canning company also has 
increased its production' ca~paci Ly. significantly.. It is< in the process of
establishn supply relationihhips- with farmers in the hpr einna

& ~. 	 its plant 'in Cochabambain 'order to reduce its, production costs and main ;
tam nrmre reliable supply channels. :It'also looks forward to, increasing

eyxportation~of sown of its products. 

*~ ~ jiThere' is no doubt that as the ecooic stabilization program '"~ 

~becomes mo~re adv~anced aind the ,Siles Government's attitudeurris less 'tazbi-r 
>2 valent,and more-suportiv~e of private 'sector expansion, investors "wilL feel~ 

.,oecomfortable about investing,' and 
""~ 

mreronew investmeont 'will be ~ '&Yg 
Splacd. It is, one of :USAID.'s primary objectives to help~rare the GOB ~in, this '~W 7
direction.§ Even under 'current conditions, howver,'the need for resources to
finance new privatesector investments is clear. " '',>TY 

B. Financial Analysis 'A 	 ' 

''N ~2W2. r1. methodology' 9..'i'!' 

Thisctonexplains temhosused tocarry-oth rlmnrfinancial analyses, 'of "the eleven subprojects investigated -for initial financing
,from 'AID's, additional contribution to the A&A refinancing, facility*. :The .'~'
standards for final financial these' and'other to beanalysis of subprojects 

applied duigte eann 
life' of'the project are outlined in Section 

- > ~ ,,'All eleven of the subproject reviewed are in <the LaPaz-oabamba- < 
San"ta,~Cruzi Corridor., Studies of the possi1ble projects were begun~ by the '"" 

N. ft 	 involved firms' ithin th&'last 18 months, FDour'of the pr~ojects have "'".,. 
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~feasib I ystde which were recently concluidd two have feasibility
_.,.,St~ies wjhich. required ~updating for this analysis, an the remaini
fiepoet aepefaiiiysuis It isi unders-tood thiat all4;<c-

,,f h firms whs&projects were ihvestigated for this PP Amni mnt must 

~ 

-

IC3s ad"te1 BCB' in order-'to reeive A&A 
~thi css wil~becopleted within 90 

financing.,-' It is expect'ed 4that~ 
days Fof the signiing of 'thePro~g~jj 

~~~~In o~rder -to prepare the subproject profiles and analyses - F,~4 

i~ncluded in Annex A of'-this PP Amrendment, 4the managers of each'.of the -~' 

- eleven ~firmsJ were interviewed by members of 4the ,CB/AiD project:,develop-
mttand IBased ,on -the :information, recoIeived4 regarding -product-,supply_~

d4Aand demand, prje6tedsales, ,volumne, .' product ,prices, an-d 'anticipated pro7
dutonadadmitrationr and mar-keting costs,,-the team -

- i4'.~F4t.teirents and cash~-flows 4for- each sub~roject. From these figures, 'pro
~'~P-~<form balance sheets,,were-developod and projected~ fiacia1'ratios 'were,

derived. All financial'projections were oonstructed on an incremental~f .-

purpo of -, only the-subprojects themselves',were anlze. For-the F 

purose ofthe-PP Amendi-rvnt, m attempt was made to analyze the ,fiancial 
wonillno 'entire' firMS with'the addition~ of the, proposed' activities., -

'~--

'"" 
'F 4 

'csediicm 

- -F

- ~ 
F,.. 

~~'~~$71~;1Ai basic' and important: assumiption mnade in the financial pro
jcions i that revenues and csts will be equally affected, by inflation. 

F-,' id 183unit price and cost-data was used and 'projected forward without 
-. ~ -change :in accordance with this assu~ption. -,' - -

-

-Gross sales volumes were 'estimated by the, firMS' executives

b~.-ased on market-demand and- potential competition.% In some analyses, 
Fadjustments, w'ere made if the 'investors' pro-------ssceemed unrealistic.' 

-- 4For exniple, in cases where maximuu capacity production and-sales were, 
--

4 
F,F tned tb. - achieved in the first or sconnd year, more conservative 
esimates were used.'' '-- -

--. -

UThe cost of sales figures usually include only actual pro-i' 
------------ s.'Depreciation (in all' cases) and admiffnistrative costs - (in' 

~~osFss were netted~ut~ of production cost figures, supplied by the' -

~E~&U&"~firm , The- figures for other costs in the incoriie statements include all 
-fixed costs, Iexcept in a few cases where administrative oosts c'ould not 

----~besgregated from operating costs. 
- ' F Financial' costs represent the inteost to bo paid for the sub-

~,.,,, project, s refinanced loors. The GOB3 is currently considering adoption 'of 
S:". asystenrfor, inexn all ccrrca loans. - It ould ivleadjusting 

- ~'4 balances 'due~accbrding tD an index reflecting internal inflation in IBoli
:Las'l carryl tinAinterest,rate covering onlJy the ootof cptl 

prfi andFrisk. Total scheduled repayments would increase due to index -
~FF:FFati? , and th no result would ba equivalent to charging real interestF' 

. 

-

'-

' 

F 

- -
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A financial, internalArate of return (IMf) on they total invest
Me~nt in each project was clulted by diconting the net#Acash f lows frpr 
each subpoetsoeain agis Athe totai'iiial~incremental inv-st
ment'. 'The' fiancial, IRR idicates"the profitability o h total inve',t
ment. . TheI R must be reasonable (e.. ovier 1l0%)' to qualijfy for BCflA refi
nancing. Discunte retur onequity, was. also calclated which discunt,~ 
each supojc' snet~caslv fio!s against~ the"investors'' ihriti investmient, 

is 45%; the rnaxiihtn interestir~ate&being paid oni savings deposits -,the 
discontedeturn on equity shouild be in excess of 45%~. Any exceptions to 

t ecripboemnimum reurn criter~ia are explaiined in the ixidividual Asubproject, AA 

2.AResults.",A, 

The following table suiiiarizes the results of the finacial ,A 

,analysis of, each 'subp-rojec.":""'" 
AA' 'A' Discounted Return A 

Prc j ''AA-"- ' ' '' ' A'I, A.AA- A-"' 

A'~ AA''AASnfta Cruz Slaughterho~use A"%1. 7
 
2.' Soy. B'lour.Production 21.l8% 54%ilit"Rc'A' ~'" ~A4~AA 

3.LaCiliaRc Seed:Production 28% 57AiA%:A''A'~A 

4.,'', VA i -c28%s ""c 57% vA18.27%A68%,ASIC 
A5. AUivsa1tex Wool Production 21%6%A~,jA 


6A aLntd.Setr 12% 
 '1.10-: 

tA' ""A71. A~~Curti~mbre LeatherTanning" A36".8% ~ 109%_ 
"A7 8., Av.1~hl~aiPoultry 39.6% AA<, 265% -- ''? 

A'A4A~"A'9o PRV Poutr -------------------- 17.5%"~' 47%, ''--~- ~J 

1'0o9 Grossberger T'urkeys 42%A' AA,% " 

1"ASan Roqu CatePouto*72A9
 

----------- LW~cL~ ./G"~ 
This prjc wil reurfu e std bot of~ it rftbiiyt a
 

And RoqueAA of itAnirc cood bnftsdtrmn-'Ahritmrt
 

reiancing. A AA 

'A'AAA'AC. Ac no i Analysis.A?~"~-" -~~ 

EconomicA Oveviw: heImactofAgibuinss
 

"aA Inb'va inA a Aoto h 'A"pn~or
lag of th 


economi linage among agiutrlpoutoidsraiainad
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the* Ipetroleum ancdmninq industries 'Given the liTed veri~l fnanci.al' 
resurcbae -he eveopmntof ariJusinessswith forward and~backwad 

likae to th nfr rdci prooeS,, has fallen far behn ndutr 
al~~caaiyi ther areas. What~has emerged irnthd agticultual sector *4 

isac~idtdsre of interdiat:6 interventionls, ccaprising cc
meca'arid fin aiatasctions, which'. cot&nrease ipoprintl 

to the actual vlue':added~t the final product . 'hese!i.n1erventions hav 
nced 'inf lQienici 'ith econoit ,by, distorting.,pr osl~bth to farmers 

.creatin diic'~A1~to additional~frzin roduction ~ .. ~ 

~ ~The~imTprtanoe of~developing and'rc-inforcing-aribuiness~$ 

onrisscha of food ezolkand' other raw materials .~iI betsweenfrhr procluction and consumption oa~1 

"~'v~ Whereas. population incxasesasell5 generally' iTpovng standard of
~"~ as 

living put ,substantial,presue-o the agricultural sector to~inc~rease -pro- ~ 
> ' duction; it has, not responded sufficiently, u , deandfr imn-

'' 

increasin 

ports' and~adding to balance of paymn pressures. 

' Ingeneral, small ;farmers in Bolivia make theitr eooncxnic 
deciions ilding planting, "harvesting and marketin) wthin an ovr 

allsysemcharacterized by a high degree of~uncertainty Iad indqut
 
of markets., In the majority of cases,4 not knowing actual. market " 

conditions for avariet, 'of produce,' farnms twill:'produce what" ctui~rcial 
interediaries tell them is their optimal product.4on. At the firent of 

Sknowledge7 

harvest, whether by foresight or chance, market' conditionsf'may be far less 
favorable than fazrers i'ere'originally led to believe.,* In the case of 
perishables, 4farmers have no alternative but to sell at whatever price4 

~~ ~they 'are' offered," frequently at such a miniml "profit~thait there is 'no, .'. 
incentive to increase production or the quality "of produce during the '" 

,~ 

next planting season.. 2. 

X1"While individual farmers frequently do not have the technical
 
or economic know-how to determine market conditions, agribusiness enter
prises -whether a private comipany, cooperative or other formn of associative 

enterprise--" must~have this information, since it is a fundamental factor,' 

'' 

for financial success. Armed with such information, the agricultural 
enterprise is a logical and effective means 'of transmitting consumer 
preferences and demands to the farmer. Because an enterprise depends 
upon fazrers to provide it with Inputs -- or purchase its produicts or 

~~it<1;>services-- it must operate in such a way that farmers'recoeive real"'and 
mesral beeisa result ofdealing with one particular~enterprise 
rather the~n another or simply returning to dealing, with the traditional 

comecilitemiar~y. '4 

Once the basi~s of mutual dependence is etbihd h 
~"'atmosphere of 'incertainty in which the majority of farmers currently'774! 

~<~~,A4,operate! is reduced. There are incentives to producen soeand' higher' 

divrsiy podutionaccrdig-t
qualty t rop, conume prfern'e
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as passed down through the enterprise, and, as econcffic benefits are felt, 
to bring new or marginal lands into production. As the enterprise reaches 
new markets and expands production, it must simultaneously pass on benefits 
to the farmers it serves in order to stimulate increased production at the 
farm level and/or increased participation of new farm units. 

Theoretically, the enterprise will operate at optimal equi
librium when demand for its output exceeds supply capacity and all possi
ble farm units capable of participating are thus engaged. While this 
would be the ideal, any point on the continuum between the present situ
ation and the optimal equilibrium would represent an economic improvement 
to participating farnmrs.
 

The proposed project will promote structural integration among 
producer and agribusiness activities designed not only to bring about 
changes in the agricultural production system, but to increase the value
added at each stage throughout the system, provide on-farm incentives and 
production economies of scale, and produce higher quality products at lower 
costs to consumers. 

2. Methodol r1 for Economic Analysis.EYjq cyed 

Each of the eleven subprojects sumarized in Annex A was evaluated 
for its economic and social imact. It is iiiportant to note that only direct 
benefits to the investors in each project were included in the economic
 
analysis. Naturally, this understates the economic benefits of the sub
projects, but the objective was to verify that the subprojects would meet 
the A&A project's economic viability criteria, even on this more narrow 
basis, because of the difficulty of quantifying indirect economic benefits.
 

All financial costs, taxes and depreciation were eliminated
 
from the financial projections for each project. The assumptions regarding
 
inflation and indexed real interest rates used in the financial analyses
 
made it unnecessary to adjust for subsidized interest rates. Shadow
 
prices were not used for foreign exchange costs because of the difficulty 
of determininq an appropriate shadow rate; however, the final economic 
analysis of each project presented to the BCB will take any foreign ex
change cost subsidies into full account. 

The economic analysis tables in the projec& profiles in Annex 
A present the fixed investment, yearly revenues, yearln costs and cash 
flows for each project. Net present values (NPV) and benefit-cost (B/C) 
ratios were calculated using three discount rates: 8%; 10% and 15%. 
Economic interlal rates of riuturn (IRR) were also calculated. Sensitiv;t 
analyses wore performed on these three economic indicators by (a) increas
ing yearly costs by 1071 and 207,, and (b) by decreasing yearly revenues by 
10% and 20%. The results of the sensitivity analyses of each subproject 
are presented in the aforemruntioned project profile tables. The first 
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Fr whichtable in Sect iol V.C.3 bxelw lists the ten Frc1..; the lx.iefiL/ 
cost ratio remained above I with a 15% discount rate even with costs in
creased 10% or revenues decreased 10%. The San Roque project is not in
cluded because further study of its indirect economic benefits is required
 
to ascertain whether it can be approved for refinancing. 

In order to assess the economic feasibility of the amended A&A 
project as a whole, it was assumed that all of the subprojects financed 
with the additional AID contribution over the three-year extended LOP 
(initially and with reflows) would be, on the average, at least as eco
nomically viable as the ten projects in the sample examination included 
herein. If the net economaic benefits from these ten projects for which 
$ 	9.76 million of AID's additional $ 10 million contribution to the A&D 
facility will initially be used, outweigh the additional indirect costs 
of undertaking the project (i.e. technical assistance and BCB administrative 
costs), then it is clear that the economic benefits of the total number of
 
subprojects to be financed during the three-year life of project from AID's 
$ 	10 million additional contribution (including those financed frcm reflows
of these funds) will far outweigh project costs. For the overall economic 
analysis of the project, therefore, the $800,000 cost of TA and the BCB's 
$650,000 in administrative costs were included as fixed investment items. 
A 	benefit/cost ratio, net present value and economic IRR were derived for the
 
ten projects as a whole with these "project overhead" costs included,
with a 15% discount factor. These economic indicators were also derived 
for the ten projects and the "project overhead" costs (a) increasing costs 
10% and (b)decreasing revenues 10%.
 

3. Results of Economic Analysis 

a. Individual Projects
 
B/c B/c 

B/C NPV IRR -10% Rev. +10% Cost 

Santa Cruz Slaughterhouse 
 1.45 1776 24 1.09 1.23
 
IASA Soy Flour 1.85 1228 31 1.61 1.79 
La Criellita Rice Seed 1.77 41138 	 0.92* 1.09
 
SIC Vaccines 
 1.77 1803 30 1.43 1.61
 
Universaltex Wool 
 1.85 5849 32.7 1.51 1.70
 
La Lana Sweaters 	 1.53 32.4
203 	 1.19 1.35
 
Curtiembre Leather 
 2.66 2076 55.4 1.97 2.23
 
Avicola Chulumani Poultry 
 3.02 186 74 2.61 2.91
 
PROAVE Poultry 	 1.57 248 30.2 1.16 
 1.32
 
Grossberger Turkeys 
 2.27 611 41.8 1.60 1.83
 

* 	This project's indirect socto-econcrnic benefits are judged to outweigh the 
negative B/C ratio with revenues reduced 10%. 
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b. Agregate Analysis
 

The results of the aggregate economic analysis of the ten
 
projects as a whole, plus the A&A project's "overhead costs" of adminis
tration and technical assistance, are as follows:
 

As is -10% Revenues +10% Cost 

NPV 13.1 million 6.4 million 9.5 million 
B/C 1.71 1.34 1.51 
IRR 30.45% 22.90% 26.46% 

Taking into account the fact that economic benefits of the 
initial ten subprojects to the ultimate beneficiaries and the GOB are not
 
included in this analysis and that, with reflows, AID's contribution to
 
the A&A refinancing facility will finance many more projects than the 
original ten, it can be concluded that the A&A project, as a whole, will 
be very beneficial econcmically to Bolivia. Additional unquantifiable
benefits to the Bolivian economy derived fram this project include the
 
US$ 10 million in foreign exchange needed by the GOB to alleviate the current 
shortage of Central Bank reserves, and direct and indirect benefits garner
ed by small farmers and other productive sectors resulting from enhanced
 
economic activity and employment generation. 
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4. Maintenance of Value.
 

One issue regarding the project's economic feasibility which
 
deserves mention is the maintenance of value of the refinancing facility.
A covenant was included in the original ProAg which requires the GOB to 
maintain the dollar value of the refinancing facility. The effect of 
this provision has been to require the GOB to increase the peso amount of 
the line with its own treasury's funds each time the peso has been official
ly devaluated. While the Mission intends to retain this covenant, it is a 
very poor, way to maintain the value of the A&A refinancing line. Interest 
rates charged by the I13 hav always been su])sidized, but never as much as 
they are now. The only real solution to the maintenanc- of value problem
is to charge real interest rates. The D_';csion will continue supporting
IMF and other donor efforts to encourage the COB in this direction (e.g.,
by adopting an indexation system). It is hoped that the interest rate
 
policy study to be undertaken by the Policy Analysis Unit will significantly
 
help in these efforts.
 

D. Social Soundness Analysis. 

The conclusions of the original PP rc jarding the project's cultural
 
feasibility, spread effect and beneficiary incidence remain valid and have
 
been confirmed by the project's satisfactory operation to date. The project

has successfully reached a variety of small to medium size investors and 
helped them undertake beneficial investments. With an improved TAF program,

it is hoped that greater success can be obtained in promoting relatively
 
small investment projects.
 

Ore additional inx4ortant issue is the extent to which relatively
larger investors will be willing to design their projects to include backward 
and forward linkages to the project's ultimate intended beneficiaries. The
 
BCB's insistance on clear linkages in recent dealings with larger investors
 
has demonstrated that this is not a problem. Again, Taquifia and Dillmann
 
are good examples. The former established contracts for the purchase of 
barley at a very fair price with farmers organized through a large cooper
ative. The latter is begining to do the same with farmer groups in the 
Chapare and is setting up technical assistance efforts to help participating

farmers improve the quality of their produce and possibly under-take initial 
processing activities. The leverage resulting from being one of the few
 
available sources of longer term credit in Bolivia enhances the ability of the 
BCB and USAID to insist that projects receiving A&A financing meet strict
 
beneficiary criteria.
 

E. Administrative Analysis. 

Under the present organizational structure of the Central Bank, the 
Development Division in La Paz employs a staff of 22 people divided into 
two sections. The Technical Analysis Section is ccaprised of six engineer:.
and agronomists, two economists, a statistician, a Section Chief ard a 
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Deputy. This section is currently responsible for reviewing and approving
 
loan applications under the various BCB development credit lines and is
 
also in charge of overall program proirotion and informiiition distribution. 
The Operations Section is headed by a Section Chief and Deputy and contains 
a staff of six clerks who are primarily responsible for Initoring and 
control of the 13CB's lending activities and all financial reporting. Also 
included in the Development Departnnt are special units to manage the
 
Productive Credit Guarantee Progrmn (PCGP) and the TAF. 

In addition to the A&A proqrmn, the a velopmunt Division administers 
a line of credit to public sector enterprises financed with funds from the 
Instituto de Financi amiento Exterior (HDEF), a branch of the Ministry of 
Finauice, and severalo(tier refinancing procgr,-s. Se.e Annex E for a short 
description of each.
 

The BCB's ref tiancicj lines are also partially administered by the
 
two regional BYB agencies in Cochabain)a anid Santa Cruz and by Regional
 
Technical Officer (U1't,) located in Tarija, Sucre, Potosl, and Trinidad.
 

Additional trained personnel are needed in the TAP unit and the 
OTRs. The BC13B has agreed to increase staff as necessary in these offices. 
The staffs of each UR and the TAF unit will be trained by grant-funded 
consultants. The creation of additional OTRs and a section for processing
 
refinancing requests from La Paz will also be considered. Aside from these
 
changes, the BCB is already adequately organized and staffed to fulfill
 
its revised project managennt functions. As noted earlier, there has
 
been a pressing need to decentralize authority with regard to the manage
rrnt of the refinancing lines within the BCB and modify the role of the 
Development Department. This has been accomplished. 

With respect to the administrative capacity of participating ICIs,
 
as has been noted previously, staff i rovement will be required. Ade
quate provisions have been made under the project to accomplish the neces
sary i qn)rovements. 

F. Environmental Concerns.
 

Under Section 22CFR, Part 216.2c(2) (x) of Chlapter 2 of AID Hand
book 3, intermediate credit institution projects, such as the A&A project, 
are exempt from the environmntal review procedures prescribed for AID
assisted projects. Nevertheless, on those subprojects subinitted for 
USAID/B review and approval, the Mission wi I I ensure tlhat environn.,ntal 
considerations have been adcequately taken into account. In addition, the 
BCB will be instructed to do the same for subprojects it approves. 
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Bolivia wil select the lorng-~te advisoK 

Division and the consultinhg firmi to train BCB anid ICIpersonnel wiin 90 
days of th ;noi{ce that all conditions preceent, except tha in Seton 
5.3,' have 1been met. 

44 Foreign Excchange Sales to Borrowers-from the BfCB's re~financing
~.Facili ties. 

The BMf, as part~of its review of refinancing, ruets re
quiin foreign excchange, at whatever author~ized level within the, Bank,

will satisfy iAtself..that no problemi exists that 'wuldinpede or delayal kc~zn- Cm~islcnof the required foreign exchanige and, 
onpcurrently wi~th the.approvrat of such ref inan~ing requestsf':issue a state
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S7purchase foreign exchange; and requests :to purchase'foreign exhange for'
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tha'tes procurent rgulations are followed. 
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~~~7 03mercial Bank Capitalization and Reserve 1Pequirents , 
'hIieBCB will undertake, as soon as possible, stu2ies of th:j.A 

caiaizto stnadand'resrverequiennts set for omercial banks,
with a view to-setting revised standards for the forumr, and possibly. l 
exerpting bank participation in developimnt lendin frcau the.:latter.AlS A1A3 

8. Export Prai tion-Law '- -

Bolivi-a will~tow appropriate mesue toIrv hCpe
w" r-'-nntation and mke*effective the provisions of iti Export Prarotion Law. 
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9. Refinancing Application Forms and Procedures 

The BCB will continue to streamline refinancing documentation 
and processing procedures and to review continuously feasibility study
requirements. 



VII. REPORTS AND EVALUATIONS.
 

A. Peports. 

T'o) basic reporting documents will be required of each partici
pating ICI: quarterly loan activity stateiments and annual socio-econon-dc 
impact reorts. Special reports on critical issues which arise during the
 
life-of-project may also be required of the ICIs.
 

On a quarterly basis, the participating ICIs will supply the
 
Developmnt Department of the Central Bank reports on the lending activi
ties of the past quarter. The Development Departmnt, in turn, will 
consolidate the information provided by the ICis for its own quarterly
reports to tie Private Sector Division of USAID/3olivia. Each quarterly 
report will contain sections cn: (]) loan approvals, (2) disbursements,
(3) repayments, (4) over-due payiT nts aggregrated by thirty-day intervals, 
(5) projected uses of the refinancing lines, and (6) special problemsidentified by the IC[s during the quarter which require Central Bank and/
 
or USAID attention.
 

The quarter ly rep:,rts are I)astcai ly the salrr2 as those required

under the original project. The principal difference is that the data
 
gathered 
 for these docunumnts will now be assembled by the ICIs themselves
 
rather than by the Developnent Departnent. During the first year of
 
implementation, the quarterly reporting requirements will be iidfied as
 
project iq)lemnentation is evaluated by the ICIs, the Central Bank and
 
USAID officials, and as additional information becomes necessary. 

The other routine reporting requirements will be an annual
 
analysis of the socio-econcmic iM)act of each subloan. The annual re
ports, like the quarterly ones, will be prepared by the participating
ICIs, not by the Central Bank. The reiprt will outline (a) the benefits 
to primary and secondary target populations in terms of job creation, 
market expansion, increased incomes, and more reliable and less costly
input supply, and (b) the economic benefits of the subloans in terms of 
increases in foreign exchange earnings, etc. Formats for these reports 
will be develpod by the BCB. 

B. Evaluations. 

'11 iv, Lii, i t iiI11,i cal Is for tw eva Iuations during the remaining 
life of the uxr]ld proiject. The first evaluation will take place in July-
August 1984 and will f:ocus on the effectiveness of the changes made in 
Central. IVik and JCI!,; lendin(j procedures. The other evaluation will be 
carried out, in Yiiy-Juno 1980 and wi II stres., the socio-econonic in4)act
of the project. ';ie result.!;sf these evaluations will be presented to 
the participating ICIs, the Uentral R-ink, USAID/13olivia and to the 
appropriate offices in AID/W. 
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The first evaluation will examine the revised refinancing and 
subproject promotion procedures designed under the AnendrItint. Through 
the results of this study, radifications will be rude in those procedures 
which will enhance the overill effectiveness of the project. Cmnorcaits 
of this evaluation will include analyses of (1) the utility of the re
vised interest rate structure for both the ICIs and sub-borro,'rs, (2) the 
efficiency of revised loan application procedures, (3) the effectiveness 
of incentives for ICI participation, (4) the project analysis capabilities 
of the ICTs, (5) foreign exclange availabilities for subprojects, (6) the 
nrxdlification of the role of the Developntnt Dekpartmnnt ind the decentrali
zation of loan approval authority, (7) the appropriatness of the revised 
subproject eligibil]fty criteria and feasibi lily standards, (8) the ade
quacy of the feasibility study recjuire(nents for the various types of 
projects, and (9 th,; rcults of pro pct-fumded teciical assistance, and 
profftional and feasiflalitvy study activi ties undertaken by the TAF. 

'life second and final evaluation of the aynded project will take 

place in May--June 1986 and will study the s(no-(c.nc nic impact of selected 
subprojects on their fnt~ez ided cne tIitaries, the henefits of continuing the 
A&A refinancing f'ciIi t, and the pxerf(olniclnce of the BCB and partici[ting 
ICIs. Both ev.uaticenm wi 1I 1 carried out by BCB and USAID officials with 
the assistance of loc, Ily contracted evaluat ion special ists. The TAF will 
be used to finance cxontracts with the local evaluation consultants needed 
for the two evaluations.
 

http:s(no-(c.nc


SUBPR CTS. INVESTIGTED M~R~INITXAL FINANCING 

A 'Santa Cruz Slaughterhouse 

lqBack aun 

Th objeciv of this projc is to, replace the exstn SantaCu laughtrhuse-witi7ewoe.Vs 
 s-oiidrdeseta-bco
 
teeising slaughterhouse.cano properly, satitsfy th neleds ofthe
radly grwn popuation of the c4iLy.o fSanta Crz, 
The exstingslaugterhouse is too smTall and unsanitary.* The propoed capacity for thenew slughtehouse has been set'at 50 headofcattle per bur, aand .20 headof swifle per hor.Itiesmte tht his wl1-'ais~ldni[for thenlexttwe iiyyears,~ ass ?Vin 1;hu wokas five'days per 'week; -In a&UI d 

anu'marke offal, feet~edible and~inoni.~ible* fas bl~~el VanI protelo mel. 

asA fesblt htdbcanpreparedfor~this~project hih~.~V. 

c4~n de Ganajderos&deT.SSantCruz , FEGAACRUZ),, the, Munii4pality of$5l V .VtCruz, adseveral prvate. secto invesias;,Gsru isa powerfutl pri- .
ofte oanciz~to~opi~-o motof4Vth:0 ctlmn, the departnent.

ofSataCrz.The Muipltycn~n 
 operateshe'~d 

1istn Vluhtr
 

establishes pricmeat. rois atV Vn 4 

The Muncialty will sel V th a 'onV whc hecren 
 lugtr
 

house sisnorder~ron6,is qiycnrbution~to thdprojectoz 'Its .4pVVVpaxticipation:in th~rojedt~has bensght by~the privat'e,'investors~ toV'Khelp, ensure~ Coordination y .jn. slauht rIing~ativities the 'narketing, of« VVV1VV~J,,. . imeat- ifiSanta Cruzii n th markting of~hies taken ,by the~funiojpality 
VV~ ~ 

VV~Vas a tax fromn cattlemn, TThis, p16ject&rhas 'the fiulupport of . the Santa V4~~Cru IlluritYe,which)I j aniodVu4.t proceed with.t. ,The project :isaF 9 oodjV V.Aexample of how the local goverruwnt in Santa Cruz cooprateswith ther'prvatsector to meet corinunityr needs.* 
.V'2. 
 LinkagesV
 

Th-rjc 
 Pil.rn 
 inraeVbnft 

to cattlo 


Deatmn 
 of V.owVrVin Vh
Sat Crz 
 -a-fwmaea~l 
 oeaos 
 nteolwn
f o rx:4 rV g e 
V VVm . ,4 V V ' .. V~V 

a. hih
EGAACUZ wllparlyownth 
 sluhe facilitie,
wiloti dividhs. wihryltrbsevcs to.tte:~ hanle'nte w ~ agcepr nu o fbtet)IemreItifrain 

V."iiaan
bef xprt 
toV CileaLn rasd4,eljjb~os e Ifp~realizeV
 



these4 exports, in~expanding product demnrd, ae 4likely to increase the 
jin(:oe ~ofattle grow~ers, 

c. FEGASACRUZ' involvement in th~e adminstation of thie 
J, slaughterhouse is likely to 4.ntroduce''ra ainlt ,,eg gradingain

impove sles mehods) jfithe marketinlg of Iiestack, meat, andl oher aimal 
-byprodu~cts 


1which will) provide incr~eased iricenivyes and revenues to cattle 

d.Lstl,)ccase he rojct illinclude a cold store,
itawill be possible to stbiliz~e product pdices d reduce mairket uncrtin 

y fo proucrs 

3. Production Pl.8Ian~ 
1 

a--1-a> 

I I< ThJe cattle slaughter tehooyto be used1n the Iprolect has 
been used inArgentina for overz dcecade and ts an adaptation,'of tWIA 

Sprocesses used1 in the atX$. by ANCO, flOSS,-KOCH and other large firms. 'The 
- I 

.aIi4V 

new luhtrus6Iia 1 1to'be located on a ten-hectare site 8 kms. nrth of >IC1a. 

th-ourh rngofthy o f Staruz, aong th Sat ruz Ctola
 
~~ road. Thisijocadon was selected af ter a :careful~analdysis,.in.,which~
 

Saccess to energywte an labor distance' t~o market, land value,:and 
<1waste treatm~ent considerations were all takeninto account. -

'1- I~I Initially,i~g1 athe'slaughterhouse 1will1requir eight technical and1 
administrative personnel,a and 96Lworkers. The u~ber of eniplayees will
increase gradually at aetmtdrt o he oiin per year.. Only 

will,be .jobs-transferredQ from thie existing slaughterhouse. Given 
Sthat 1the project nvolves1 the replacement of an existing- facil4.ty,i~t i
 

~~~expected thatthere ,willi>b<e no'difficulty :in obtaini1ng, all thenecessary ~I
 
technicaI1lWand m aJ""JrL- s f Ia 


4- aktn Plan
 

atth inera maret itally, no exot r Ibigpa ,ee
 

thuh h popet fo~iie ales ofV prprl lagtreaee n
 

bean4estmtrkdtIflrelatin Ito hitria ato ,ain,- A- '--,AAIofpopul,.--~. trnd theity 2~_____________-

Offalala-~iI sae-ill be chnele hroug th Siact do Me-.----

prtr m o a wong.L~~I" poltydroucrshs teo sld edre irets2
 
seeaaim larer ceta theq.~ rdcto.S
 .1-tdsluhohus


cmial llo maket. d sustitto exptortfour pecntplan,6 tvn)oei forusry stlnsbaaed. ee the poulecy 1 and 3,20of propelasauhee efanc 



_____ 

rreal could be sold for poultry~ production as well1. . There is a n-rket< 
for , 800 tons rper year of non-6dib16e fats for jthe prodction of soap.
~Bolivia' sprod~uction of edible fa.t's i'presently 'negligible, ,90 percent
of~ its needs are imported from Argentina (28,800 tons in 1979). Th 
~initial exp~ected sl'aughterhouse, production levels' of edible 'fats are 
projected tobeles ha topercente of current iprts.>~. 

4,--'. 

~rice has- been 
priceciiglde bee estiished to permit.,beef cbnsuiottion by house
 

~ holds c onsidered t,~be inT verished. ,TheA1Ministry of Industry' anid Coninferce
 
-p~ fixes maximuni wholesale prices >.at "the'nai~nal level, while$~unicipahities ~
 

p 1 subjectto gove~rnmientconol"' since 1959. Spcfcly 

,, 

~fix niaxiir etaiV, pri'ces "inItheir "own Jurisdictions. 'WitK the inpk X <' 

'& mentation'~of the '1saughterhoIuse project, it isA expectecf that coordina,tion 
among the, Municipality and FEGASACRUZ in" the setting of miat&prices Will 

Aimprove., 
' 

5.~ Financial Analysis ,"''' 

The" establishmuent of, the Santa Cuz slaughterhouse will requireainvestnent; of $,387.A$2,660,000 loan will be finance 8,ecent
 
~~''"~($211281 000) by 'the BCB and 20~percent by the ICI. As a counterpart
 

j~4i<-w contribution, ,'EGASACRUZ, some other private groups and the Municipality

Swill inves ta total'of $1,276,000.' These funds will be used to.purchase
 

eqimn n machinery, construct the nece'ssary infrastructure, and pro-,

viefrworking capital according to the following schedule: ~'~~"' 

'4'ASACRU'/HA Credit' Tta 

Platiteq4~ ~100,000, 
 - 100,000 
Infrastucture 670,020 1,166,000 1,8361020 

Mahnr 373qup8en 1,494,000<&le867,859 
wrking capital 132,000 132,0001 

." 

TOTAL1,27,8792,660;000 31935,09 

The prices to be paid for slaughter-'services per head of,,
cattle and pigs are $4 and $2, respectively. Slaughtering costs are . 

-' by.;basedt on'experience to date in the existing "slaughterhouse and ~the ef
ficiencies to be obtained frdn the improved slaughtering practices 'to be' 

ueThe project's total cost of operation ranges frm $1,464,831 in 
year one of operations to $2,158,423 in the tenth year,>~ 

- -' The slaughterhouse project has an estimated internal rate ''

of return of' 16 percent.. The discounted return on equity is 47 percent.
The Net Present Value of the project is~$2,135,000 on an initial invest-',( 

-~~ment of $3.9 million, 
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6. Economic Analysis
 

The project's economic benefit/cost ratio,using a 15 percent dis
count rate,is 1.45. According to the sensitivity analyses, the project

would still be feasible with costs increased up to 20% and with revenues
 
decreased 10%.
 

This project should be ready for financing as soon as its feasi
bility study is completely updated. 

B. Soy Flour for Human Consumption 

1. Background 

The project will be implenented by Industrias de Aceite S.A. (IASA), 
a Bolivian firm located in Santa Cruz. JASA initiated its operations in Co
chabamba in 1954 by establishing a processing system for oleaginous seeds.

As a result of the increasing production of oleaginous seeds in the Santa 
Cruz area, the finn's extraction plant was moved to Santa Cruz while the 
final-product refining plant remained in Cochabamba. The plant in Santa 
Cruz was later expanded between 1974 and 1979 and currently has a 24,000 
MT/year seed extraction capacity. IASA currently produces edible oils,
 
margarine and soy flour for animal consumption.
 

IASA's strategy is to expand its operations through the instal
lation of a plant to process soy flour for human consumption. The soy flour 
will be sold as a partial substitute for wheat flour used in the production
of bread and pastas, up to the allowable 5% portion prescribed by Supreme
Decree 18883 of March 15, 1982. The purpose of the project is to substitute 
soy flour for 12,000 MT per yer of wheat flour currently used to produce
bread and pasta, and thereby create a more nutritious final product and 
save foreign exchange. 

A feasibility study has been prepared for the project which requires 
son tpating. 

Bolivia currently imports 84, of the wheat it consumes. Taste 
tests of breads and pastas processed with soy flour have been conducted 
which indicate consumer acceptance of the nutritiously improved wheat 
products. The (X)B's intent in issuing Supremne Decree No.18883 was to 
promote betAter nuti t ion in(I :;ave fore ign exchange. To date, however, soy 
flour has not been produced in Bolivia. 

2. Linkages 

The con;truct-ion of the proxsed plant: will provide a market for 
increased product ion of ;oy in the Department of Santa Cruz. Three-fourths 
of the soy to be I.p urch.ed by IASA wi II come from smll farmers organized
through cx)peratives or colonization area projects. 



3. Production Plan
 

Since 80% of the soy currently being produced in Bolivia comes 
from the Department of Santa Cruz, the plant's location there is logical.
The scale of the plant was deternined on the basis of availability of raw
 
materials and maurket studies. The feasibility study determined that plant
capacity would reach 100% (i.e. 12,000 MT/year) by year six. Planned 
plant capacity has been kept lower than projected demand because of the 
expectation that other soy flour plants will be started. 
The plant will
 
be supervised and administered by the current IASA management and will 
require 24 additional unskilled workers. The technology to be employed

by the plant is well developed and will not be difficult to undertake in
 
Bolivia.
 

4. Marketing Plan
 

Soy flour will be sold to Bolivian millers for mixing with the
wheat flour they produce. The GOB has been subsidizing the sale of wheat 
to millers for many years in order to control bread prices. Currently, 
soy flour costs more than subsidized wheat flour. The marketing plan
 
assumes 
 that the (X)1I wi1 lift its wheat price subsidy within two years,

thus making soy flour 
cheaper than wheat flour and providing millers with 
a financial incentive. The sales projections assiue that there will be 
a depressive effect on demand for bread and pasta under these circUtI
stances due to the rise in their unsubsidized prices. Even if wheat
 
subsidies continue, however, it is expected that the CIOB will raise bread
 
prices sufficiently to allow millers to continue making a profit while
 
blending soy flour with wheat flour in accordance with the aforementioned 
Supreme Decree. 

The Ministry of Industry has projected the following demand for
 
wheat flour:
 

Year Wheat Flour (MT)
 

1982 243,213
 
1983 257,152
 
1984 271,884
 
1985 287,472
 
1986 303,947
 
1987 321, 366
 
1988 339,789
 
1989 359,258
 
1990 
 379,848
 

The projected supply and demand for soy flour (MT) is as
 
follows:
 



-6-


Demand for Demand for SurplusYeaz Total Supply Animal Feeds Human Consumption (Exports) 

1981 43,241 16,433 
 1.2,639 14,169

1982 45,578 17,823 
 13,363 14,392
1983 47,914 19,23]3 14,130 14,571
1984 50,250 20,603 
 14,938 14,709

1985 52,586 21,993 
 15,795 ].4,798

1986 58,846 23,383 16,700 18,7631987 61,349 24,773 17,657 18,91.9
1988 63,852 26,163 18,669 
 19,020

1989 66,355 27,554 
 19,739 19,062

1990 68,857 28,944 
 20,871 19,042
 

IASA will increase its prodhuct-ion of soy flour for human consiinption incrementally from 
5,000 r.TP the first year to 12,000 MT by year six.

All output will x 
 gear-ed to the local nvarket. 

5. l'iiinanci a Ariaiily s1!7s 

The expanm;ion if [AiA's-; opexration will recluire a total. investment
of $1,444,500, of which $520,500 will financed withIx TASA's own reuurces,
and the remaining $924,000 will be financed by the BCB (80%) and the

participating ICl (20%). The funds wi 11 be 
 used for onstruction, machinery
and equipment, as follows: 

Eqity loan Total 

Construction 
 250,000 
 - 250,000
Machinery/EqIuipment 181,000 924,000 
 1,105,000

Working Capital 89,500 
 - 89,500 

520,500 924,000 
 1,441,500
 

The internal rate of- return of the project is 21.8%, and the dis
ocanted return on equity i:s 54'.. The project's Net Present Value calculated 
at a 8% dis;count rate i.; qua l to $2, 078,000. 

6. LEcnoinic Anajly--is 

The pr) joct ' 1 ,v,, t /CX ;[ rat io, i ;i n a 15, diiscount rate, is
1.85. It rjna in,; fevl;i hi, with con:t incre, ;e( 20', or revenues decreaed 
20',',. 

Thi ; pr)oject !JtnId )x' reaaty lor financing d5 o;(X)n as the Up
dating of its feas i )i lity :;t i1ly 1:; cxilpl(ted. 
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CLa Cdo.i.a" Seed: Processing Project 

the SavdaRsac Stationl intedprmn fSat rz ti h 
propery-4fth7orne e -Ocfai-ly-an' hs trdtoa ly rdcdrye
and rice. During the l~ast tw years, the farm as also .beg-un producinig 
~mprovedi soybean and rice.seeswich sell under the- $rand name of "Seiias 
Hlorizone". ~ ~ 

Mr.. FennoMne eOa who has benh general manager of w,'< 
S"La,.CriollUEa' L ic497 4, wants ,to, constrct!,anew plant to~dry, clean, f. 
Sclassify, 'and' ba":h 4rie sed- h &,wl rdc ne~ rga co-" 
ofdid by :the Centro do Inestiga.ci6i'Agrfbola Tropical (CIAT), and the 

< 

OfiinadeCertifidaci6n de Semillas (OCS),7-which will~certify pr0oces. 

A feasibilitystdhabencmltdfrtepoc.Te
participating'IIwl bhe Bano'de Cochabamba. 

.Linkages 

~~ ~ The .nproved rice,'seed 'the plant will produce will benefit smafl~7~
 
farmers in the Santa Cruzreg16n. Over 90 percentjop00.hcae
th 

prsnl~eh4,cli e it'rice in~that Department belong tosmallt 
f. Current yields of l.21,tons 6fd to~ariners.. rce'per hectare! are excpected 


icease to l.5ttons'with the use~of improved seeds.%
 

Rice seed, processin technology is now well established i h
Snacruz area following successful limtpicientation of- a program, thsoe d 

byk the Ministry of Agriculture and AID. .Because ofthis progm, several 1iiY 
public. entities and private investorshave been motivated to produce and 
processseeds., 

The. "La Criollita" seed processng lant is located close to the'4.-4++;+'1 '++ ,4. ++
city of Malntero, which is favorably situate inte center of the rice 
growing area of Santa Cruz. Because "La Criollita" will produce the seed 
it processes, it will have an assured input su~pply. Additionally, its 
position next to the Saavedra Research Station will assure the permanent
supervision of seed growing and processing activities. 

sing The proposed infrastructure, consisting of an access road, proces
at another seed processing facility in Warnos. 

'This project wil gonarat now emrploymant f~or four persons in 
technical and administrative arcan, six plant workers,and four sales 

http:feasibilitystdhabencmltdfrtepoc.Te


--

_'erons. Conside ing that'the see poc n techniques to be us~ ed~ 

will be no dfiutes-i ob taiin al the necesary peronnel. All.nLrputs to the prductionad aktn rc 
i essare ava ib l l~ocatlly'

e rt ai to be eU S
 
'4. tirketing Plan
 

exe p t-o cemcal inp r e f om t 

Current evl of ~4iprovd rice s ed used inthe Deparmnt ofSanta rzaon o40 mtrictons8 pe y9Lu, repreen~ting less thn one-~
third of the exist4ing ri(e hectarage.With approie p dato and
extension, ithas b$een projected by~expertin the area that use levels o 

- imiproved 'rice' see inOSat rzniudrac100 etictons per year.
Moreover, thiere exists, a potential mrk o
rie ed nth haaetTehLaCiolta lat'wl soelloits podution~ t~ihrog orcmisoe agent. At presenny xprsoimproedriceseed are being panned.. 

Init.ialy, "Lariollita",will~ increase its anua1~rdutoof inr driese to~ 300, metric tons, an&, gradually: raise .this l1evl. 
to amxm o60merctnbyth6 thirdi year.> The firm's prodution
will represent 60 t75ofpjeeddenuind duringihe 'IUfe ofA the < ; 

with the CIAT plant at:Warnes >and pln presentlyi under coistrution by
Japanese c0ilonists at 'Okinawa. All 

'a 

three plants will be located in the>Av
~'Santa' Cruz iegion, These three plants are expected to satisfy improved 
Sseed demands~in the Santa Cruz DepartmontfoK the coing five years.,N 
Th,,L Cof ia plant will: be capable of attaihing'an, acceptable,'th Ar6~ed~rio~eed market because the'plart at Warnes is'> ~7>i~+77SpriarilykdeVoted to the production of soba ed, an h plint'atOkinw wil1l maiinly, serve, its. cooperaitive. owners. 

There is no governmont regulation of prices of~processed rice 
~~ ~seeds, but there exist prico ceilings 'on rice which 'largely determine 

'N 

teprice of 'seeds. Prosently,,,rice prices are sat at Wo7/kg., while 


improved seeds sall for $b90/kg<. Bemuse rice seed ina farming input,
no sales taxes are charged. 

A 5. FinanclialAnaliysis 

K ."La Criollita.1. wil I requiro a loan of $90,000 in addition to

its $97,O00 equity contribution. Thce loan will1 ba financed 80 percent
 
be used (a) for construction, tot.aTM4n $119,Q00 Tnc~Wding processing ' area, storage facilities, otficon, laiboratories and an access road,;A 



and (b) for the purchase of machinery and equipment totalling $68,000.
 
Sixty petcent of the machinery will he imporLted from the U.S. and 30 
percent from Brazil. The remaining 10 percent will be produced locally. 

This seed processinq project has an inter;l] rate of return of 
28 percent, azd a discounted return on equity of 57 percent. Net Present 
Value of the project is $165,000 on an initial investment of $187,000. 

6. Economic Analysis
 

The economic analysis of the project shows a henefit/cost ratio 
of 1.77 using a 15% discOUntt rate. The sensitivity analyses show that the 
project remains viahle with costs increased 10(t. If revenues are decreased 
10%, the B/C ratio dips heum] 1.0 to 0.92. it hals he en decided that the 
potential benefits of the project out-weigh the risks asso-ciated with less 
than expected revenue cleneralions. In addition, economic benefits to other 
than the plant's owners have not been included in the economic analysis 
(e.g. to rice fanrirvs). 

This project should Ihe ready for financing in the very near 
future.
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D Sociedad Inustrial yCamecial 'VaccineProject 

11'ackgroun
 

This pLQ ect~Isinteddt assistthe Sociedad Industrial and 
-CarciaLZ(1C-tinminfar;troat ne for.attle and sheep,a 1pe-ef fect vacc 

xiy'an -iqorter addistributo3pr'esent ;SIC is-priir Y ,of Td, ntixbe of4 qamf 
product (or flour, cereals, et.) It ishaquree in'Santa Cu r 

has~our3ajor brnc c es touhoghut h country. SIC s owned 'a 

faiywhich has been inthe ranching business 4for mnany years. 

A pre-feasibiitys 4 tudy. has bencarried ou fo thea project. 
SCplans t udrtke fialfeibilitdy of he project and begin~ 

ne4~4..rgotating with a group of~bak i4n th6nea future. 

-. curently liveptock4raisers, inTBolivia,-hv ace' to&.4inq44 
4effec vacnso~ree quality, mauatrdin Biaz11-, and Prguay. 

4 4444'Since only about 50%lo1- potential demand can be4 mat, Bolivian'cattle 
The proposed trp3 v 

wilhipbridge the 'L~ap, iniaccn sply andensure that cattlemie and
adsheep 4are not vaccinated adequactely. efct Vccine 

sheep~lherders have acceSs to high 'quality, ef fective vaccines "thaill ~~ 
4their anials healthier and' increaae productivity and incomes. Most 

.4.4~.keep 

4.4444444>4of the-Abeneficiaries will be saait scale -producers' sinoe~nmst cattlemnn 
and-,owneis of sheep in Bolivia-are relatively small:.cperators. The project
 

S Will ultimately increase thie supply of, meat,~hides'$ wol'dairy prducts and~
 
ni~lbv-nrocts available to the piblic. '~4j ' 

Production Plan* "'43. 

47proposedt plant will be tho iirst of its kind in Bolivia. It 

4will be lo~cated on a 1.4 hectare plot ink the industrial . park in'Santa Cruz.4.444 44444 

~This site offers access to utilitios and will be 'within easy.'reach of the 

44 .4.4The 

4.444444. .4 >4444 

44444 44444plantls main customerelin the Department of Santa Cruiz and the southern
.4 44444 

Beni Th ln~wl italy be constrce with a capacity to prd 
vadcinestome up to 25%,of Bolivia's demnid. Once the production process4 

4 

is:4j4'*Stablished anaales gasare reached, consideration will be gie 
. 

toexanding proucion facilities ini view of~i hraeo vaccine 
-

4 444th 

supplies in Bolivia.'.44444444p44444 

~~k$ ~ The production technology to be used is well known. Essential 2j2 

materials, such as amino acids, antibiotics and vitaminewill be liportedA44~4 444raw 

444.1 Mketing Plan4 4 

4 4444 4444 44444 4~~44444. For the past few yoars, only half otfthe actual demand for, 
44vaccines has been met by imiports from Brazil anwd Paraguay. Decause of the 



--

- -

tvestact 	 oftenshrtg of--vaccines,- k ownersJdontvccinate~as as they~
shold. Thrfrteaculsota 	 in supply 4is m4iuch greater than '444~

hlofthe ptental~3~d~nand, In-1982, '2.8 million dose of acine were 
impored, uch of theselvaccoines lentered Bo livia'at prices susidiz 

--

by 	 the', Brazilian, and. Paauaa ,oer~ns hr av.bq prcal 

~ ~heis i~plet f- roo ini the 'miarket for'. the',vaccines
t7 e-rdue by" SIC eventi "contrband 'ad:,existina legalir «o7's+). 4 

oonnue . hetriple effectvaccines t be; pioducec, by SId wi be veryy'
price competitive with "existinhg single-effect 4 vacins' andrbe ,6f higher

Squality.:" Single-efect vacinescrnty sells- for abut;$b,5Qper :54 n g.
dos. ICplanslt sell it vacine-a 'aot biqe~os",hich wl

-~'.be nore advantageous' to liveiock-owners who have' hadto:buy sveral',4k 
44444:d oses of inported vacns:o acnt their-animnals against 4the diseases --

that'the single SIC vaqcine will treait.j '4 ; 

SSIC plans to produce 2.5 million 4doses of its 'vaccine the
-in ~ 
first year of 4operation and double prodution by the six~thyear-of:-4>
operation. -- - 4S4 

5. 	 Financial Analysis4' -,44, 

The project will require an investmentof $213561000,' 60610Oi0
 
<-4in equity and a $1,750,000 loan: 
 -44" 

Co4nstructionz 	 368 235 6023
Land 	 -  16 - - -161-------

Wrking Capital - 210 210	 
4 

~ ~Start-up Costs 19 	 6 

1,750 606 21356 

The loan term will-be eight years, with a two-year grace period.
The project's projected IRR is 18.71 and the discounted return on equity 

' 

Sis 68%'* The project's melt 1resent Value discounted at 8%Is equal to 
;44 -	  O342,000t based on an inicial incrumntal £nwestmnt of $20356,00O,. 



6. 	 Eoonania Analysis 
The project's economico analyses lrndlcat~os that its benefit/cost 

' ratio, using a 15% disount raoe, is 1.77. The project is still foaniblo 
with revenues decreased by 20% or costs Increasod by 20%.-

This project will roquira a full feasibility study before it can 
4~4 -' bo financed, The investors have indicated that they plan t0 cowploto the 



~ 
' 

-- ~-- study as soon as possible.-
4 
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1. 'B2 ckSjiound 444. *- - > ~-'4. 

~UniversaJltex Ltda. ,isa~privately oned mianufacturer of textiles 
~which has3 ben i business since 1l965. The company's current product line 
inlue acyiddanes, shneeKloth, and wool cloth -all2 sold 
domestically'. Theroject~will~ expand and modernize Universaltex' s 

~ textile plant ~.bjincrease the production of wool yarn and fabric for sale 
'oopta l*adovres This wlrepresent a major expansion of the 

c~upanlscurrent operations, whseowers are anxious to take -advantage 
of the conr' upyof~god wool and the exprt~oportiniCies enhanced 

.. by Ithe deva.luation of'the peso. Totalinvestnent in the proposed new 
facilities',will be.$6.87'million of which $4.8 mnillion will be borrowed.
 
The BCB~will refinance $3.84inillion of the total loan. The BCE is willing 
to consider such a large loan because of the project's potential benefits. 

A favorable pre-feasibility study of the project has been carried 

ad I s 
aenposltin firmth fountat uretcol ybe manfatin 

out,~ a stiy of th Ioivianteetied industryn the Wernr Manae-ei 
saned textildepedn 

wasing tnever fintl due -o se of osolt oupnnwokny. n 

a oprtv production Ipoewohas~ ~ oo 3 dvnae( ofijc productn qualiten 

goalh.icl asinfiantlyeinrerstme itdduarne tcmad poritalesecr
markettarcibuld ntrelyinw faiciliteso Umivl-scalex shrrent 

terms I eiting Boivra tucte indut themaktsuyof uplyoneabrMandge 

technlogis. Uill eslPchas concluhederha i mthDeptets oeLanize 
itsexpnde woool prdodchionmbaciite s~rovtec ofaitann i92mp~ production wool 
wascinc5,300nficnty on owhder3to metricts asi markd xyr 1985, 
golves athrta ul nieynwfclteUiesle urn 
pln wilb expeed to tak ts couvintr procatednwooaatag of t 

term :of~ nrsrcue h ao
maktneitn n upyo n
 
3 


technicians333 from-- Paz3. 3La34 lI34 

Wool 'Wl be pucae fro hedr3nteDprmnso aPz 

Pooi333.4ab.I rdcto
Oruro,---- 98,t,)etiae fwo
 

was, 5, 3mti 33.3333 ,< ofwih33- erctnswsmree.B-ton-

3-4334.3<-..; expecte tore33r 18? h conr' prjcedwois 3 

95 



The wol wiill be processed into cloth using ncdern~mettiods.2___ i'' 

oi eIw TbprEa i ed 7fo-_
Certain' detergents and other imported chenmical products will be required in ;".' 

the production-process,.but their relative cost is not~large .;Other
manuf acturing afid marktirig' supie~s',will be purchased, locally., Univer-

Variodus qua itie (f .cl 1-h, di:f fe6r e us es-'i m-arkt 

saltex already operates 'a laboratory which .can test tequalt ofbt
 
production inputs and finished products. _New machinery~to ,be purchased
 
includes a wool procesor, ,a cleaning imachine,' a sorting machin'e~and ,K7
 

-dyeing facilities.''. :' ' 

4. Marketinq Plan,' , 

Universaltex~plans to mrewo an'n etlsbt
 
domestically adithUntdSae.Ntoalplans~call for the sale

of blankets, simple heavy clothing an o lne. xports of wool,.......

blankets, yarn and wool, cloth are projected. About~60% of, thefr' pro
ducts will be sold' in Bolivia,'Withwool-yarn accounting for about 40% of,those sales. Exorts will' be 'almrst'evenly divided between yarn, and. 
textiles........
 

Initial market investigationhas been carried out in the U. S.
 
where it is believed that-annual sales of up'to $2.million can be developed by
1987., The above figures' are Ipreliiniary, and will beadjusted when''a final 
feasibility study and the'selection of product lines is com~pleted. 

5. Financial Analysis ' ''... 

A financial anljysis was carried out ofthe' project as proposed

in the pr.fasibility stdy The to6tal investmen~t 'is $6.87 million,, broken
 
down asfollows ($000): 
 I 

Loan Equity Total
 

Equipmrent 73,869 .460.....4,329.........

Landandbuildings 

..

5 8 
Wo~rking Capital 888.....858,7.........
 
Start-up Cot 

-

585, 585 

4,812 '2,058 '61870
 

A loan for working capital will be made for two years, with a
 
one-year grace period. The remainder of the 'loan will be made, for .five
 
yer with a,two-year'grace pe.riod .,,'
 

The.4projedt ascretydsge a 21% IRR and adiscounted.
 
return on eqjuity;'of .69%.. The Net Present Value of .the .project'Is projected.
 

, net cash flow' discounted at- an estirmted cost of capital ' of 8%, is equal...
 
to $10455610O00over the'1OYea~r l-ife of project,' based on. an initial' incre
 

metlinvestmrent of $6087,000
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6. Econcmic Analysis
 

The project's benefit/cost ratio, using a 15% discount rate, is
1.85. The sensitivity analyses carried out indicate that the project would
 
remrain feasible even if 
revenues decreased 20% or costs increased 20%.
 

The project ispotentially very profitable and would bring sig
nificant socio-econcnic benefits to Bolivia. The chief questions to be
examined in the final feasibility study are the potential size of the
facility, mans of servicing the U.S. narket, and the optimal capacity of
the wool production facilities. The final feasibility study should be cim
pleted by October. 
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*~F. L~a 	 in~ra Ltda 
.3 

The 	purpse oftepro,,c ist constrc a smialpan 
<~'3~~' capable of producing high quality alpaca meaters for export, prin-.. 

fine quality Bo.ivian alpaca yarn together with 'top quality designs
consistent with current3 styles and North American tastes to produce
a highly marketable product. 

La Lana Liitada Isa small textile firm, privately ownedby William S. Siegal and Bernd Abendroth, and legally organized asa limited concern. Theu general manager, William S.Siegel, is anexpert in fabric design, weavingst and the sale of fine articles ofclothing. La Lana Ltda. has already contracted the services of aqualified designer frci the United States. A full feasbiJlity study hasbeen prepared for the project. The participating ICI is the BancoItipotecario.

2. 	 Linkages 
The project will benefit poor alpaca herders fran the Altiplano by providing a steady, lucrative mrarket for alpaca wool. Inaddition, La Lana Ltda. has contacted the Occupational RehabilitationV 	 Center in the Ministry of Social Welfare and Public Health for the purpose of contracting up to ten handicapped individuals to be 

3" enployed as laborers in its factory. Lastly, La Lana Ltda. willgenerate indirect euployment for alpaca sbeaers, wool spinners and 
4 other rural workers. 

'3>13. Production Plan 

With the installation of ten relatively unsophisticatedknitting machines, the plant will be able to produce 9,600, topquality sweaters per year. The firm's management expects this levelof production to be attained in the second year of operation. Theplant will be located in La Paz for easy access to raw materialV ~~sources found in the Bolivian al i~lano, region. Also, the La Paz .Kinternational airp~ort will allow for timely export shipnents offinished products. Abuilding currently being rented by the firm 
11provides sufficient space for plant operations as well as storage'area and administrative offices. 

"'""During the 	first years of the project, alpaca yarn will bepurchased frau an Intermediary,1 Institutodo cimnto,Lanero, (D~OrL),with which La"Lmna has negotiate an -agreemntthat will ensure a
sufficient supply, of wool. Since the yarn supplied by WN!,oontainsonly narl-color~, any yarn that rew~uros special COloring ~'ill. bc>cbtaxnd frm n ivorsaltax Ltd&# I a' teictile -processing ocrpany' which <3'''

.'3433. Is,alsmn a ptential borrr- unde the 	M&A Aiennment. 22''.-31 
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6. 	 Econcmic ,Nalvsi.s 

'lrit of tfi project shows that it has aecncmic ,tr1,s 
benefit/cost ratio of ].W tsirI a 15" discowut rate. 1-- sensitivit-y
analyses shcm that t]h, Mn-t.t %,,, ')ntirliXe to be feasible withhId 

costs increased by .1(), tm with rew1~ deres 15'6. 

This project should xe rxdy for finxncing in the very 
near future. 
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processes cowhide, pigskin and other hides. 'The purpose of this' 
project is to expand existing plant capacity and to improve processing
techniques through the use of chemical compounds to be blended by I 
Curtierrbre itself. The project will enable the firm to im~prove the. 
quality, of its leath~er and cut its processing costs. 

Curtlenmre Oriental is an established tannery with export
contracts for mrost of the leather it produces. It is a fanily-cwned
company< which has been operating for about 20 years. A pre-feaslbility
study has been ccnpleted for the project. The participating ICI 
will be the Blanco de Oruro. 

2. Linkages 

The project will benefit (a) small-scale owners of livestock
by ensuring them a good market for hides (cowhides are sold to the 
tannery by~the mnipatis, (b) artisan shoemakers and other leather 
workers who will be provided with a realiable source of good~raw materials 
(to the extent soxm of.Curtiezrbre's leather is marketed locally),;and
(c) artisan owners of tanneries who will purchase semi-processed hides 
and tanning chemicals produced by Curtiembre. 

3. Production Plan 

Tu tanning processes are utilized by Curtienibre. The first
involves partially processing skins to the "ewet blue" stage and then 
selling them to other facilities which complete the tanning process.
The majority of Curtientbre' processing, however, involves the 
ccziplete tanning of rawhides which are developed into high quality
leathers. The leather is then sold to manufacturing conoerns in
Bolivia and abroad~to be made into various fine leather products.
Curtiembre's Cochabamrba plant is conveniently located, both in termu
of the supply of hides, and for marketing in Blolivia and overseas. 

The process to be enployed for blending chemical caqrpns
~to beused for tanming Is relatively simrple. Instead of inqotinq
finished ccxrpounds, Curtiemtre will Iiport the necessaryingredients
at a mu~ch lower cost and mix them Itself for its own use. Curtiembre 
will also selZ to other~ tanneries. Ili lower price charged to these
artesanal tanneries, which now must also inWAr tanning chcoricals,

be an additional benefit of the project, 

' 

' 

$ 



1144 

*i~4 N NNI~4;I~N N 14N ~lN4 N ~ ~ N $ ~~ ~ i t19 N-NNNI4 N - NNN l44 NlIN NT 

~NIN" ~ NN4N Mark 4'r Plan~~ N-~N" 

4 
I 

NN44NNNN-OINiiE NcNN4iNNNIN tI on cNN N- N I 

aprxmtl 84 00 skins NNNNNseint 400,44 00 qaefe 

year whch ge~Nn erat vmw sae r Iewn4N of~l I 

N"anin By plant capacity, Ova fir wil be' abltoprcesi 

exes of skin and pN'~- oeta 16000sqaefe 

ofNN leaher wit corsoi n tota sae esiae at 

The4NNNNNNnNN-NI N aame stonlN1ol e this lee of producti 

and sale ca be -tai-nd n th isNfl'erofepne 

operationsNNN. Th chmia Nlryi-i N rcs wil Drdui two 

tons of solutiNonsN perN da and is e ( to geert an adii 

N 

o 

'50,000 

Tmtr 

ete 

-NIr 

n~ 

nl 

e 

N24000 

-. NNNNN 

NNNNNNNNNIIN0l 

NNNNNIN$624,000NinNannual N sales114 N x- 4 

.411~lrad 

CurtNffNN Is47xj-

and tanNing icl 

wil esodtosal.loa 

principalI1N make fo 

UnitedN4NN States.N<-NNINN<NNNN Cotat 

conrismos noal 

Nsigned.INNNN 

ar 

utcim 

hav 

tsNNIN for1 

---lva~ 

aNNNnl 

als 

lethr patalprcse 

Thelater 

anigoprtin. 

retlafniseNethri 

LwIN r ei aiusErpa 

ihsvrllrg ae 

wo 

h 

INNn, otat 

rodct 

h 

is 

44lced 

INNw, 

Na~Nii 

is4 als grwn 

a 

inW 

wil cotiu 

orlahrsnc 

to Nzsold 

h oto 

Ne 

4 

INNlly 

redy Makeinaln I N 1, 

MN-cNinery ev~~659,rat0f prxir~ey6590700 100,Q.whc 
Worin ap2ita lan 4ap0,itt th eabetotOOe43mil i 

e~esof150000skis a4,0 $rdcth 0 1,60,00squrefet816tr $ 


N of aThEr, W11h c-Ior eso24Inq-v totalinsae esiae "14$400,00 

Te imsaanaglrrene sirngdo forfetstt leatrn1vl dif prenuti Ncts 

No du di .~ u~ aItrt ,4 rg ef ~ -rrn 

torsvqous1tios of da r ~~~ ognrto pAnnoadiona 

N-I-N N I N  -t
 



of~each,A was used.4 iialawih daeae rc pri sqaefo
1of leather was Chemi1. c.used. CX a prcssn costs and ales&' 

~ prpices wee wrked out bas 
-~' 

4~oncre t pr~ices an an eaaiat 

iwnwet bles pan reacW 
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capcit inyear one anTI 90%- .,. ,'4::, ... iin year Wo with full capacity achievd~. . ..... .'--"in .year three. The flRR 'i.?k e e f e 37:e; ::: h ] ::::"of the project is 36.8%, whereas 4the discountedreturn 'on equity is 109%. A Net Pres~ent Value of $3,045,000 was calculated on the project's incremental investn of.$1,247,000, with net cash flows ' 
dicounted. at a cost, of capital of R% 

-

-6., Econwd~c A~nalysis 

The project's benefit ~cost ratio, using a, 15% discount rate, is2.66. The sensitivity analyses Caz~wred oiu* %how that the project remains 
- feasible' when revenues are reduced '20% or costs inlcreased 20%. 
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H. Avcola Chulumani 

1. Background 

The purpose of this subproject is to improve the efficiency

of Avlcola Chulumani (A.C.), a poultry producer with main production

facilities in Chulumani, Yungas. It will finance the production of 
corn and soy by he firm to be used to produce a balanced feed sup
plement for the production of chickens. 

Avfcola Chulumani was founded in 1965, with initial activities
focussing on the production of poultry. Since that time, the firm has
gradually moved into the related activity of producing balanced feed 
for chickens. Currently, Avlcola Chulumani is 
one of the leading

producers of balanced feed in the La Paz area in terms or production

volume and feed quality. Recently, the high cost of purchasing soy

and corn in the Santa Cruz market required for the production of its
 
balanced feed has led A.C. to the conclusion that it can lower the
 
cost of its raw materials through prcmotion of the production of corn
 
and soy in the Yungas. 

Avfcola Chulumani's current production capacity for poultry 
is 40,000 birds per month. Its balanced feed production capacity is
 
100 tons per month. The firm has a feed preparation plant in La Paz
 
where feed concentrates are produced for the Chulumani plant and other 
clients. The capacity of the La Paz plant is 250 tons of balanced
 
feed per month.
 

The corn and soy A. purchases from Santa Cruz at a very high
price account for 85% of the firm's cost of feed production. As a 
result of the high cost of production, and due to strong price com
petition within the Santa Cruz and Cochabamba markets, Avfco'.a Chulu
mani has decided to expand its operations one step further to include 
the direct production of corn and soy. During the first year of
operation, an estimated 240 tons of corn and 60 tons of soy will be 
produced, gradually increasing through the fourth year until a target
of 700 tons of corn and 350 tons of soy is reached. The estimated 
full-capacity production will satisfy less than 50% of the firm's 
current annual demand for soy and corn. The remaining demand will be 
met through increased production of corn and soy by small farners in
the Yungas. It is expected that these farmers can be motivated to
produce these crops after they witness the success A. will have in 
cultivating them in the Yungas and given the fact they will be paid
conmetitive prices by Avicola Chulumani and other poultry producers. 

2. Linkages
 

The management of AC. has discussed the project with the 
Banco Big Beni. The loan application has not yet been completed, and 
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a feasibility study of the project is still required. 

The A.C. soy and corn production project will encourage 
production by small farm agriculturalists in qhe Yungas to meet its 
increased demand for inputs for the production of balanced feed for 
broiler chickens. The balanced feed will also be purchased by small 
producers of poultry wishing to use it to inprove the quality of their 
chicken. The subproject will generate 17 jobs; two positions in 
technical and managerial areas and 15 laborers. It is estimated 
that approximately 50 families will benefit fran the project through 
indirect employment, and thus will increase their net annual inccmes 
correspondingly. 

3. Production Plan 

A.C. will use imported fertilizers and locally produced seed
 
for soy and corn production at a cost of approximately $1,500 per year.
 
One crop production cycle is planned for the first year of operation,
 
with two harvests expected in the second year. This method of land
 
rotation requires greater usage of fertilizers and will lead to higher
 
production costs in the last two years of the project. Nevertheless,
 
the cost of production in the Yungas should still be competitive in
 
relation to buying corn and soy inputs from the Santa Cruz market.
 

Agricultural equipment wil] be imported from the United
 
States at an approximate cost of US$73,000 to initiate the project.
 
Construction of an irrigation system and other civil works and
 
purchase of a grain harvester will require an additional investment
 
of approximately US$75,000 in years 2 and 3, derived from revenues
 
generated under the project.
 

Thfe firm has gained much experience in the poultry and 
balanced feed industry over the past 18 years and should have no
 
difficulty implementing the project. The Yungas offers a
 
more than sufficient labor supply as a result of relatively high
 
unemployment in the area. 

4. Marketing Plan
 

Avfcola Chulumani's current yearly soy and corn demand is
 
2,400 tons (65% corn and 35% soy). It is e)ected that its producticn 
capacity will reach 1,050 tons in year four of operation. Therefore, 
this subproject will meet less than half of A.C.'s current demand for 
soy and corn. The rest will be provided by small farm production
 
within the region.
 

Reduced poultry production costs realized as a result of
 
this project will permit A.C. 's sale of poultry to be more coirpetitive 
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within the national market. The Bolivian poultry market has beccire
 
increasingly corpetitive because of the rapid growth in production
 
and marketing of chickens brought on by the participation of Santa
 
Cruz firms. Most of the Santa Craz firms are vertically integrated
 
(i.e. they produce their own balanced feed and have their ovn broiler
 
distribution systems) and have greater plant capacity allowing then
 
to profit from economies of scale.
 

Avfcola ChuJumani's main chicken market is located in the
 
Yungas, where 60% of the firm's production is sold. Cochabamba is
 
its second most important broiler market with 20% of its production
 
sold there. The remaining output is sold in La Paz and other areas.
 

5. Financial Analysis
 

The production of soy and corn in Yungas will require Avl
cola Chulumani to borrow $80,000. Approxinately 80% of this loan
 
will be refinanced by the Central Bank. Avfcola Chulurani will
 
utilize this loan for the purchase of agricultural machinery as well
 
as for working capital. As a counterpart contribution to the project,
 
Avfcola Chulumani will invest US$12,000 of its own funds to be
 
applied toward project start-up costs and operating capital. In
 
addition, the firm has already invested US$22,000 in fixed assets
 
(land, housing and facilities, and tools) not included as part of
 
the incremental investment, but considered essential infrastructure
 
to achieve the project's planned agricultural production.
 

Since this subproject's objective is to enable A.C. to cut
 
the cost of one of its production inputs, the financial analysis
 
discounts the net cost savings against the cost of the investment, i.e.
 
ie diffc-rence between what A.C. would have to pay for the corn and soy it 

will prcaluce if it did not undertake tWe project (its sales price) and 
A.C. 's projected cost of -roducing that corn and soy, against the initial 
incremnental investment costs incurred in setting up corn and soy production 
facilities. The subproject's internal rate of return, based upon an incre
mentil invesbnent of US$92,000, is estimited to be 39.6%. The discounted 
return on ex]uity is over 200%. The project's initial incremental investment 
oL $"92,000 yields a Net: Present Value of $242,000 when net cash flows are
 
di,(-couiited at an 8% cost of capital over the Ii.fe of the project.
 

6. Econmic Analysis
 

The project's econmnc benefit/cost ratio, using an average
 
cost of capital of 15 percent, is 3.02. Sensitivity analyses calcu
lated with either increased costs of 20 nercent or decreased corn and
 
soy sales prices of 20% do not affect the project's high profitability. 

The feas ibility study to be carried out for this project 
wil lave to pay particular attention to projected prices for chicken 
in Bolivia as more fim enter the market and to ensuring that measures 
to bring maoximun henefits to poor farrnrs are incorxrated in the 
project's desiqn. 



FINANCIAL EXHIBIT 

CIIAMBAMBA PRJEaC 

(AvIcola Chulumani)
(Figures in Thousands of U.S. Dollars) 

Increzrvntal 
Investments Year 1 Year 2 Year 3 Year 4 

CASH FT(fi 

Total cost of purchasing 
soy and corn. 

Less total cost of pro
ducing soy and corn. 

Less additional required
i nvestient. 

Net cost savings 

Financial IRR: 39.6% 

Equity IRR: 265% 

(92) 

57.4 

30.1 

-

27.3 

120 

55.1 

(25) 

39.9 

154.8 

71.8 

(50) 

33 

235 

83.5 

-

151.5 
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I. PROAVE Reproducer Chickens 

1. Back round 

This project proposes to import breeder chickens (abuelas) 
for the production and marketing of broiler chickens in Bolivia. Can
plejo Industrial Avicola la Rivera (CIARAVE), a Bolivian poultry 
complex with headquarters and breeding plants in Cochabamba, will 
manage all project activities. Proqenitor de Ave (PROAVE), a wholly 
owned subsidiary of CIARAVE, will be responsible for the design and implement
ation of this part of CIARAVE's poultry operations. The project involves 
the irrportation of 4,320 breeder chickens which will produce "re
producer" hens for CIARAVE. These hens will oroduce chicks which 
CIARAVE will raise as broiler chickens. Up to now, CIARAVE has had
 
to import all of its "reproducer" hens. As a result of this project, 
its import requirements will be cut in half and it will realize
 
significant cost savings. 

In 1968, CIARAVE began its poultry operations on a miiLl 
scale, focussing on the raising and fattening of imported baby 
chicks for comnercialization as broiler chickens. CIARAVE now is
 
the leading poultry production and marketing complex in Cochabamba. 
Sales of its broiler chickens are widespread both in Cochabamba and 
in La Paz, as well as through nationwide marketing channels. 
Currently, CIARAVE owns one poultry incubator plant in Cochabamba 
and has five breeding farrrs for raising broiler chickens. Four of 
these farms are currently operational, and are located within a 
50 mile radius of Cochabamba. In addition, CIARAVE owns a chain of 
retail outlets throughout the country for the sale of its broilers. 
The coriplex has gained valuable expe-rience in the poultry industry 
over the past 15 years. The Rivera brothers, owners of CIARAVE, 
provide efficient management to the complex. The older brother is 
the general. manager, and two of his younger brothers have been 
trained in Brazil and provide expert technical guidance. 

CIARAVE has conducted its own pre-feasibility study of the 
project and is in the process of negociating a loan with the Banco 
Boliviano Amricano. 

2. Li nkajles 

CTARAVE's poultry complex already benefits small farmers 
(approximately 60 families) within the Cochabamba area who supply 
it withi its chicken Feed inputs (corn and soy). The project also 
will generate new erploymetnt for 20 additional workers and indirectly 
create eployment oportunities in poultry transport and distributimn. 

3. Production Plan 

In order to reach the projected full- orcxuction capacity, 
it wi ll be necessary to put the fifth, currently unutilized, CIARAVE 
p)uttry bre(x"o. .1q farm into operation. 'This farm is located 8 miles 
FrIn C0Ch-hn2 M1x. fn addiition, it will be necessary to purchase 
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additional equipment (1 incubator) and construct civil works essential 
for the effective operation of the farm. CIARAVE currently produces
90,000 chickens per month and markets them throughout Bolivia. This 
level of production will be maintained in the first few years of 
project operations, with the PROAVE subproject financing the production
of a sufficient amount of reproducer chickens to save CIARAVE foreign
exchange costs of approximately $100,000 a year. 

The project's incubator plant is located next to three of 
CIARAVES largest chicken farms and is easily accessible by good paved

roads. Other existing infrastructure advantage include civil works
 
with adequate sanitary and climatic conditions, gravel access roads
 
to farms frcm the principal paved road, and a sufficient supply of
 
vehicles for product ard personnel transportation.
 

The subproject will utilize imported vitamins, vaccines and 
animal proteins in raising "reproducer" hens. In addition, corn, soy,
Lx3ne flour, and other supplements for chicken feed will be supplied 
locally. The abuelas will be imported from Pertm at an approximate 
cost of US$50,000. An incubator and vehicles will be imported from
 
the United States at a total cost of US$90,000. Housing facilities,
 
an administrative office, 4 chicken coops, I access bridge, 1 water
 
Lank, and water and electrical installations, totalling US$16,000, will
 
bIe constructed. In addition, most poultry production implements will
 
hb purcha ,wd locally at a cost of approximately US$20,000.
 

Currently, CIARAVE and all its plants and farms employ 252 
person::;, 14 of whom hold administrative positions. It is envisioned 
that a-dditional experienced administrative and technical personnel
wk-,il be employed under the project. This subproject will generate
20 new jobs, involving 2 Ipositions in technical/managerial areas and 
18 as direct labor hires. 

4. Wrketing Plan 

'The project will satisfy approximtely 50% of CIARAVE's 
current total demind for "reproducers". ITherefore, all of PROAVE's
"reproducers" will x sold to CTARAV,. "Reproducer" poultry pro
duction d(oes not have si(mi-ficant competition in Bolivia at this 
tmrr. PROAVE will be the first poultry firm to imp)ort abuelas and 
raise "reproxlucers. " 

5. Financial Ana lys i~s 

'[lIE' )roject'!- prxohdition of "repr(xhlcer" chickens will 
reqliite ;l inive'slmint ()f U;$432,000. 'lM project loan of US$232,000 
wi 1l be financ(d 807 by tie Central ;.Lnk and 20% frcmn ICI resources. 

IT(AVr: wi ] i use the loan for n)urchasos (i.,cuhiator cp[rnznt, a pick
t) Urutck, a standard flat-Lxd truck anl txls for ixoultry production), 



FINANCIAL EXHIBIT 

PROAVE PROJECT
 
(Progenitores de Ayes de Rivero Hnos.) 
(Figures in Thousands of U.S. Dollars) 

Incremental Year 1 Year 2 Year 3 Year 4
LIestments
 

CASH FTILE 

Tbtal cost of purchasing
recroducers. 332.7 381 419.2 419.2 

Less total cost of pro
c'r.g reproducers. 244.3 277.1 307 289.9 

Less additiona! required 
Lnvstren t - - (69.6) 

Net cost savings (432) 
 88.4 103.9 112.2 59.7 


Fina-ncial IRR: 17.5% 

Ecritv IRR: 47.2% 

Year 5 Year 6 Year 7 Year 8 

419.2 419.2 419.2 419.2 

293.7 310 308 248.8 

125.5 109.2 111.2 170.4 
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construction, and working capital costs. To ueet the remaining portion 

of the project's investment requirements, PROAVE will contribute US$--
200,000 of its own funds to be utilized for the construction and instal
lation of civil works, and for working capital purposes. 

As in the case of the Avicola Chulumani project, sinue this
 

project's objective is to cut PROAVE/CIAPAVE production costs, the 
financial analysis discounts the cost savings accruing to the pro

duction rather than irportation of "reproducer" hens against the
 
initial cost of the investment.
 

The project's IRR of 17.5%was estimated based on 80% of installed 
ca[acity in operation in year one, with full capacity reached by year three. 
The project's discounted return on equity is 47.5%. A Net Present Value of
 

':62,000 is K,rived from net cash flows discounted at 8%, on an initial incre
mental investment of $432,00M. 

6. Economic Analysis 
The benefit/cost ratio of the project, utilizing a 15% dis

count rate, is 1.57. The ratio remains above the break even point of 
1 even when production costs are increased by 20% and the imported 

cost of "reproducers" is decreased by 10%. 

In the feasibility study for this project, a final determi

nation of the size of PROAVE's reproducer production operations will 
have to be made, and measures to ensure that maximum benefits accrue 
to the rural poor wi l. have to be elaborated. 

J. Hacienda Santa Rosa Grossberger Ltda. 

1. Background 

'liyh purI-ose of this project is to iitiate turkey breeding 

in )-Blivia and thereby make the marketing of turkeys in Bolivia 
financially feasible under the country's new econcmnic coi;ntions. 

Hacienda Santa Rosa Grossberger Limitada is a turkey farm 
which rai ses and markets turkeys, but currently has no turkey 
bree]ing facilities; i.e. until now, the firm has imported turkey 
chicks and raised them for local sale. rIle. farm is privately owned 
I, J[s. (rossberger Z. and is legally organized as a limited concern. 
'[he f inn's exexrience wit li Lh production and canmrcialization of 
t:urkes began in 1968 with the iirportation of 500 turkey chicks. 
Tliis increasel to 20,000 chicks per year by 1979. The managenent 
{4 Hi, firm is exx-rienc(d in the lrcduct ori and comrcialization 
of tArkeys in B3olivia. 'do nibers of the nanagemnt team are 
professional aqricultural ists, while another is a specialist in 
Feed t.d.f(Di(Y 1 , 

Becau ;e of the drop in the value of the Bolivian peso, it 
is no longer financially possible to base Grossberger's turkey 
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biness on the iiportation' of.urkey chicks. -This project wilJ.enable
ao~s1:erger - to iq~ort breeders for the productioi of it own chicks. 

~Tt ~fz~qil urcaseandinstall an ncubato withI a producio

pity of,12,000 turkey chic~ks per year., A turkeyr pan


built with project funds will have the capacit tLo house 1,'20 ii rtied'

bredr-urey. heins ta1at ion-of aradio -carminxcations system-.


an~d the purchase of ccnputer eqipmnt~ and a soy toasting ma hirke for
 
ruse in thie preparation dof 'urkey feed are also contemplated. A
 
feasibility study has been ccapleted 
on the project by a private


Sconsultanting 
 firm and~prsetdt the Banco de Cochabamiba~for 
financing.~
 

An integral part of the project is the reurie for4? 
turkey feed inputs 't be. blenided~ at>th Gosbegerplantand used
 
to fatten turkey..chicks 
. Purchase of, ths estillfee inputs,~'~% 
imade frmn mall,;arrs ljocated in tesrrudng ohaab area,
thus,,tnltn fampodcit an g'nrtn oAdrc 
 n
 
inieteipc n opotniis Furthernire, positions for ~21~

-full tine and 10,part 1time~ laborers will be cr~eated with totaliQ4

annual salaries projected to be $30,000. 2' 

Gro~Lssberger~ wilui sin infra bstruture~worh ~ !' port~the project with exi 
Gstuctue otpr oxLedtoly'$6O;000.. Haciendaz Santa ThbsaGrsbre ta is locatd Tks.ousie f ocabmb. hi
 

a is roimtlzrezr10. Kms andth - ree aiJt.Sffcetee t'c .awae 

average ten atu:e.is 20Ca tebeeder'pant aid 180C at the 
cxnmrcial growh~ &eter-,bot of' hc~r.cnidrd.d o A 

proution adL groIthAof~turkeys. Ccie ~cial"~ prospects are deemed 2 Jexeln5ihalara aiyacse by.pr aroads. 

New ociputer, and cccmications equigrnt, will be,-izporedvfromi the United Statest 'ad'inuaineupeIn wl eprhsd
in 13azil.,,;All co~nstructions work nd~materials will~~be supplied:, 4<. .4Floally~k Most of the~breeders wil beinpori -frci aCalifor 44a 

turkey bredirg farmi,. with a' .small., supl can1ing'fr Chile. 4 under .,4F>' 

normal operatiori, 4appraocinatey.33opf producioni3npusw be4
inported.? The majority of inports,,are ini th~fr ofacie andOther food additives. :With 4the~expansion of local reproduction
c<apacity,' the 4 4'<

firm~will beccfe grdually less depen4ent of foreign.4 44rto and, hence, will nfot require as muh oeign exchage.A~.4., 

http:atu:e.is
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Hacienda Santa Rosa Grossberger Ltni . currently produces 
30,000 turkeys per year for ccrercial sale. The addition of the
 
incubation plant and equipment, allowing for the production of
 
Grossberger's own breeder turkey chicks, will result in a production 
of 72,000 turkey eggs per year.
 

The project will require the employment of four additional 
administrative and technical personnel. One of these will be a 
marketing specialist.
 

4. Marketing Plan
 

Hacienda Santa Rosa Grossberger Ltda. is the only producer 
of turkeys in Bolivia. The market for turkeys in Bolivia is scmewhat 
limited. Turkey is the traditional dish for Christmas and New Year 
celebrations as well as for special celebrations,such as wedding and 
religious gatherings which call for large family meals. Grossberger 
intends to undertake a morketing campaign to promote more consumption 
of turkey. Although the projected price of $b 1,100 per kg. of turkey 
is high relative to the price of red mats, sales in Per, Argentina, 
Chile and Venezuela should generate sufficient profits to allow Santa 
Rosa to gradually reduce its internal market price, thus making local 
sales more comrpetitive. Grossberger has established markets in Vene
zuela, Argentina and northern Chile for its turkeys. Recently, it 
r-eceived large orders for turkeys from Arica, Chile and Cuzco, PerCi, 
anid the firm is currently selling exported turkeys at a higher price 
than that paid for turkies sold in Bollvia. Based on Grossberger's 
historical records for demand for turkeys and using a two-variable 
regression analysis to project futiixe demand for both local consuiption 
and exlorts, total sales are estimated at 46,000 turkeys in year one, 
increasing to 55,000 turkey sales in year five. 

5. Financial Analysis
 

The expansion of Crossberger's operations to include the 
incubation and reproduction of breeder turkeys and to revitalize the 
cotrmrcialization of turkeys in Bolivia, will require a total
 
incremental investment of $480,000. L'his amount will be used as
 
follows: 

Incubation plant and incubator $ 61,785 
Turkey breeder plant and imported 

breeder chicks. 18,195 
Radio and cotuter 13,020 
Soy toaster 10,000 
Working capital 377,000 

$ 480,000
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Of this amount, the Grossberger family will invest approxi
mately $72,500 of its own funds toward working capital expenditures.

Loan monies amounting to $407,500, of which 80% will be provided by 
the BCB and 20% from ICI funds, will finance the remaining working 
capital requirements ($311,500) and fixed investments ($96,000).
 

If Grossberger does not undertake this project, it will have
 
to go out of business because the cost of imported turkey chicks is now 
too high. The financial analysis was therefore carried out as if this 
were a completely new project, except that sunk costs in existing fully 
depreciated fixed assets were not included. 

The estimated internal rate of return on the entire incremental 
investment is 26.97%, with a return on equity IRR of 142%. The project's
Net Present Value of cash flows, discounted at a cost of capital of 8% 
and based on an initial incremental investment of $480,000, is equal to 
$971,000.
 

6. Economic Analysis
 

The economic analysis of the project indicates a positive
benefit cost ratio of 2.27. The sensitivity analyses indicate that the 
project remains viable even with costs increased by 20% or revenues 
decreased by up to 15%. 

It is expected that this project will be approved shortly. 

K. San Roque Ltda. 

1. Background 

San Roque Ltda. is a privately owned cattle ranch legally
organized as a limited concern. It is located approximately 500 kms. 
outside of the city of Santa Cruz and 200 kms. from San Ignacio in a 
low altitude area with sufficient height to eliminate danger of flood
ing. The pasture land consists of 80% natural grasses and 20% planted 
grasses. The ranch is located on the Paraguay River. A number of 
tributaries are scattered throughout the property, plus a small lake. 
A secondary road from San Ignacio is accessible during the dry season, 
although during the rainy season air transportation is necessary to 
reach the property. 

The project will enable San Roque to purchase a new breed of 
Nellore bloodline cattle stock, breed and raise calves and sell them 
to small cattle ranchers in the Santa Cruz Department. The small 
cattle ranchers will raise and fatten the Nellore calves for sale in
 
the Santa Cruz market. In addition, the ranchers will use a portion
of their mature Nellore bulls and cows for breeding purposes, thus 
increasing the size of their own herds of Nellore stock. A feasibility 
study of the project has been undertaken. The project is currently 
being reviewed by the Banco de Santa Cruz. 
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2. Linkages 

The project will benefit both San Rocque and the small cattle 
ranchers in the Department of Santa Cruz who will raise and sell the 
Nellore cattle they purchase from the San Roque ranch. 

3. Production Plan 

San Roque will purchase 2,000 cows and 170 bulls of nearly 
pure-breedNellore blood. The project will also finance the planting 
of 50 hectares of pasture land for the production of cattle feed 
during the dry season when adequate natural pastures are scarce. 
The San Roque Ranch covers 20,426 hectares of land and can support a 
maximum of 5,107 head of cattle. Managenent expects to reach this
 
level of production before the end of the second year of the project. 

Raw materials required for the project include wood (which 
is abundant on the property) and fence wire, block salt, grass seed 
and vaccines, all of which are available in Santa Cruz. The Nellore 
cattle are sold by various large breeding ranches in the Department 
of Santa Cruz and will be shipped to the San Roque Ranch by truck 
and by air. 

The project will require ten ranch hands and one foreman. 
In addition, the project expects to employ fifty part-tire laborers 
throughout the year. The San Roque management team is considered 
qualified and experienced in the area of cattle breeding and 
production. ihie team consists of an agricultural engineer, a
 
technical administrator and a general administrator.
 

4. Marketing Plan 

According to the National Nk-at Board of the Ministry of 
Industry, Ccmnerce and Tourism, the Department of Santa Cruz will 
have an estimated demand for beef,ranging from 24,436 tcns in 1984 
to 44,308 tons in 1990 (estimated consumer sales by weight). There 
exists additional demand from outside the department for 6,374 tons 
throughout 1984 which is projected to increase to 6,844 tons by 
1990. Overall production of beef in Bolivia during this same time 
span is estimated to increase from 24,386 tons in 198 to 26,803 
tons in 1990, resulting in a deficit of $24,349. Estancia San Roque 
itself proposes to produce 273 tons of beef under full production, 6r 
about one percent of the esti-mated 1990 supply. The projected 
deficit should induce existing ranchers to increase production
 
of cattle. Therefore, San Roque should have no difficulty selling 
the calves :it breeds to Santa Cruz cattlemen. 



_________ 

5. 	 FinanciaL Analysis 

'hie 'total' amunt of the incremntal 
Itwill be used as~followqs:,
 

Cattle$1,146,000
 

Constrction (U2prove1ent of 
S-r~ faf.Ji rra-jchainds,

~ ~7~<Equipnient and'mciey(opck 

Sup truck, generator, radio equip-> 

Pastuire land (planting) 50 hectares~ 

Other fixed-assets)400 

Wrigcptlrequirements 

investment is $1,287,000.; 

, 1,O 

14,000 

70,000~
 

Of this anount,,San.Roque~ will invest approximately $484,000 
from its own resouirces, priri~ly, to cover the purchase of ~cattJle,
machinery anid eqimn,'teos ofacility rennovationadwokn 
capital. Tota1loan requirementsr are $803,OO0,-80% Ito beprovided .by
the, BCB ($642"400) and 20%,,($160,600) by thie Banco de Santa' Cruz for':' 
tepurchase'of breeding cattle.'s
 

Proectrevenues are calculated based on a livestock wegqh 
prc f$. 6,e kilo (US$. 80 per~lo), derived-fron the sale 
of.Nellore stock faniSaniRquelto th smll Qcttle rahes~inSa 
Cruz., Th siae~nenlrt freuno h rjc's71%

*The~estimated discounted rate Kof return on San Roque's own equity 
investment is~28.53%. A Net Present value of $361,000 isbased on an 
inta nrmna neteto 127,00 with the project's net~ 

~ij~ flow discounted at an8 cost of capital.Acash 

6. 	 Econoic Analysis ~ 
As mnhtion~ed, th prjc a~eaieylow IRR of 7.15%. 

Its economic benefit/cost ratio, with a15 discount factor, is 0.91. 
accruing directly to SanflRoque have~ been Iicluded in the econc 
analysis. When benefits accruing to small cattle rancher~s in the 
form of increased herds~of. quality''livestock and grater sales 

the 	rojct re~ncldedth prjec-wil bfoud t beeconcomically
viable. ; At~the sme time$ San Roque Ranc.h Mu tinvestijate whether * 

it:cai. ellits calves at a-igher,'pricedin ordertb increase the, ~ Sprof t~bility of_1the, rjct. Pendith itcre th add roup 
reuie,6aly~sesthi projet.has.o::e ee nlddJnte ru

to be' iitia3ly' n cdwt !ADs aditnal ctrbutimto the A 
refinncingline
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Annex D 

Revised Checklists 

5C(2) PROJECT CHECTLIST 

Listed below are statutory
 
criteria applicable to projects.
 
This section is divided into two
 
parts. Part A. includes criteria
 
applicable to all projects. Part
 
B. applies to projects funded
 
from specific sources only: B.I.
 
applies to all projects funded
 
with Development Assistance
 
Fundsi B.2. applies to projects
 
funded with Development
 
Assistance loans, and B.3.
 
applies to projects funded from
 
ESP. 

CROSS REFERENCES: 	 IS COUNTRY
 
CHECKLIST UP
 
TO DATE? HAS
 
STANDARD ITEM
 
CHECKLIST BEEN
 
REVIEWED FOR
 
THIS PROJECT?
 

A. 	GENERAL CRITERIA FOR PROJECT
 

1. 	FY i982 Appropriation Act
 
Sec. 523; FAA Sec. 634A;
 
Sec. 653(b).
 

(a) Describe how Appropriate Congressional 
authorizing and appro- Notifications have been 
priationn committees of sent.
 
Senate and House have
 
been or will be notified
 
concerning the project;
 
(b) 	is assistance within
 
(Operational Year Budget)
 
country or international
 
organization allocation
 
reported to Congress (or
 
not more than $1 million
 
over that amount)?
 

2. 	FAA Sec. 612(a)(1). ?rior
 
to obligation in excess
 
of S100,00, will there be
 



(a) engineering, finan-

cial or other plans 

necessary to carry out
 
the assistance and (b) a
 
reasonably firm estimate
 
of the cost to the U.S.
 
of the assistance?
 

3. 	 FAA Sec. 611(a)(2). If
 
further legislative
 
action is recuired within
 
recipient country, what

is basis for reasonable 
expectation that such 
action will be completed
 
in time to permit orderly
 
accomplisthment of purpose
 
of the assistance? 

4. 	 FAA Sec. 61lb); FY 1982 
Apprcmriation Act Sec. 
501. It tor water or
 
water-related land 

resource construction,
 
has project met the
 
standards and criteria as
 
set forth in the
 
Principles and Standards
 
for Planning Water and
 
Related Land Resources,
 
dated October 25, 1973?
 
(See AID Bandbook 3 for
 
new guidelines.)
 

5. 	FAA Sec. 611(e-). If
 
project is capital
 
assistance (e.g.,
 
construction), and all 

U.S. assistance for it
 
will exceed $1 million,
 
has Mission Director
 
certified and Regional
 
Assistant Adminisr.-ator
 
taken into consideration
 
the country's capability
 
effectively to maintain
 
and utilize the project?
 

Already completed in PP
 
Amendment. 

N/A, 

N/A. 

N/A
 



6. 	FAA Sec. 209. Is project

susceptiFble to execution
 
as part of regional or
 
multilateral project? If 

so, why is project not so
 
executed? Information
 
and 	conclusion whether
 
assistance will encourage
 
regional development
 
programs.
 

7. 	FAA Sec. 602(a).
 
Information and
 
conclusions whether
 
project will encourage

efforts of the country 
to: (a) increase the 

flow of international 

trade; (b) foster private 

initiative and 

competition; and (c) 

encourage development and 

use of cooperatives, and
 
credit unions, and
 
savings and loan
 
associations; (d)

discourage monopolistic
 
practices; (e) improve

technical efficiency of
 
industry, agriculture and
 
commerce; and (f)
 
strengthen free labor
 
unions.
 

8. 	FAA Sec. 601(b).
Information and 
conclusions on how 

project will encourage 

U.S. private trade and 
investrent abroad and 
encourage private U.S. 
participation in foreign
 
assistance programs
 
(including u:;e of private
 
trade channels and the 
services of U.S. private
 
enterprise).
 

No.
 

(a)and (b)yes, definitely;
 
(c)to the extent subloans 
are made to cooperatives and 
credit unions, if could; 
(d)and (e)yes

(f) no. 

Project targeted for 13ol vian 
private sector. U.S. private 
sector free to participate 
with Bolivian investors in 
subprojects, but this is not 
expected.
 



9. 	FAA Sec. 612(b), 636(h);
 
FY 1982 Appropriation
 
Act Sec. 507. Describe 

steps taken to assure 

that, to the maximum 

extent possible, the 

country is contributing 

local currencies to meet
 
the cost of contractual
 
and other services, and
 
foreign currencies owned
 
by the U.S. are utilized
 
in lieu of dollars.
 

10. 	 FAA Sec. 612(d). Does 

the U.S. own excess
 
foreign currency of the
 
country and, if so, what
 
arrangements have been
 
made for its release?
 

i£. 	 FAA Sec. 601(e). Will 

the project utilize
 
competitive selection
 
procedures for the
 
awarding of contracts,
 
except where applicable
 
procurement rules allow
 
otherwise?
 

12. 	 FY 1982 APoropriation Act
 
Sec. 521. If assistance 

is for the production of
 
any commodity for export,
 
is the commodity likely
 
to be in surplus on world
 
markets at the time the
 
resulting productive
 
capacity becomes
 
operative, and is such 

assistance likely to
 
cause substantial injury
 
to U.S. producers of the
 
same, similar or
 
competing commodity?
 

13. 	 FAA 118(c) and (d).
 
Does the project comply 

with the environmpntal
 
procedures set forth in
 
AID Regulation 16? Does
 

Bolivian contribution to 
project is the maximum
 
that can prudently be
 
expected under current
 
econcmic conditions.
 

No.
 

Yes.
 

Yes.
 

No.
 

Yes.
 



the project or program 
take into consideration N/A. 
the problem of the des
truction of tropical 
forests? 

14. FXA 121(d). If a Sahel 
project, bas a determina
tion been made that the N/A. 
host government has an 
adequate system for 
accounting for and 
controlling receipt and 
expenditure of project 
funds (dollars or local 
currency generated 
therefrom)? 

B FUNDING CRITERIA FOR PROJECT 

1. Development Assistance 
Propect Criteria 

a. FAA Sec. 102(b), 111, 
113, 281(a). Extent to (a)Subprojects must have 
which activity will (a) beneficial linkages to the 
effectively involve the poor to be eligible for 
poor in development, by refinancing. 
extending access to 
economy at local level, 
increasing labor-inten
sive production and the 
use of appropriate 
technology, spreading 
investment out from 
cities to small towns and 
rural areas, and insuring
wide participation of the 
poor in the benefits of 
development on a sus
tained basis, using the 
appropriate U.S. insti
tutions; (b) help develop (b) Project could assist 
coopera'.ives, especially cooperatives financially, 
by technical assistance, as noted above. 
to assist rural and urban 
poor to help themselves 
toward better life, and 



otherwise encourage

democratic private and 
loca. governmental 
institutions; (c) support 
the self-help efforts of 

developing countries; (d) 
promote the participation 

of women in the naionl 

economies of developing 

countries and the
 
improvement of women's 
status; and (e) utilize 
and encourage regional
 
cooperation by developing
 
countries? 

b. FAA Sec. 103, 103A,
 
104, 105, 206. Does the 

pra,)ect- the criteria
 
for the type of funds 
(functional account)
 
being used?
 

c. FA Sec. 107. Is 
emphasis on use of appro-
priate technology 
(relatively smaller,
 
cost-saving, labor-using 
technologies that are 
generally most appro
priate for the small 
farms, small businesses,
 
and small inccmes of the 
poor)? 

d. FAA Sec. 110(a). Will 
the rec)Ipent country 
provide at least 25% of 
the costs of the program, 
project, or activitiy 
with respect to which the 
assistance is to be 
furnished (or is the 
latter cost-sharing 
requirement being waived
 
for a "relatively least
 
developed' country)?
 

(c)Project.will support private
 
banks and private enterprises
 
to take steps necessary to
 
beccni more self-sufficient
 
under current economic con
ditions.
 
(d)No barriers to participation
 
of women inproject-funded
 
activities.
 

(e) No affect. 

Yes. 

Appropriate technologies that
 
help earn a profit will be 
employed 

Yes. No waiver. 



e. FAASec. llO(b). 
Will grant capital
 
assistance be disbursed
 
for project over more
 
than 3 years? If so, has
 
justification satis
factory to Congress been
 
made, and efforts for
 
other financing, or is
 
the recipient country 
"relatively least
 
developede? (M.O. 1232.1
 
defined a capital project
 
as "the construction, 
expansion, equipping or
 
alteration of a physical
 
facility or facilities
 
financed by AID dollar
 
assistance of not less
 
than $100,000, including
 
related advisory,
 
managerial and training
 
services, and not under
taken as part of a
 
project of a predom
inantly technical
 
assistance character.
 

f. FAA Sec. 122(b). Does 

the activity give 
reasonable promise of 
contributing to the 
development of economic 
resources, or to the 
increase of productive 
capacities and self-sus
taining economic growth? 

g. FAA Sec. 281(b).
 
Describe extent to which 

program recognizes the
 
particular needs,
 
desires, and capacities
 
of the people of the
 
country; utilizes the
 
country's intellectual
 
resources to encourage
 

No.
 

Yes.
 

See PP Amendment.
 



institutional development; 
and supports civil 
education and training in 
skills required for 
effective participation-in 
governmental processes
esential to self-government. 

2. Development Assistance Project
Criteria (Loans Only) 

a. FAA Sec. 122(b).
Information and conclusion 
on capacity of the country 
to repay the loan, at a 
reasonable rate of interest. 

Bolivia should be able 
to repay the loan on 
the terms contemplated. 

b. FAKISec. 620(d). If 
assistance is for any 
productive enterprise which 
will compete with U.S. 
enterprises, is there an 
agreement by the recioient 
country to prevent export 
to the U.S. of more than 
20% of the enterprise's
annual production during
the life of the loan? 

N/A. 

C. ISDCA of 1981, Sec. 724 
(c) anu (d). If for 
Nicaragua, doe's the loan 
agreement require that the 
funds be used to the 
maximum extent possible for 
the private sector? Does 
the project provide for 
monitoring under FAA Sec. 
624(g)? 

N/A. 

3. Economic SuDoort Fund 
Project Criteria 

a. FAA Sec. 531(a). Will 
this assistance promote 
economic or political 



STANDARD ITEM CHECKtIST 

A. 	 Prociroent 

FAM Sec. 602. Are there arrangements to Yes.
 
permit U.S. small business to participate
 
equitably in the furnishing of cannodities
 
and services financed?
 

2. 	 FAA Sec. 604 (a). Will all procurement be Yes. 
rthe U.S. exept as otherwise deter

mined by the President or under delegation
 
frman him?
 

3. 	 'FAA Sec. 604 (d). If the cooperating coun- Bolivia does not so dis
try discriminates against marine insurance criminate. 
cxxpanies authorized to do business in the 
U.S., will ccrrodities be insured in the 
MtLtd States against marine risk with
 
such a canpany?
 

4. 	 FAA Sec. 604 (e); ISDCA of 1980 Sec. 705(a). N/A.

If offshore prcxurcmunt ot agricultural
 
crivoity or product is to be financed, is
 
there provision against such pocur=mcnt,
 
ighen the dcestic price of such canrxodity

is less than parity? (1.xKccption whe-re cam
modity financed could not reasonably be
 
procured in U.S.)
 

5. 	 FAA Sec. 604(q). Will construction of en- N/A.

ginoaring sc:rvices be procured from firms
 
of coutries othenrise eligible under Ccde
 
941, but whid have attained a canfpetitave

capability in international markets in
 
oe of these areas?
 

6. 	 FAA Sec. 603. Is the shippi-ng excluded No. 
fru cxipiancv with requizrcnient in see
tion 901(b) of the Merchant n-irine Act: of
 
1936, as aumwndod, that at least 50 pe-r
centum of Ue gross tonnage of ccnroities
 
(cxnqpute.d sepaxi-rately for dry bulk carriers,
 
dry cargo liners, and tankers) financed
 
shall be traw-riortcxl on privately (cir

U.S. flag cimt rcial w";e I to the extent
 
that such v';; s are available at fcair
 
and reasonable rates.
 

7. 	 FAA Sec. 621. If technical assistnnce is Yes. 
m1.such,wi asbe.tanco be furnished
 

by private enterTprise oil a contract t'u:iis to
 
the fullest extent prartic6ile? If the fa
clitie; of otlior Fedoral ijqencies will be
 
utilized, ar1 they p1,irticufl i-ly !;uixt;l)le, riot
 
oanpxetitivo wit.h privato enterplrise, and madu
 
avail)lle withOut tuidue interference with
 
"dcmtestic pijrm ,s?
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ANNEX E 

SUMMARY DESCRIPTION OF BOLIVIAN DEVELOPMENT CREDIT SYSTE4 

A. The Structure of the Bolivian Developrent Credit System 

Development credit is administered by the Banco Central de Bolivia 
(BCB) through the nation's banking system by means of refinancing fa
cilities. The Bolivian banking system is made up of the BCB, nineteen 
private commercial banks (13 national and six foreign), one public 
conmercial bank, and six development banks (3private and 3 public). 
Fifteen of these 26 banks currently participate in the BCB's refi
nancing activities: 11 private ccanercial banks, the one public 
con ercial bank and three development banks. The National Federation 
of Credit Unions (FENACRE) also has recently been included in the list 
of ICIs eligible to participate in the BCB's refinancing activities. 

1lhrough branch offices, the ccmmrcial banking system reaches 

virtually every region of Bolivia. The nineteen private ccmiercial 
banks have more than 90 branches throughout Bolivia. The Banco del 
Estado, the only state-owned ccmercial bank, has its central office 
and three branches in La Paz and 44 agencies around the country. The 
developmnt banks also have offices in La Paz and in other major cities.
 
FENACRE is made up of more than 180 credit unions distributed throughout
 
the urban and rural areas of the country. 

'MeBC's refinancing facilities are managed by the Development 
Departrnnt of the BCB, with the assistance of two BCB agencies and 
five regional technical offices. The Department was created in 1967 
to -age AID-financed credit lines (PRA-l, FRA-2, FRI and the Special 
Fund for Developmnt), the Productive Credit Guarantee Program and 
T'Pchnical Assistance Fund. 

B. Rafinancing Lines Initiated with AID Assistance 

1. Special Fund for Economic Development 

in 1967, USAID assisted in the creation of a new channel for financing 
developnent projects. It was agreed with the GOB to deposit the peso reflows 
of Loans 511-L-014 ($5,000,000) and 511-L-029 ($1,100,000) to CCMIBOL and 
Loan 511-Lr-032 ($4,750,000) to ENDE in the Central Bank to form 
the Special Fund for Developnent (SFD). The SFD is administered by the 
BC13 for: relending through ICIs for industry, agriculture and livestock, 
ex[ortl industries, civil constriction and housing. 

2. Agricultural Refinancing Fund - FRA 1 

l[nan 511-li-042, valued at $8,000,000, was siqned in 1971. FRA 1 fi
nanc;S loans for proxluction, storage and marketing of wheat, corn, edible 
oi], an inw InvieIs, mil.k and milk prcducts. 



3. Basic Food Production - FRA 2
 

In view of the need to provide financing for loans to small farmers,

loan 511-T-052 was signed in 1975 for $8,000,000 with a $3,000,000 counter
part contribution from GOB. 
Te program finances the production, processing,

and marketing of basic foods such a wheat, corn, sorghum, rice, quinoa, soy

beans, potatoes, peanuts, milk products, fruit, poultry, forrage and cattle.
 
The imaximum amount of each production subloan is $5,000 for periods of up to
 
two years for working capital and ten years for investment capital.
 

4. Industrial Refinancing Fund (FRI)
 

Loan 511-L-043 was signed in 1972 for $7,000,000 and was developed

to finance subloans for the creation, expansion and modernization of
 
industrial enterprises. 

C. Other AID-Assisted BC13 Progqramns 

1. Productive Credit Guaranty PErogram (PU;P) 

The principlxl. object-ive of thre PCGP in Bolivia is to facilitate the
provision of credit to persons or groups who presently cannot borrow because
 
they do not possess sufficient collateral theto meet requirements of lend
ing insti tutions. 'IThe program establ ished in 1978 a fund in the BCB for the
 
purposes of guarantying 75% of eligible 
loans made by private financial ins
tLitutions in Bolivia. 'Tefund Js capi talized with a guaranty commission of

10( on each lin nmde under Wie system. it is backed by $ 2.5 million in AID
 
guaranty authority ai-] 
 $ 1.25 idllion by tHe BCB. Funds for lending come from
the resources of the partici[xting financial institutions or from the refi
nancing lines administered by tie 13C1. Eligible loans must fall into one of
 
ie following cat:(ogories: 1) agricultural Jroduction 
and related infrastruc-
Lure aind service,;; 2) ,;maLI sea,'-le , I va t-el y ownedI iy ro-industries; 3) busi
ness enterprises ]ucited in rural areasi{ or iwirket t-cwns; 4) artisanry pro
jects located in rural or urban aris; 5) self-finaneing, self-help community

deve:loirent project ; or 6) rural how i I . We IeCGP
Although authority will
terminate at thc eir )I iscal year 19H3, tihe Mission has requested that AID
Washington extend the (guarantee autJhority ti rouglh Deceigter 3., 1985, to allow
 
for fund 1everag i n mindovera 11 prog ram (eiemin to be met.
 

2. Technical As ;istance Fund (TAF) 

The TAI was initiated under tihe A&A Project but was later enlarged
to cover all of tie retfI inancinj ]lines alminist-ered by the Central Bank. The 
TAF finances prc-invo,:;tment a.;,.;stiince to inve;tors,;, pronntion, training,
and if )nhfition act i v it i es;. Ono of il; rinciil Irixx)es is to assist
IxAtential invesfto,; withJr, ;it ility ,;tudic,:; an(] tite filling out of the 
13(1's (lettriled loin (11)1) I i cat ioln Iorins' 
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D. Other BCB Refinancing Facilities
 

'l)mvl
I. 10 01.1r (W1,#-II os' 

The BCB has budgeted $b. 3,245,000,000 of its own funds to create
 

its own refinancing line. Under it, subloans are a refinancial for con

struction, tourism, industry, agriculture, services, printing, rural
 

housing, restaurants and hotels.
 

2. Cattle Fund
 

The IDB has loaned $7,000,000 and BCB has contributed $2,000,000
 
to establish a cattle fund. This fund is designed to promote cattle
 
breeding and raising in the Chaco area of the Departmnts of Tarija, Chu
quisaca and Santa Cruz.
 

3. IDB Agricultural Credit
 

In March 1983 the IDB signed a loan for agriculture and cattle
 
production of $32,000,000 with a GOB participation of $11,000,000. The
 
activities of this loan will be carried out only in the Departments of
 
Santa Cruz, Chuquisaca, Tarija and Potosl.
 

4. IDB Mining Credit
 

Also in March 1983, another IDB loan for $15,000,000 with a GOB 
counterpart contribution of $8,400,000 was signed for the mining sector 
and industrial reactivation. Disbursements from the above two loans 
have not yet begun. 

5. CAF Industry Credit 

A loan wi di tlie Andeiin I)evelouix:it. Corporation (CA') was 
signed in March 1983. This loan for $15,000,000, with a $3,750,000 
GOB participation, will be used for industrial reactivation. 


