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PROJECT AUTHORIZATION

Yame of Country/Eatity§ Dominican Republic
Name of Project; Agribusiness Promotion
Number of Projecti 517-0186

Number of Loanj 517-T-051

1. Pursuant to Section 103 and 106 of the Foreign Assistance Act of
1961, as amended, I hereby authorize the Agribusiness Promotion Project
for the Dominican Republic involving planned obligations of not to exceed
$17,300,000 in loan funds and $2,500,000 in grant funds over three years
from date of authorization, subject to the availlability of funds in
accordance with the A.J.D. OYB/allotment process, to help in financing
foreign exchange and local currency costs for the project. The planned
life of the project 1s three years from the date of initial obligation,

2, The project consists of assistance (1) to establish an agribusiness
loan fund which will be drawn on by private banks to provide capital for
fixed assets and working capital for the expansion or establishment of
private agribusiness enterprises, and (2) to develop the institutions
that are essential to the expansion of the agribusiness sector in the
Dominican Republic by improving their capacity to assist promising
-agribusiness ventures in locating foreign partners, defining markets,
conducting feasibility studies, strengthening their capability to
identify, analyze and support feasible agribi..lness ventures, and
facilitating the export of non-traditional, agricultural products.

3. The Project Agreements which may be negotiated and exccuted by the
officers to whom such authority is delegated in accordance with A.L.D,
regulations and Delegations of Authority shall be subject to the
following additional terms and covenants and major conditions, together
with such other terms and conditions as A.J.D, udy deem appropriate,

a. Interest Rate and Terms of Repayment

The Cooperating Country shall repay the Loan to A.I.D, in U.S,
Dollars within twenty~five (25) years from the date of first disbursement
of the Loan, including a grace period of not to exceed ten (10) years.
The Cooperating Country shall pay to A.L.D. in U.S, Dollars interest from
the Date of first disbursement of the Loan at the rate of (a) two percent
(2X) per annum during the first ten (10) years, and (b) three percent
(3%) per annum thereafter on the outstanding disbursed balance of the
Loan and on any due and unpaid interest accrued thereon.
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b. Source and Origin of Commodities, Nationality of Services —— loan
Funded

Commodities financad by A.I.D. for the Project shell have their
source and origin in countries included in A.I.D. Geographic Code 941 and
the Dominican Republic, except as A.I.D. may otherwise agree in writing.
Except for ocean shipping, the suppliers of commodities or services shall
have countries included in A.I.D. Geographic Code 941 and the Dominican
Republic as their place of nationality, except as A,I.D. may otherwise
agree in writing. Ocean ehipping financed by A.I.D. under the Project
shall, except as A.I.D. may otherwise agree in writing, be financed only
on flag vessel of the United States, other countries in Code 941 and the
Cooperating country.

c. Source and Origin of Commodities, Nationality of Services —--
Grant Funded

Commodities financed by A.I.D. for this Project shall have their
source and origin in the United States (AID Geographic Code 000) and the
Dowinican Republic, except as A.I.D. may otherwise agree in writing.
Fxieapt for ocean shipping, the supplier of commodities or services shall
ha-e ihe United States and the Dominican Republic as their place of
a rionality, except as A.I.D. may otherwise agree in writing.

Orean shipping financed by A.I.D. under the Project shall, except
2: A.LD. wey otherwise agree in writing, be financed only on flag
v s38els of rire United States.

d. Condizions Precedent to Disbursement

First Disbursement. Prior to the first disbursement under the
lnin, or to the issuance by A.I.D. of documentatior pursuant to which
dlsbursement will be made, the Borrower will, except as the Parties may
ctherwise agree in writing, furnish to A.I.D. in form and substance
satlsfactory to A.I.D.§

D) An opinion of counsel acceptable to A.I.D. that this Agreement
has been duly authorized and/or ratified by, and executed on behalf of ,
the Borrower, and that it constitutes a valid and legally binding
obligation of the Borrower in accordance with all of its termsj

(11) A statement of the name of the person holding or acting in the
office of representative of the Borrower and of any additional
representatives, together with a specimen signature ¢f each person
specified in such statement}
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(111) Identification of an appropriate full time Project Managerj

(iv) Written operational guidelines which describe the procedures
(e.g., sub~loan application forms, approval and disbursement
arrangements, use of recuperations and auditing and accounting
procedures) and eligibility criteria which will be applied to the use of
A.I.D.~furnished loan funds§ and

(v) A draft agreement to be utilized between Fondo de Inversiones
para el Desarrollo Economico (FIDE) and the Participating Financial
Institutions (PFIs) which describes the terms, conditions and procedures
to be employed by the PFIs to access project funds for their lines of
credit,

e. Special Covenants

The Borrower shall covenant as followsi

(1) Evaluation Plan. Except as A.l1.D. may otherwise agree in
writing, the Borrower will prepare and submit to A.I.D. within 12 months
of the signing of this Agreement a time—phased plan for evaluation
described in Section 6.1,

(11) Support of Agribusiness Development. Except as A.I.D. may
otherwise agree in writing, the Borrowerj

(a) Agrees to review with A,I1.D. the structure of interest rates
proposed under the Project each year from the date of the first
disbursement of loan funds, within the guidelines established by the
Monetary Board and recognizing the prevailing conditions in Dominican
financial markets.

(b) Agrees, for the life of the loan, to utilize the principal
repayments made by the PFIs for lines of credit which meet the original
purpose and objectives of the project.

(c) Agrees that loan funds will not be used for projects
involving the production or processing of sugar, citrus, African palm
oil, and pesticides and severe chemical treatment such as tanneries or
extensive land clearing or road construction in hillside areas, nor for
traditional exports as defined under Dominican Law No. 69.
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(d) Agrees to comnvene periodic meetings with representatives of
the public and private sectors, as well as A,I.D., to recview progress
toward objectives and constraints to increased investments and exports,
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LIST OF ACRONYMS AND SPECIAL TERMS

ABD Asociacién de Bancos de Desarrollo

ADOEXPO Asocilacién Dominicana de Exportadores

APHIS Animal/Plant Health Inspection
Service, U,S. Department of
Agriculture

CEA Consejo Estatal de Az{icar

CEDOPEX Centro Dominicano para la Promocidn

de Exportaciones

CNHE Conse jo National de Hombres de
Empresa

CNZFT Comisidn Nacional de Zonas Francas

CORDE Corporacidn de Empresas Estatales

CPL/IPC domisién vara Promocidn de Inversidn

FIDE Fondo de Inversién para el

Desarrollo Econdmico, Banco Central

Flnancleras Development finance companies, now
referred to as development banks

FONDOPRET Fondo de PreTnversign

LAD Instituto Agrario Dominicano

IDB Inter-American Development Bank

INDOTEC Instituto Dominicano de Tecnologia

INDHRI Instituto Dominicano de Recursos
Hidraiilicos

1SA/CADER Instituto Superior de

Agricultura/Centro de Adninistracién
del Desarrollo Rural
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JACC/DR Joint Agricultural Consultative
Committee - Dominican Republic
Chapter

LAAD Latin American Agribusiness
Development Corporation

OPIC Overseas Private Investment
Corporation

PRE Private Enterprise Bureau, AID

SEA/SV Secretaria de Estado de Agricuitura

- Sanldad Vegetal

STP Secretariado Técnico de la
Presidencia
USAID Mission of the Unlited States Agency

for Internatlonal Development in the
Dominican Republic

TDP Trade and Development Program
~
wote: The functions of many of these entities as they relate to agribhusiness
a2 suanarized in Exhibit T on page 10.
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1 SUMMARY AND RECOMMENDATIONS

A, Recommendations

The Agribusiness Promot lon Project Committee Tecomnends that a loa
be made in the amount of $17,300,000 to the Central Bank, and that a grant be
made to the Joint Agricultural Consultative Committee of the Dominican
Republic (JACC/DR) in the amount of $2,500,000 in order to establish an
agribusiness promotion program. Within this grant amount are earmarked
$400,000 for a project advisor, evaluation and audit services; $300,000 for
technical assistance to the participating banks; $155,000 for produce
inspection services; and $500,000 to the Trade Development Program (TDP) for
feasibility studies. This program will be implemented over a fthree year
period and it will be complemented by RD$90,000,000 in local currencies for
the loan fund.

B. Summary Project Description

The goal of the project is to conktribute to increased employment.,
income, and foreign exchange earnings or savings, while fostering equitable
distribution of benefits produced by private enterprise. The purposes are to
(1) establish a credit fund and provide technical advice to private
agribusiness firms and their supporting industries that produce fresh or
processed commodities for export and domestic markets; and (2 improve the
mechanisms and policy framework for promoting and financing agribusiness
projects.,

Through an agribusiness loan fund directed by private banks, the
project will finance the expansion or establishment of 80 to 90 agribusiness
enterprises, providing capital for fixed assats and working capital. The
project will encourage joint: ventures, opening opportunities for new
entrepreneurs, and raw material supply by small- and mediumscale conmmercial
farmers. TMirough private business groups, the project will establish a new
system for identifying promising ventures, financing feasibility studies,
packagluy tinancial proposals, channelling funds to these ventures, and
tracking their progress, Policy objectives include adequale application of
investment: and export tnecentives, reduction of business regulation, and
accelerated lending procedures. Lastly, the project will support
establishment of pre—clearance plant health inspections for produce destined
for U.S. markets,

C. Nepotiating Status

USAID has conducred discussions and surveyed the aspirations,
concerns, and alternative proposals with a wide range of agribusiness
investors, bankers, and government. officials. These dlscussions have covered
both problems and opportunitics, means of Financing and promoting
agribusiness, and a host of relared topics.

At present, the project is well known and agreed to by key
representatlves of the private and public sectors. Discussions have been
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The technical assistance activity will be handled through a
grant to JACC/DR, based on a serles of considerations explained in Section
II-C-5. USAID, with input from JACC/DR, will carry out a competitive
selection of a technical assistance contractor, with provisions for expansion,

3. Criteria for Sublending

As spelled out in Section IT11-C-3, loans will be available for
non-traditional agricultural export projects or high priority domestic
projects in areas such as animal feeds or oil seeds which will save foreign
exchange. Other eriteria will be employed in order to identify ventures that
generate significant direct and indirect employment, generate significant
demand for local crops (e.g. through contract growing), do not require
excessive lmported technologies, provide geographical diversification, have
pilot acclvities under way, and where financing for diversification is
sought. Further, projects from industries such as those supplying fertilizer,
seeds, packaging material and agricultural implements will also be eligible so
long as the borrower is operating under competitive circumstances and not
protected under the DR's import substitution laws.

Maximum loan size will be RD$6 million for 4ny one pro ject,
Financing will not be available to projecte without at least 40 percent
Dominlcan ownership. The usual prohibitions of PD-71 will be applied.

4, Funding

With adjustments to the OYB for FY 1985, we are now planning
to fund the project as fully as possible, avoiding the mortgaging problem
experienced by the USAID in recent years. As additional funds become
available near the end of the current fiscal year, additions to Agribusiness
Promotion will be made.

5. Interest Rates

AID will provide a 25 year loan to the Central Bank at 2
percent during a 10 year grace period and at 3 percent for the remaining
repayment period. The Central Bank will on lend to the participating banks at
13%. These rates will be revised on a yearly basis, adjusted upward or
downward according to inflation. The banks will lend to the end usars at
prime market rates, which are currently averaging 20 percent, including fees
and commlssions.

These rates were established after careful consideration of
factors such as the projected rate of inflation, FIDE rates, expected returns
on investments of sub-projects, risk, and banks' cost of funds from nonFIDE
channels. Section LII-C-4 discusses these points in more detail.
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Another factor contributing to balance of payments
deficits is the increased importation of agricultural commodities, many
of which could be pruduced locally. The value of lmported food products
increased from $58 million 1in 1978 to roughly $120 million in 1983,

These imported commodities include such basics as corn and edible oils as
well as animal fats, topacco, beans, and live poultry. Substitution of
these imports under circumstances allowing competition, with production
by local agribusinesses appears to be both economically and technically
feasible, and essential to any plan to relieve the economic situation,

2.  Agribusiness Characteristicg?/

The agribusiness or agro-industrial sector (the preferred
Dominican term is agro-industry) is characterized by a large number of
small fierms and a few relatively large firms dealing mainly in
traditional agricultural products. Most of the larger agro-industrial
establishments are concentrated in the Santo Domingo and Santiago urban
areas. According to a 1983 survey there are 790 agro-industrial firms
i.e., businesses dealing in food, fiber, clothing, leather and tobacco.
Approxlmately half of these firms are involved in the export of
agricultural products, although average sales are less than $400, 000,

In addition to the Dominican firms, most of which are
oriented toward the Dominican market and only occasionally export, there
are Dominican affiliates of multinational corporatlons. The
multinationals involved in now-traditional agribusiness activities for
the export market can be classified as those that: (1) produce fresh
agricultural products, with additional processing limited to classifying
and sorting; or (2) contract with private farmers to obtain their
agricultural raw materials which they then process and market; or (3)
provide technical assistance and financing to small producers under
contract for the production of fresh produce that is packaged and
exported.

Demand for agro-industrial products in the domestic
market generally is being satisfied by established firms, with the few
possible exceptlions of import-substitutlion production and/or new products
for which demand might be created. The established agribusinesses have
been protected from significant and aggressive competition by effective
protectionist measures and “grandfather" clauses. These firms generally
are either long-established (over 50 years) or headed by members of
families long powerful in Dominican commerce,

E/Agribuslness as used here includes the production, processing and
marketing of agricultural products by private firms for sale in domestic
or export markets,
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This project implements the above strategy by incorporating
several elements critical to ity Successful execution.

1. Lt establishes a system for {dentifying promising foreign
partnershlps; packaging investment proposals; and fostering a partnership
among prospective investors and the production, managerial, and marketing
expertise to undertake new or expanded agribusiness ventures, The
project addresses directly an essential part of the strategy and,
encourages diversification of agricultural production.

2. The underlying criteria for selecting these new ventures
are that the firms either produce or process non~traditional agricultural
commodities, many of which are grown for the export market, or they
supply key inputs such as seeds, fertllizers, packaging materials, and
farm implements. This project will thus encourage the expanslon of
exports,

3. The project will provide some supporting institutional
infrastructure, to facilitate the financing of these enterprises and the
promotion of exports.

4, The project will provide inspection services, to assist
commodity exporters to guarantee that their products meet Uu.s,
phytosanitary standards, and facilitate the export of produce to the U,S.

Thus, by encouraging agricultural diversification, promoting
exports, creating employment, encouraging joint venture partnerships, and
providing necessary financial aud phytosanitary support to achieve the
objectives, the Agribusiness Promotion Project is fully consistent with
the new USAILD strategy.

C. Rativnale

1. The Potential for Agribusiness Developnent

Clearly, the greatest potential for Dominican
agribusiness development is the expansion of exports, especially of
nortraditional products. The Dominican Republic's comparative advantage
in agro-industrial exports is relatad to its labor, its natural
resources, and its close proximity to the United States and Puerto Rico,
In addition, the Dominican Republic can benefit from the close cultural

ties and similarity in customs and tastes with the growing U.S. Hispanic
and Caribbean populations.

There is an under-utilization of national resources
(land, water, labor, tradlitional technology) and existing production
capaclty that could be dedicated to increased agricultural production.
There are extensive areas of agricultural land devoted to low-return






There are also numerous private voluntary
organizations that carry out activities related to agribusiness, For
the most part they deal with small projects at the comuunity level, often
involving formation and manageument of agribusiness enterprises,

Trade assocjations are primarily involved in
lobdbying the government in the interests of their membership. There ig a
significant degree of overlap in the membership of their various
directorates, which generally are dominated by the economically powerful
Famtltes. ‘the mout fmportant are the National Counctl of Businessmen
(CNHE), the American Chamber of Commerce of the Dominican Republic and
the Dominican Association of Exporters (ADOEXPO), and associations of
industrialists, merchants and producers, that are formed along commodity
lines, type of economic activity or regional location.

b. Public Sector

In the recent past, the GODR has introduced a serles
of laws which reflect a change in economic development strategy. The new
laws and decrees imply a policy of promoting non-traditional exports as a
source of foreign exchange, and of attracting private foreign direct
investment to develop those export industries. Some of the most
lmportant {nclude: (1) amendment of the Foreign Investment law to
increase profit remittances to 25 percent of invested capital, to allow
registering in any freely convertible currency, and to include
registration of the value of imported equipment and capital goods; (2)
creation of a private sector-controlled Commission {or Foreign Investment
Promotion (IPC), with a permanent staff and budget; (3) revitalization of
the duty exouneration of raw materials to all producers; (4) establishment
of the regulatory procedures necessary to implement the Agro-Industry
Law; (5) leasing of goverament land to private domestic investors for an
Lwmport substitution project (vegetable otl), and a number of other
measures Lo encourage the financing and operations of export-vriented
businesses.

A number of goverument institutious are involved in
promoting, regulating and financing agribus;aess activities. The lead
institutions are Lhe Secretarlat of Industry and Commerce and its
Technical Agro-Industrial Department; the Technical Secretariat of the
Presidency (STP); and the Central Bank through its FIDE. Other relevant
institutions are shown in the Exhibft T on the following page.
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3. Constraints
nstralants

During design of this Project, we reviewed our findings at the
PID stage and concluded that the previous Statements were indeed valid. Thege
constraints are summarized below.

In addition, however, we have highlighted tyo important
issues, that relate to national policies, and that have to be addressed 1inp the
context of our dialogue on a broad range of issues; these are land access and
implementation of policy.

a. Pollcz

National policy regarding agribusiness ig: to encourage
foreign investment; to achieve food self-sufflciency; to increase exports of
nomr-traditional Produ~zts, to improve distribution of income through employment
generation among low-income farmers; and to develop markets for expanded
production.

The formulation of agricultural and agribusiness pelicy,
however, ig characterized by lack of Integration and internal consistency,
There are six ma jor policy-makers in the agricultural arceua who can and do
operate largely independently of each other. The policy mindset ig manifested
by goverument controls, barticularly for domestic crops, on farm gate,
wholesale and retall prices of agricultural products, on inputs used in the
production process, and on the exportation and importation of agricultural
commodities, Although complete abandonment of controls and regulation of
private agribusiness enterprise is not desirable, there ig an evident need to
Streamline regulations, reduce controls and generally bring greater coherence
to policy.

Additlonal concerns relate to land access and the
implementation of policy. large tracts of land are ofther not in production
or are belng used for sugar. The State Sugar Council (CEA) and the Agrarian
Reform Institute (IAD) often control these properties. I recent years,
Progress has been made ip Lleasing these lands to foreign and domestic
investors or, in some cases, in making contracy growing arrangements with
Occupaats of agrarian reforn Land. However, not enough land has been opened
up, and the time and burcaucracy involved in accessing broperties, for both
small and large firms, is excessive. These issues are vical to the attraction
of foreign Iuvestwent aud to the export of non-traditional products,

Another constraint is the government's inaction at
implementlng, supporting, or facilitating polices and incentives already
established. Businessmen have sald that, while the incentives (e.g. laws 69
and 409) are excellent, on the one hand, on the othor hand the government has
elther stood in the way of exporters or not facilitated their efforts. For
example, customg clearance procedures for Imported machinery and ray material
(that s Supposedly tax exempt for export pProjects) are cumbersome, time
consuming , arbitrary and unevenly applied. Credit for new projects has becn
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potential apribusiness ventures that would allow them to package their
projects to attract financing or foreign partuners. Hence many nced a reliab
partner to provide such expertise, which may include asslstance with market
and feasibility analysis, production methods, quality standards and
import/export procedures,

In additlon, would-be Investors must overcome competitic
from establi{shed firmg supplying the local market, Established firms often
show an aversjon to export-oriented endeavors because uncil recently,
macro-economic distortions (e.g. lack of free currency conversion exchange
rate) added to the preference for producing for the domestic market.

d. Fipancing

Financing for agro-industrial projects comes from a
varfety of public and private sources. On the private side, commercial banks
provide working capital and term credits, whereas the development banks
generally lend only for more than one year. On ocecasion, the commerclal bank
will also lend for more than one year, often through their own development
bank subsidlary. Of the total credits provided through the development
banking system (some 18 hanks), we estimate that between 40 and 50 perceat ar
derived from funds that originated in the FIDE, Thosge Funds not derived from
FIDE come fram the development banks' own equity, bond issues, or retained
earnings.

FIDE is the Central Bank's department for channeling
long=term (and some short-term export fiuancing) credits to private firms.
FIDE credits flow from the governmeat's own resources as well as those of
international donors. FIDE does not provide credics directly to the final
users, but channels then through loeal commerctial and development banks.

There are several problems with this system of working
through FIDE, The most frequently cited are:

- Collateral requirements are high, especially for new
ventures, Heavy mortgage or liighly liquld guarantees are
required, This is partially a result of the bhanking systems'
lack of familiarity with non-traditional export projects.

- Investment capltal and short-term (less than one year) working
capital often nust come from at least two different sources,
as development banks are not equiped to lend for less than one
year.,

- FIDE's procedures are cumbersome for the borrower as well as
the {ntermedfary bank. That ts, FIDE examines projects from
the standpoint of hoth eligthility and commercinl risk, cven
though FIDE does not usually share the risk. This results in
lengthy discussions over precise needs and uses, rather than
focusing only on eligibility. As a result, FIDE approvalg may
take one year or more to obtain,
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One large firm (a melon exporter) hasg contracted with

APHIS for the services of an inspector. However, these services are not
available to other exporters because of the large volume of produce to be
inspected, the limited duration of the contract, and the Proprietary nature of
the service. Individual small exporters are unable tg absorb the cost of an
inspector while the pooling of exporters to purchase inspection service is not
feasible on a sustained, year-round basis, ‘Thig constraint will pe addressed
by this project through the establishment of a system for pProviding APHIS

program,

4, USAID and Other Donor Actions Related to Constraintsg

It is evident from the foregoing discussion that the problems
facing agribustness promotion are complex and Intertwined with major issues
that affect the economy as a whole. Resolutlon of these issues will require
actlons that go beyond the scope of this discrete project. At the same time,
there are a range of activities supported by the USAID Mission program and by
other donor programs that will favorably influence several of the factorg
summarized ahove, and contribute to the Project's objectives,

a, USAID's Actions

The relationship of USAID's existing and Planned projects
to the key constraints to agribusiness ig sumnarized in Exhibit 2, The
proposed Agrlbusiness pProject will in effect pick up where other USAID
supported programs leave off, or provide the basis for follow-on efforts in
new projects now being designed or authorlzed.

Actlivities are intended to foster an environment that is
Supportlve, either directly or indirectly, of busiress investment. To pick a
few key examples, the On-Farm Waver Management Project will assist in the
rational delivery of water and the dissemination of relevant agricultural
production methods to farmers involved in export production, thereby reducing
the raw material constraint. Other projects, such agy Export and Investment
Promotion, and Economic Policy Analysis and Tralning, are envisioned with
numerous public and private organizations., 1 peneral terms, thege projects
will: (1) promote Joint veantures betweap Dominican and U.S. businessmen; (2)
stimulate export enterprises by providing financtal and technical assistance
through dollar and local currency resources; (3) provide lavestor services
(such as market information, contace with buyers in the U.S., accers to new
L‘cchuuloglc:;, contacts with qualified agricultural or Industrlal
produccrs/munufucturers, and advlee on loeal Laws, rules, and regulatlons);
(4) foecus on broad policy issues that constrain private business; and (5)
streamline curreat bureaucratic procedures in several fovernment organizations,
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b. Other Donors' Actiong

The IMF and the World Bank are encouraging policy changes
that will reduce protection and regulation, encourage foreign exchange
earnings, and improve both the content and the application of investment
incentives for private agro-industry.

At present, the Inter-American Development Bank (IDB) is
the most active in financiug industry. The Industrial Reactivation Project,
which channels US$50 million through FIDE, offers short term working capital
for the importation of raw materials, and is now 44% committed,
Agro-industries are eligible borrowers under this program.

A new IDB agribusiness broject, on the order of US$25-30
million, is being studied for signature in 1986/87. The purpose of the
proposed loan is to stimulate both the production of raw materialsg sultable
for either export or for import substitution, and to finance the processors of
those materials. The products to be financed by the project are peanuts,
coconut, African palm, rice, milk, wheat, maize, sorghum, cotton, industrial
tomatoes, and light tobacco,

3. Altecnative Approaches

The PID discussed several posslble borrover/grantee
arrangements. After extensive discussions with members of the private and
public sector, an analysis of the demand for financing and technical
agsistance requirements, and an assessment of the Strengths and weaknesses of
many public and private institutions, we have selected an approach which we
belicve will have a broad and deep impact on the services provided to
agribusiness firms, and on the way in which term credit is provided,

a. Lending Inutitutiqgg

Alternatives considered included: an AID loan to the
Central Bank with lines of credit to the developwent: banks; an AID loan to the
Central Bank, but managed by FIDE oy a sub-project by sub-project basis; and a
direct AID loan to one or mor  private banks, After careful consideration, we
chose an AID loan to the Central Bank with Lines of credit to selected,
pre~ualified development banks., The alternatives are discussed below.

* Ceatral Bank - Lines of Credit: (Modified FIDE
approach) This alternative wag chosen as the most viable because, while the
Central Bank assumes the foreign exchange risks, the private development banks
will have the sole authority to approve loans. Over the long run, this
alternative will bring about a major structural changes in the way the Central
Bank and FIDE provide credit to the development banks, dramatically reduce the
government's role in approval of sub-projents, begin to reduce FIDE's near
monopoly position in the Frovision of longer tern credits, and at the same
time place more responsibility for pProject appraisal and monitoring where it
belongs -=- on the banksg themselves,
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* JACC/DR with a Technical Assistance Unit: JACC/DR
will be provided with a grant and supporting technical assistance from a U,S,
contractor and the Trade and Development Program (TDP) to establish a
professional technical assistance (or consulting) unit within its
secretariat. We chose this alternative because: 1t was a natural extension
of JACC/DR's activities and fully consistent with {ts pPurpose while providing
it with the means to implement its program; it makes good use of existing
JACC/DR resources engaged in the Dominican agribusiness sector; and offers
access to various types of asslstance from agribusiness firms in the United
States through its affiliation with JACC/UsS,

* ISA/CADER with a Technical Assistance Unit: This is
similar to the former model except that the support would be provided to
[SA/CADER 1n Santiago. It would offer ready access to a pool of skilled
managerial and technical consultants and a locatlon more nearly in the center
of agribusluess activity. lHowever, ISA/CADER is primarily an academic
institution, and there is a danger that the technical assistance activity
might be either approached in an academic manner, or not play a central role
in the overall CADER program. CADER {s not yet intimately tled to the
agribusiness communlty, and {ts location away from the center of governmental
and commercial activity in Santo Domingo are factors which argue against this
alternative,

* New Non-Profit Corporation: Another approach would
be for USAID to facilitate the establishwent of a new non-profit corporation
for the specific purpose of implementing the technical assistance component of
the project. This organization might be formed under the leadership of a
board drawn from the varlous private sector orgaunizations with interests in
the agribusiness field. One advantage would be that thig group could generate
conslderable support within the private sector and {nfluence the national
policy environment for agribusiness development. These factors are offset by
the complexities involved in establishing such an organization, and a
reluctance to introduce still another organization into an already crowded
field.

* Associatlon of Privite Development Banks with a
Technical Assistance Unit: This alternative would provide a sure link between
the two components of the project, to ensure a focus on good project planning
to facilitate decision making within the banks and be a good base for
providing technical assistance to the member banks. On the other hand, it
would very likely become an official or unofficial loan evaluation unit on
behalf of the banks. ‘This would reduce its effectiveness in working with
private sector clients considerably by violating the principle that the credit
and techalcal assistance functions, while related in their intent, be kept
operationally separate,

* Develop a For-Profit Consulting Firm: This
alternative would luvolve the establishment of a new, private, for-profit
cousulting firm or the selection of an exlsting well-qualified firm. This






http:wthpivtebakrs.an
http:uit'escommuni.ty

21

ILI. PROJECT DESCRIPTION

A, Goal and Purpose

The project goal 1s to increase employment, incomes and foreign
exchange earnings or savings, while fostering an equitable distribution of
benefits produced by private enterprise.

The purposes are: (1) to establish a credit fund and provide
technical advice to private agribusiness firms and their supporting industrie
that produce commodities for export and domestic markets; and (2) to improve
the mechanisuws and policy framework for promoting and financing agribusiness
projects,

B. Expected Outpets

The principal outputs of this project will be:
- initiation of 80-90 new agribusiness projects;

- establishment of a technical assistance unit for identifying
promising agribusiness ventures, packaging investment
proposals, and fostering a partnership among prospective
investors;

- strengthened project appraisal capacity in PFIs by provision
of TA for training and advisory services.

- policy and procedural changes tov the traditional manner in
which Central Bank allocates credits,and a streamlined
mechanism for obtaining financing for agribusiness ventures;

- a linkage between Dominicau and foreign lnvestors for the
promotion of new agribusiness venturesy; and

- the establishment of support services for the inspection of
export commodities that are subject to U,S. phytosanitary

regulations,

C. Components and Activities

1. Overview

This project will work with exlsting agribusinesses to expand
their operations and with new agribusinesses to reduce significantly the time
it might otherwise take to get new projects into operation. Problems will be
addressed primarily by channeling credit and technical assistance to
accelerate the agribusiness investment subprojects that are already in the
pipeline.
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Grant funds will be used for the following activities;

1) Support the implementation of the agribusiness
project loan component.

- Assist potential borrowers to analyze their
credit needs, package their proposals in an
acceptable format, and complete the necessary
loan application forms,

- assist client enterprises in the preparation of
feasibility studiesg and business development
plans;

2) Provide "hands-on" assistance in planning and
implementing agribusiness enterprises.

- carry out specific market. and technical surveys
on behalf of clients;

- provide problem—oriented, short-term assistance
to clients inp technology, Mmanagement, finance,
marketing or other areas;

- assist potential new domestic or foreign
investors to develop investment strategies, and
carry out pre~investment negotiations and
studies,

3) Enhance local managerlal capability and improve the
policy climate for agribusiness development,

- work with ISA/CADER and others to develop and
conduct management workshops and seminarg on
topics related to agribusiness management;

- work with appropriate organizations to analyze
specific policy constraints, identify/develop
alternatives and promote those alternatives to
appropriate government agencles,

In order to provide these scrvices, JACC/DR will establish g
small technical assistance unit attached to itg secretartit. Three of the
four members of the technical assistance unit will be Dominican
professionals, They include the Executive Director of JACC /DR, who will be a
senior professional with experience in the agribusiness field, an experienced
Business Finance Specialist, and a qualified Industrial Engineer. These three
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It will be very important that the US firm contracted to
provide technical assistance to the project have a thorough knowledge of the
assistance offered by the above organizations and the many others which might
be called on in response to specific problems. 'These would include the
following:

- Produce Marketing Association.

- United Fresh Fruit and Vegetable Association.

- Universities

- American Society of Agricultural Consultants

- Volunteers in International Technical Assistance
- Various Producer and Trade Associations

- Tropical Products TInstitute

- Government Agencies (USDA, APHIS)

- Management Consulting Firms

There are also a number of Dominican resources which can
provide direct assistance complementary to the JACC/DR staff effort. These
include the following:

- ISA/CADER -- A Santiago based university with a
management institute; can also serve as a source of
short-term technical consultants.

- Dominican Pre-Investment Fund (FONDOPRET) ~- An office of
the Technical Secretarlat of the Presidency whicl
provides financing for feasibility studies carried out by
private consulting firms.

- Office of Foreign Investment Promotion —— A goverument
agency charged with attracting and assisting potential
foreign investors,

- Dominican Institute for Industrial Technology —~ INDOTEC
- Dominican Center for Ixport Promotion —=- CEDCPEX
- Banco Agiicola

- Technlcal Agro-Industrial Department of the Secretariat
of Industry and Commerce —- TAD

The technlcal assistance unic is intended to become
self-sustaining over a three ycar perilod on the basis of fees generated from
services provided to private sector clients. USALD grant funds will be used
to subsidize the activities described above and to develop JACC/DR's ability
to generate revenues. Cost for 3 years will be $950,000 for U.S. technical
assistance plus RD$1,400,000 for local salaries and operating expenses,
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* begin to break down the barriers between bankers and
entrepreneurs as they begin to work together more
effectively in the design, evaluation and
{mplementation of new agribusiness ventures,

To complement the peso funds that will be used to hire
local firums, USAID will alsc provide U$$500,000 to the TDP to add on to their
capability to assist US firms interested in Investing in the Dominican
Republic.

The criteria to be applied in evaluating requests for
assistance from the fund will be similar to those applied to loan funds
(discussed below.) In addition, the fund will be used for those entrepreneurs
who demonstrate a high degree of ueed based on the cost of necessary services
or the limitatlons of their available resources.

Operating procedures for the peso fund will Insure that:
(1) the application process is kept simple and that applicatlons are acted
upon quickly; (2) that no funds are advanced until] the entreprencur has
committed his or her own resources to the project, and that total funds for
any one project do not exceed RD$30,000 or 50 percent of the total cost of the
research and planning work to be financed; (3) the administering agency shall
receive a reasonable fee (say 5 percent) of each loan made to cover
administrative costs; (4) monles are repaid out of loan proceeds should a bank
ultimately agree to finance a project; (5) projects which are not subsequently
financed shall be forgiven from repaylng their allocation; and, (6) all
allocations and repayments shall be denominated in pesos.,

For the money allocated to TDP, operating policles of TDP will
be adhered to.

3. Strengthening the Participating Financial Institutions (PFlg)

The development banks seldom lend to new or small Industrial
or agricultural enterprises. They have limited capability to analyze
technlcal proposals, and many tfmes conslder thesz investments too risky aund
less financially rewarding than other alternatives. Commercial banks are
oriented primarily to short-ternm, low-risk, nomagribusiness or traditional
agribusiness transactions; also, they sometimes own or are closely affiliated
with a particular development bank. ror these reasons, this component will
provide assistance which will streagthen the managerial and analytlical
capacity of the development banks. For commercial banks, assistance will be
focused on analytical capacity only,

The combined professional staffs of the development banks
number about 180, of which a third are agricultural appraisors’technical
advlisors. We also expect to train 15-20 dgricultural techniclans and loan
officer from the 3-4 commercial banks which are likely to participate in this
program. Although in all likelihood, not all of these people would receive
training, we expect a substantial portion to benefit by this program.
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To implement this program, and to support the overall
implementation of the loan component, the project will fund a technical
assistance group to work with the PFIs under the supervision of the
Association of Development Banks (ADB). Cost is estimated at $300, 000,

It will consist of a long-term development banking advisor
contracted for 12-18 months, and <p to 12 months of short~term assistance to
meel specifically identified needs. This technical assistance will be
provided in the form of semlnars and workshops using case studies, many of
which will be developed by ISA/CADER, and specialized help to individual
bunks. The technical assistance group will:

- develop evaluation criteria and standard formats for loan
applications, and administration and reporting processes
to be used for agribusiness lending;

- assist PFIs to adjust their internal systems to handle
medium and long-term agribusiness lending more
effectively;

- offer training in the revision/upgrading of internal
control systems, accounting, cash controls, and
projectiouns, etc.;

- train loan officers in agribusiness project analysis,
especially on how to analyze new export-oriented projects,

- offer training in monitoring and supervising techniques,
especlally on how to spot problems early;

- train loan officers in appralsal banking methods as
opposed to collateral banking which they already know;

- offer training to bank personnel on the use of personal
computers as an analysis tool (especially for sensitivity
analyses, market analyses, and financial analyses); and

- offer training in agribusiness marketing/distributions
systems in the U.S, ’

In addition, this training will be re-enforced by project
spongored short-courses to be conducted by the Association of Latin American
Development Financing Institutions (ALIDE). They have developed four
short-courses (1-2 weeks each) that deal with subjects directly related to
this project, and address such topic areas as portfolio management, internal
auditing and control, internationail commerce, and the evaluation of investment
pro ject proposals.
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4. Credit Program

AID's loan to the Central Bank will be on-lent through the
country's development and commercial banks to the agribusiness borrowers. The
foreign exchange risk will be born by the Central Bank. That is, the Central
Bank will drawdown the loan in dollars and convert the funds to pesos at the
unified exchange rate. The borrowers and the PFIs will be obligated to repay
the Central Bank in pesos. The following exhibit Ssummarizes the terms and
conditions of the loans.

EXHIBIT 3
SUMMARY OF TERMS AND CONDITIONS

Interest
Borrower Terms Rate Conditions/Obligations
Central Bank 25 years, 2% during Responsible for AID
loan including 10 grace; 3% repayment, Assumes
year grace thereafter foreign exchange risk
period
Participating Line of credit Floating rates
Financial Instltution for 12 years, to starc at Assumes full
(PFI) with 12 year 13% commercial risk
option to renew
Grace of 5 years
Payments of Responsible to repay
interest and/or Central Bank in pesos
principle every 6 for amount borrowed
months durlng loan drawdown
Private agribusiness 6~12 months Floating rate Repayment to PFI on
firms for working based on 7% commercial terms
capltal loans above PFI costs;

to start at
Up to 12 years 20% for end
for capital users.
investments
(3-6 yr. average)
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PF1s will review sub-projects based upon commercigl
and development banking practices. This includes determining that the
subprcject is viable, and also that the borrower can manage f{t, that
sufficient equity is lnvested and that collateral is reasonable to secure the
loan. Based on this review and approval by dpproprlate credit committees and
top management, PFIs will forward a request for disbursement to the Central
Bank. This request will Summarize the proposed loan, highlight key findings
(such as return on lnvestment, sales and foreign exchange Projections, Jobs to
be created, etc.) and project disbursement requirements. ‘The PFIs will also

certify that the subloan meets AID's eligibility criteria for f inancing under
this project. '

The subloan requests will be reviewed by a FIDE
"mini-committee" comprised of one or two FIDE representatives, and g
representative from both JACC/DR and USAID. This mini~committee will review
the subloan, determine whether it meets the eligibility criteria of the
program, and either approve or disapprove the loan within 2 weeks. Upon
approval, loan funds will be disbursed to the PFI within 5 days. For loans of
less than RD$400,000, disbursement will be made in full. For Projects greater
thaa RD$400,000, disbursement will be based upon a disbursement schedule to
meet the clients' requirements,

During the disbursement period of the AID loan, the
PFIs will be required to submit monthly reports on the status of sub=projects
under review as well as a forecast of disbursement needs.

Under these new procedures, PFIs will be obligated
to maintain files on the documentation which they required to appraise each
subproject. They will also maintain separate accounting for the initial
disbursements and loan tecuperations under this program. The Central Bank, in
turn, wil) contract with an audit firm to verify that the fund accounting is
sound and that sub-project documentation is in order. This contract will be
paid for through peso funds programmed by STP and USAID. During the period
when PIFis are fecuperating their loans, this accounting will continue, And,
1n periods where the Agribusiness Fund might have excess liquidity, the PFlg
will be required to Place these funds in an account at the Central Bank. This
account will earn interest at the same rate which PFIs will be paying for
thelr funds., The purpose of these deposits iy to avoid a misuse of fundg
during periods when PFIs might not have an eligible project on~hand,

Recuperations of principal from these lcoans will
‘emain with the PFI to be reused for similar agribusiness projects during a 12
rear period. Subject t» the AID/Central Bank agreement, this period could be
xtended for an additional 12 years. 1n cases where the audit firm or the
‘entral Bank identify violatlons, penalities will be assessed hased on the
everity of the violation,
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CEDOPEX, ADOEXPO, etc.) ou matters relating to USDA entry requirements, and
preclear and certify Dominican agricultural products for entry into the United
States. The Inspector will also arrange for, or provide, training to the
appropriate personnel from the Plant Health Division of SEA in preclearance,
inspection and fumigation functions so that they can advise exporters and
assist them on these matters.

In the Dominican Republic a broad program for the preclearance
of agricultural commodities is in the development stage. The only
preclearance arrangement that is currently in force 1s financed by a private
company (ABC Dominicana, C. por A.)., for inspection of melons and cucumbers
during its harvest season (January-March). This cooperative apgreement has
been very successful, and other companies, FRUDQCA (pineapples) and CODOFLOR
(cut flowers), have expressed an interest in having their products inspected
in the Dominican Republic.

We find that there 1s now an opportunity to establish a
year-round preclearance program by the SEA/SV as a service to private
exporters. During the past two years, the SEA/SV has become increasingly
interested in sponsoring the preclearance program, and last year PL-480 funds
were set aside to bring a U.S. Plant Protection and Quarantine (PPQ) officer
to the country for one year. Thig inspector 1s expected to be in the D.R.
this summer. The Agribusiness Promotion Project, under this component, will
provide grant funds to continue the services of the PPQ inspector and to
finance a share of the inspector's salary and certain training costs for two
additional years. Training of a limited number of Dominican inspectors to
assist the U.S. technician will be a related objective under this activicy,

The SEA/SV is experiencing the same lack of operating funds as
the rest of the GODR during the present economic squeeze. However, we have
designed this component to provide limited support to the SV unit for
iuspection services related only to export-oriented production. The inspector
and the Agribusiness Advisor will work with SEA and an IDB technical
assistance team to establish an improved and cost-based fee~setting and
collection system that will shift to the private sector users the burden of
paying for the services. The component will provide fo. short-course training
1n quarantine techniques and in specialized fields such as nematology and
entomology, in Florida and Puerto Rico, during the first two years for a
limited number of SEA/SV inspectors. A vehicle will be provided to the unit
for counterparts working on export crops, and a minimal amount of working and
lab equipment will be financed.

Funding of this activity will be primarily from three
sources: AILD grant funds (US$155,000); the GODR budget (RD$139,000); and
private sector funds (US$217,000) that may be in dollar amounts or local
currency equivalent,
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(6) Evaluation and Audit

Two evaluations and one non-federal audit will be
undertaken during the life of the project, at an estimated cost of US$ 50,000,

b. GODR

(a) Identification/Analysis/Promotion of Subprojects

JACC/DR will become self-sustaining by the end of the
three-year project. Until such time, local currency operating costs in excess
of revenues will be funded by the GODR contribution, at an estimated cost of
RD$ 1,400,000, In addition, the GODR will contribute about RD$ 750,000 to the
feasibility study fund managéd by the ABD,

(b) Credit Program

The GODR will contribute RD$ 90,000,000 to the credit
fund,

(c) Produce Inspection Services

The GODR will contribute US$ 100,000 to the USDA/PASA
contract for the preclearance and certification services

c. Methods of Implementation and Financing

Table 3 below illustrates the methods of implementation and
financing to be utilized. These are the preferred methods of financing under
the Administrator's Payment Verification Policy Statements and represent no
deviation from the Mission's general assessment of financing policy and
procedures. Therefore, no further Justification of the methods of financing
is required.

Two host country contacts are planned within this project.
Althiough ocach utiiizes JACC/DR grant funds, ABD will he the contracting agent
for TA under the component to stregthen PFI's. JACC/DR is a newly created
Institution while the ABD has no previous experience with AID. Ag a result,
both JACC and ABRD plan to consult closely with the USAID during the
contracting process, and the method of payment will be through direct letters
of commitment, to better provide USAID with greater monitoring control. USAID
foresees no problems with host Country contracting, and expects it to enhance
the institutional capacity of hoth the JACC/DR and the ABD.
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salaries, benefits, overhead and fee rates being charged by contractors,
and local support services currently offered to contractors.

Wherever possible, we have sought to allocate local currency
funds to those project costs that are going to be spent on the local
economy, and to draw on local currencies held by the GODR under the
ESF/CBI programs. Where conversion from dollars to pesos is required,
we have used a rate of exchange of RD$3.0 to US$1.0,

The Summary Financial Plans are shown on the following pages.
Detailed budgets are provided in the Annexes.
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TABLE 2

AGRIBUSINESS PROMOTION PROJECT

DISBURSEMENT FOR INPUTS BY YEAR

(Us$000)
YEAR ONE YEAR TWO YEAR THREE
AID HC AID HC AID HC
1. [Identification/Analysis/
Promotion of Project
a. JACC/DR
TA Contract 240 400 310
Commodities 60 12 2
Staff & Oper. Exp. 122 144 192
b. Feasibility Studies
ABD 66 100 84
TDP 170 170 160
2, Strengthening PFls 125 145 30
3. Credit Program 4,200 15,000 7,900 7,500 5,200 7,500
4. Produce Inspection Services
—~Inspectors 128 17 60 6 25 7
—Equipment & Supplies 25 1 1
~Training 25 20 6
5. Project Advisor 110 115 125
6. Evaluation/Audit 33 25 33 25" 34
7. Contingency 70 65

*Local costs are expressed in US$ equivalent at an exchange rate of RD$3.0 to
Us$1.0



40
iv IMPLEMENTATION PLAN

The plans for implementing the project are described in the following
text, These are to be read as indicative, and subject to change as annual
work plans are developed by the project advisor and the various institutions
involved.

A, Activity Schedule

The schedule of activities is shown below. We plan to employ the
agribusiness advisor as soon as possible. This contractor has been selected
on the basis of competitive advertising. This individual will then assist
JACC/DR with the compatitive selection of a technical assistance firm to
support subproject promotion activities, and to work out the final operational
details of the lending program with the banks. The advisor will also provide
such coordination as 1s needed with USDA and SEA/SV to assure the smooth
startup of the inspection activity,

kvent Target Date to Occur

1. Project Agreements signed 8/85

2, Agribusiness advisor contracted 8/85

3. Peso disbursements for loan begin 9/85

4.  JACC/DR Hires Executive Director 9/85

&, C.Ps met on grant agreement 10/85

b. JACC/DR employs additional staff 11/85

¢, RFP for JACC TA services issued 11/85

d. Contract for TA services awarded 1/86

e. JACC TA advisor arrives 2/86

) ABD designates project manager 9/85
a. Procedures for feasibility funds

established (CPs met) 10/85

b. RFP for ABD TA services issued 11/85

c. Contract for TA services awarded 1/86

d. ABD TA advisor arrivas 2/86

e. PFI training program begins 3/86

6. C.P.s met on loan agreement 9/85

7. loan agreement ratified by Congress 12/85

8.  Loan disbursements begin 1/86

9, First Evaluation and Audit 1/87

B. Implementation and Financing Methods

Exhibit 4 identifies how the varlous lmplementation steps will be
managed and financed. The project will require a single grant to JACC/DR.
This grant will permit the obligation of AID funds. Following obligatlon a
series of subcontracts or cooperating agreements will be written by JACC/DR
with the ABD (for technical assistance to the PFIs), with SEA/SV (for the PASA
arrangements with USDA), and with TDP for feasibility study funds directed at

U.S. companies. This will also be used for the agribusiness advisor and USAILD.
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Two host country contracts, one PASA and one direct AID contract
are expected. One host country contract will be signed between JACC/DR and a
U.S. organlzation for the technical advice for JACC and the Dominican
agribusiness flrms. Another host country contract will be signed between the
ABD and a U.S. organization for the technical advice and training program
directed at the PFIs. PASA will extend the current arrangements for
lnspection services between USDA and SEA. An AID direct contract will be used
to employ the agribusiness advisor.

Due to the complexities of AID procurement rules and regulations,
the fact that JACC/DR fs a new organlzation and that ABD has not had previous
experience with AID, USAID will work closely with both groups in the
preparation of RFPs and award of these two contracts.

[f the availability of dollars becomes a limiting factor to
agribusiness development, USAID, in conjunction with the Central Bank and
after sub-loan approval by the PFIs, will make dollars available to the
subborrowers for those aspects of the sub-projects which requlre dollars.
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C. Project Management and Reporting

USAID's Private Sector Office will manage the project with the full
time assistance of an agribusiness advisor (contract employee). The advisor
will have day to day monitoring and supervisory responsibilities for the loan
and grant components. The Private Sector Officer will report on project
accomplishments and issues in quarterly USAID sector reviews, and provide a
written summary for the USAID's semi-annual reports to LAC/DR,

D. Evaluation and Audit

USAID will draw on outside evaluators to assess the Agribusiness
Promotion project, once after 18 months of operation, and once near the
project completion date. Project management workshops are planned shortly
after each evaluation, to take account of the results, and make necessary
ad justments or plans for the future.

The first evaluation and audit will largely focus ou operational
matters and initial outputs, and assess such factors as:

- The etlectiveness of the project
1dentification/analysis/promotion activity in obtaining
financing for suitable ventures;

- Effectiveness of the FIDE-development bank relationship in
Processing loans and making disbursements;

- Effectiveness of the plant health inspection activity.

The second and final evaluatlon will focus more on the impact and
purpose achievement. 1t will look at the policy impact of the project, the
institutionalization of the JACC/DR service and its potential for
self-sufficiency, the outcomes of the training sessions, and the impacts in
communitles of the new subprojects, as well as the economic benefits of the
project effort. It will help determine whether the project should be
expanded, continued, or become the basis for a second-generation effort of
some sort,

A nomrfederal audit, probably conducted by a local CPA firm, will
be carrfed out at about the mid-point of the project in order to assess the
cost and fee structures of the various services (JACC/DR and APHIS/SEA/SV),
and recommend any changes in fee-setting, collection, and use.

E. Negotiating Status, Couditions and Covenants

1. Negotiating Status

USAID has conducted discussions and surveyed the aspirations,
concerns, and alternative proposals of a wide range of agribusiness investors,
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V. PROJECT AMALYSIS SUMMARIES

A.  Technical/Finaucial Analyses

1. Demand for Credit

The demand estimates for this pProject show that there is a
bona fide demand for new agribusiness finance to be in place before mid-1986
that, at least, exceeds the equivalent of US$79 million., The corresponding,
inclusive figure for finance to be in place by mid-1988 is US$126 million,

Demand figures were obtained for entities which break down
into product/service groupings as follows:

Fruit/Vegetables : 33 _ Coconut Products N
(Fresh, Frozen

and Processed)

Farming lnputs : 5 Beef Related ¢ 12
Food Additives : 4 Seafood Related : 5
Financial : 1 Chocolate Related : 2
Intermediary

Dairy Related : 4 Fibre Related : 4
Cereals/Grains : 8 Tobacco Related : 1
Related

Floriculture : 6 Root Crop Related : 2
Poultry : 1 Apiculture : 2
Fats/0ils Related 3 Citrus Related : 3
Export Trading : 1 Coffee : 1
Houses

Agricultural Machi- : 2 Sugar-cane Related : 1

nery/Equipment

TOTAL : 108
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In the non-regulated system, rates run from 1 1/2% - 5% per
month. However, the majority of these loans are for consumer credits or
commercial loans for inventory which have a 60-120 day turnover.

Development banks estimate that their portfolio of loans now
provides about a 20% yield. (That is, the average rate is about 20% on older
and newer loans when combined with FIDE and nomrFIDE funds.) For agricultural
loans, they estimate the yield is somewhat lower, i.e, 17%-18%.

3. Conclusioans

requirements, impact on jobs and foreign exchange earnings, joint venture
potential and the variety in slze, nature and type of business venture in this
country. Details on these findings are presented in the Annexes.

Rates to le charged in thig project are based on current
lending pPractices, regulations governing how much the regulated banks can
legally charge, demand for funds, risk, and administrative costs assoclated
with monitoring export-oriented loans. The rates will revised and ad justed by
the Central Bank and USAID upward or dowaward to the banks and to the
sub-borrowers once each year, based on inflatlion in the country as well as
other factors such as rates of interest being paid on certificates of deposit,
and U.S. i{nterest rates.

To start, interest rates will be 13% to the PFIs (FIDE funds
are currently averaging 10%) and 20% to end users (FIDE funds are currently
averaging 152). The rationale for these rates 1s more fully explained in the
Annexes,

B.  Institutional/Administrative Analyses

1.  Borrower/Suparvisors

a. Central Bank/FIDE

The Central Bank will be the borrower. USAID currently
Supports other projects with the Central Bank, including the Small Industry
Program and Rural Savings Mobilization. In addition, the World Bank and the -
IDB currently have industrial/agricultural programs with the Central Bank,

development banks. Although their Procedures at times have been cumbersome,
the Central Bank has always proven itself as one of the country's most
responsible administrators. Thus, except for changing the manner in which it
has supervised credit programs, we do not helieve the Bank will need to employ
additlional staff to manage this new project.
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rather than a sub-project disburgement approach. Since [§ hanks are the
strongest and most capable of carrying out the program, and because they have
the greatest number of sub-projects mceting the criteria of this program,
USAID and the Central Bank can be better assured that this new AID lnan will
be implemented effectively and rapidly.

We expect the Central Bank to declare most of the 1S
banks as pre-qualified, and therefore eligible to participate in the program,
and be assigned a minimum line of credit for start-up Iimmediately after loan
signature and compliance with the initial conditions precedent. This line
will he reserved for 12 months and if at the end of that period the line is
not fully utilized, the unused portion will be assigned to other banks. If
the line is fully utilized it could be increased. The 3 banks which do not
appear initially qualified would also be eligible to participate in the loan
program, but would receive no line of credit. Thelr projects would be
considered individually on their merit.

2. Grant Program

a. Introduction

The AID grant will be signed with JACC/DR. JACC/DR in
turn will sign a serles of subgrant agreements with SEA and the ABD to permit
these groups to utilize the grant funds as outlined previously. Thus,
JACC/DR's responsibilities will be limited to perfodic. summary reporis on the
use of the funds.

b.  JACC/DR

JACC/DR was established as a private, non-profit
organization in the Dominican Republic in February of 1985. Its primary
purpose 1is to: work with the JACC organization in the U.S. to assist
Dominican private sector agribusiness firms to gain access to the agribusiness
sector in the United States; identify potential jolnt venture partners; obtain
appropriate technologies under licensing or other types of agreements; and
acquire the necessary technlcal and managemence assistance,

JACC/US was mstablished with the asslstance of AID's
PRE Bureau to stimulate the flow of investments, technology and technical
assistance between U.S. agribusiness firm and their counterparts in targetted
countries. The JACC/US office assists in the formation of independent local
JACC committees in each of the targeted countries. These committees are
responsible for identifying the needs of local agribusiness firms, and
forwarding them to the JACC/US for circulation among 1ts network of
participating agribusiness firms. The JACC/US will facilitate the
participation of firms whlch are interested Ln responding to particular
requests. There 1s no financlal relat{onship among the JACC affiliates, and
each local unit is responsible for meeting for its own financlal needs.
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d.  SEA/Sanidad Vegetal

The counterpart GODR agency for the APHIS component,
the Plant Health DIvision of the SEA, 1s staffed by 30 professionals located
In 5 principal port areas and 9 regional offices. 1Inp addition, the Division
fs the implementing agency for a four year technical assistance program
financed by the IDB.

While GODR budgetary constraints have impeded the
attainment of the IDB program goals, it is our belief that the SEA/SV will
transform the preclearance program into a self-financed operation through a
system of user fees to be paid by private agribusiness eXxporters,

c. Economic Analysis

1. Introduction

The purpose of thisg analysis is to estimate the
macro-economic Impact of the proposed project on the Dominican economy,
particularly on national income, employment and foreign exchange earnings.
Benefits will be realized as a result of investment by private firms in a
number of promising agrlbusiness sub~projects. These sub-projects have been
examined from the point of view of financial benefit to individual {nvestors,
as well as thelr contribution to the natlonal economy in the form of
additional value added, foretgn exchange generation and employment. The basle
premise of this project 1s that promotion of investment by private firms in
new and expanded agribusiness ventures will have an extrenely beneficial
pay-off to Investors and the economy as a whole. The economic analysis
strongly supports that premige. Annex F contains the complete analysis,

2. Approagh

The proposed agribusiness project will involve the
financing of agribusiness/agro-industrial ventures that meect certain financial
criteria and macro-economic objectives. The sources of capltal are: AID loan
funds (US$17.3 million), GODR loan funds (rRD$90 million) and investors' equity
contributlons (RD$76 million, of which 50% is new equity). This amounts to a
total Incremental {nvestment of US$60 million at an exchange rate of RD$3.0 to
US$[.O, while at RD$3.5 o US$1.0 the total incremental investment 1is Us$53.9
million. The entlre loan portlon of this investment capital will he
channelled through the PFIs to their private sector clients,

3. Financial Results

The credit demand survey examined investment proposals for
108 agribusiness ventures, Although complete feasibility analyses were not
prepared for these sub-projects, they were Judged to be generally reasonable
in their financlal projections. The average financial return on investment
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finds employment in the agricultural sector. The project model of producers
contracting with outgrowers for their raw material needs is g socially
accepted method of production here, and ig currently employed by agribusiness
producing and/or packing pilneapples, okra, cantaloupes, tomatoes, peppers, and
cucumbers.

The project will directly benefit the owners and operators of
agribusinesses, the workers who will be provided jobs In the expanding
agrlbusiness sector, and the suppliers who will provide the necessary input
materials needed by the Agribusinesses to operate.

Farmers who sign outgrowing contracts will generally realize
higher incomes compared to farmers who do not grow for contract. Providing
Jobs to the currently unemp loyed and under-employed will result in higher
Income levels for agrlbusiness lahor.

Agribusiness ventures of the sort proposed tend to he labor
Intensive. Accordingly, they will involve direct impact on the lives and
labor of (a) contract outgrower farmers, thelr mates, children, and hired
laborers, as well as ¢)) processing plant laborers and (c) agribusiness owners
and managers. Attentlon will he glven to developing an integrated program of
rescarch and case studles in collaboration with ISA/CADER, Among the issues
to be examlned are gender division of lahor (including total workload), gender
division of resources and {ncome involved, nutrition, school attendance of
outgrower families, and local community effects, gender composition of the
labor force In the various jobs, seasonality, wages and working conditions,
and effects on the houscholds of the workers.

see Annex F for a more detailed analysls of the social and
cultural impacts of this project.

E. Environmental Analysisg

The TEE was approved with the submission of the PID; {t called
for a negative determination. As stated at that time and per Section 216.2
(c)(2) categorical exclusions, AID's envirommental regulations are generally
not required for projects with intermediate credit institutions when AID doeg
not review and approve Individual subloans.

We have discussed our environmental guldelines with FIDE,
Representatives from FIDE share our concerns and told us that infrequently
sub~pro jects are submltted which have adverse environmental impacts. Further,
FIDE does not have in-house capacity to carefully monitor or analyze projects
from an envirommental viewpoint.

In order to satisfy FIDE's and AID's concerns, as well ag those
of the PFls and ultimate borrowers, we have elected to utilize a negative 1igt
of subprojects which will not be eligible for financing under the program.
Thls list was based on experience obtafned by gruops such as LAAD, as well ag
from the demand study conducted for thig project which identified 108
potential borrowers in search of financing.
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Thus, unless USAID otherwise approves In writing and an
environmental examination is conducted by qualified personnel, the borrower
will covenant that AID loan funds will not be used for sub-projects involving
pesticides, severe chemical treatments such as tanneries, or extensive land
clearing or road construction in hillside areas. No difficulties are foreseen
in enforcing these rules, as the demand for funds is sufficient strong to

parmit FIDE and the PFIs to disqualify any potentially troublesome loans and
substitute those without question.









ANNEX A
Page 3 of 3

UNCLASSIFIED

DURING ¥Y 1685, THE OYB LEVEL FOR TIE PRCJECT IS ONLY

bOLS 2.7 MILLIOM (L) AMD DOLS 1.8 MILLION (G). THT

MISSION KREPEESERTATIVE TO THE DALC INTICATED THAT ™II ,,tx -
MISSION WILL OBLIGATE ONLY TEFE AEOVE AMOUNTS DURING FY

196855 TOL5 1@ MILLIION (L) PUFINS FY 19RS, AND; THE

EALANCE IN FY 1Q87. 3T UAS ACINCVLIDEED, HOWRVER, THAT

ADDITICMAL FUNDS MIGHT BT LRTQUIKED IN FY €% AND THE THE

MISSION WILL BE CONSITERED FOR LND OF FISCAL YEAR

FALL-0UT FUNDS, IY AVAILARLE.

S. INTEKEST RATFS. TEY CREDIT DEMAND STUDY, CALRRIEL OUT
DUKING TEEZ PP PRYPARATICN, SICQULD ATTEMPY TO MEASURE TH=2
AMOURNT OF LOAN FUNDS DEISILYD AT POSITIVE ELAL INTIREST
EATES. THIS WOULD Ei A MOKT LCCURARTE MFASUR: OF TRUE
CREDIT NLEDS ESPRLCIALLY IF REAL INTLPEST RA"ES BECOME
POSITIVE BY THE TiME THZI PRCJZCT’S IMPLEMENYEL. T30
PROJECT S INTERYST RATY SCRIME SHOULD I'E FLIVIBLL ENOUGH
10 ADSUST TO FLUCYHATION IN TEL RATL OF INILATION. TEE
BURZAU 'S MINIMUY F2OIWION OM INTTRPST KATZ IS THAT THEY
MUST BE AT LEASYT PQSITIVE IN REAL TseMS,

6. POILTS OF CLARIFICATION. FOLLOWING ARE TF% MISSION’S
RESPONSES TO POINTS OF CLARIFICATICN TC RE ADDRESSED
DURING TdlE PP PRLFAKATION:

A. Thx STRICTURES OF Pv 71 WILL :Y RISPRCTEL DURING
PROJECT PLANNING AND IMPLEAENTATION.

B. THE GRAY AMENDMENT WILL BE GIVEN FULL CONSIDERATION
DURING PP DESIGN.

C. TEE PP WILL CONTAIN A& COMPLETEZ EVALUATION PLAN.

7. SUMMARY: A DAEC 2BVIFW OF TEE REFERENCEL PROJECT WAS
ELLD ON TEURSDAY, FEBRUARY 14. IT ¥AS CONCLUDED THAT TEE
MISSICN COULD PKOCEEL WITH FP DEVELOPMENT, BUT DUFE TO
QUESTIONS REGARDING: A) 5%F USE OF FIDE OR TAF PRIVATE
SECTCR AS A CONDUIT TOX LOAN FUNDS, AND B) A DESCRIPTION
OF HOw THE INTZEST RAT®S WILL R¥ STRUCTURSD SO THAT THEY
MAY RESPOND TO CHANGING ECONONMIC CIRCUMSTAKCES, THF SIZE
OF THE FPrOJECT AND ITS PCSSIBLE A¥PLICATICN IN GTARE
COUNIRIES, TEL CUAIRMAN OF TEZ LALC, SUBSEQUANT TO ThE
MEETING, DFCIDED THEAT THE PP SBOULD BE REVIEWED IN

AID/W. SHULTZ

UNCLAS

Al






ANNEX C

Page 1 of 19
5C (1) QUNTRY CHECKLIST

listed below are, first, statutory criteria applicable generally to FAA funds,
and criteria applicable to individual fund sources? Development Assistance
and Economic Support Fund.

A. GENERAL CRITERIA FOR COUNTRY ELIGIBILITY

1, FAA Sec., 48l. Has it been
determined that the govern— No
ment of the recipient country
has failed to take adequate
steps to prevent narcotic drugs
and other controlled substances
(as defined by the
Comprehensive Drug Abuse
Prevention and Control Act of
1970) produced or processed, in
whole or in part, in such
country, or transported through
such country, fronm being sold
illegally within the
Jjurisdiction of such country to
U.S. Government personnel or
their dependents, or from
entering the U.S. unlawfully?

2, FAA Sec. 620 (c). 1If
assistance is to a government,
is the government liable as No
debtor or unconditional
guarantor on any debt to a U,S.
citizen for goods or services
furnished or ordered where (a)
such a citizen has exhausted
available legal remedies and
(b) the debt is not denied or
contested by such government?
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FAA Sec, 620(0); Fishermen's

Protective Act of 1967, as
amended, Sec, 5, (a) Has the
country seized, or imposed any
penalty or sanction against,
any U.S. fishing activities in
international waters?

(b) If so, has any deduction
required by Fishermen's
Protective Act been made?

FAA Sec. 620 (q); FY 1982

Appropriation Act Sec. 517.

(a) Has the government of the
recipient country heen in
default for more than gix
months on interest or principal
of any AID loan to the
country? (b) Has the country
been in default for more than
one year on interest or
principal on any U.S, loan
under a program for which the
appropriation bill appropriates
funds?

FAA Sec., 620(s). 1If

contemplated assistance 1s
development ioan or from
Economic Support Fund, has the
Administrator taken into
account the amount of foreign
exchange or other resources
which the country has spent on
military equipment? (Reference
may be made to the annual
"Taking into Consideration”
memo: “Yes, taken into account
by the Administrator at time of
approval of Agency OYB."” This
approval by the Administrator
of the Operational Year Budget
can be the basis for an
aifirmative answer during the
fiscal year unless significant
changes in circumstances occur, )

N.A,

No

No

Yes
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15.

16.

17.

FAA Sec, 669, 670. Has the
country, after August 3, 1977,
delivered or received nuclear
enrichment or rw:processing
equipment, materials, or
technology, without specified
arrangements on safeguards?

Has it transferred a nuclear
explosive device to a No
non—mnuclear weapon state, or 1if
such a state, either received
or detonated a nuclear
explosive device, after August
3, 1977? (FAA Sec. 620E
permits a special waiver of
Sec. 669 for Pakistan.)

ISDCA of 1981 Sec. 720. Was
the country represented at the
Meeting of Ministers of Foreign
Affairs and Heads of No
Delegations of the NonmAligned
Countries to the 36th General
Session of the General Assembly
of the U.N. of Sept. 25 and 28,
1981, and failed to
disassociate itself from the
communique issued? If so, has
the President taken it into
accoun%? (Reference may be
made to the Taking into
Consideration memo.)

ISDCA of 1981 Sec. 721. See

special requirements for N.A,

assistance to Haiti,

Page 5 of 19
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5C(2) - PROJECT CHECKLIST

Listed below are statutory criteria opplicable generally to projects.

This section is divided into two parts.

Part A. includes criteria

applicable to all projects. Part B. applies to project funded from
specific sources only: B.1. applies to all projects funded with
Development Assistance Funds, 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?

Yes.

HAS STANDARD TTEM CHECKLIST BEEN REVIEWED FOR THIS PROJECT? Yes.

A. GENERAL CRITERIA FOR PROJECT

1. FY 82 Appropriation Act Sec.
523; FAA Sec. 634A; Sec. 653(b).

(a) Describe how authorizing
and appropriations Committees
of 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. 611(a)(l). Prior to
obligation in excess of
$100,000, will there be (a)
engineering, financial, 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 required
within recipient country, what
is basis for reasonable
expectation that such action
will be completed in time to
permit orderly accomplishment
of purpose of the assistance?

(a) The project was included in the FY
84 Congressional Presentation as a new
project in FY 84, A Congressional
notification has been made, and will
expire on July

(a) N.A,

(b) Yes,

While the Congress has delayed
ratification of foreign loans in recent
years, it 1s aware of the soft terms of
AID loans, and recently ratified a
Canadian development loan for
agribusiness,

&
N~
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2.

FAA Sec, 601 (b). Information
and conclusion on how project
will encourage U.S. private
trade and {nvestment abroad and
encourage private U.S.
participation in foreign
assistance programs (including
use of private trade channels
and the services of U.S,
private enterprise).

FAA Sec. 612(b); Sec. 636(h);
FY 1982 Appropriation Act Sec.
508, 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.

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?

FAA Sec. 601(e). Will the
rroject utilize competitive
selection procedures for the
awarding of contracts, except
where applicable procurement
rules allow otherwise?

FY 1982 Appropriation Act Sec.
222, If assistance is for the
producticn of any commodity for
export, {4 the commodity likely
to be in surplus on world
markets at the time the
resulting productive capaclty
becomes operative, and is such
assistance likely to cause
substantial injury to U.S.
Producers of the same, similar,
Or competing commodity?

Page 9 of 19

The project will provide increased U.S.
investment and trade with the U.3. The
technical assistance and equipment for

the project will be Procured from U.S,

private sector sources.

The project agreement will require that
local currencies generated by ESF and
PL-480 programs be used in the
lmplementation of Project activities,

There is no excess, U.S. owned local
currency available for thig program,

Yes.

N.A,
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14,

FAA 118(c) and (d).

Does the project comply with
the environmental pi.cedures
set forth in AID Regulation

16?7 Does the project or
program take into consideration
the problem of the destruction
of tropical forests.

FAA 121(d). 1If a Sahel

project, has a determination
been made that the host
government has an adequate
system for accounting for and
controlling receipt and
expenditure of project funds
(dollars or local currency
generated therefrom)?

Yes.

N.A.
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B, FUNDING CRITERLA FOR PROJECT

1.

Development Assistance Project

Criteria

a. FAA Sec. 10Z(b); Sec. 111;
113; 281 (a). Extent to which
activity will (a) effectively
involve the poor in
development, by extending
access to economy at local
level, increasing
labor-intensive production and
the use ol 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 sustalined
basis, using the appropriate
U.s. institutions; (b) help
develop cooperatives,
especlally by technical as-
sistance, to assist rural and
urban poor to help themselveg
toward better life, and other-
wise encourage democratic
private and local governmental
institutions; (c) support the
self-help efforts of developing
countries; (d) promote the
participation of women in the
national 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, 106. Does the project fit
the criteria for the type of
funds (functional account)
being used?
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The project is directed to increasing
the wellbeing of the country's poor.
This would be accomplished through the
development of an operational mechanism

for establishing and expanding

agribusiness enterprises, These firms
will ip turn stimulate and increase

agricultural production, promote

exports and lmprove distributional
equity among segments of the national
population. This pProject will promote

the participation of women 1in

productive employment as laborers,

administrators, and managers,

Yes.



¢. FAA Sec, 107, 1Is
appropriate emphasis on use of
appropriate technology?
(relatively smaller,
cost-saving, labor-using
technologies that are generally
most appropriate for the small
farms, small businesses, and
small incomes of the poor)?

d. FAA Sec. 110(a). Will the
reciplent country provide at
least 25% of the costs of the
program, project, or activity
with respect to which the
assistance 1s to be furnished
(or 1is the latter cost-sharing
requirement been waived for
"relatively least-

developed” country)?

e. FAA Sec. 110(b). Will
7"ant capltal assistance be
dishursed for project over more
itan 3 years? If so, has
sastification satisfactory to
Coogress been made, and efforts
for other flnancing, or is the
rociplent country "relatively
ieast-developed?” (M,0. 1232.1
dafined a capital project as
“the construction, expansion,
equipping or alteration of a
paysical facility or facilities
financed by AID dollar
assistance of not less than
$100,000, including related
advisory, managerial and
training services, and not

undertaken as part of a project’

of a predominantly technical
asslstance character.
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Yes.,

The recipient country is providing 40%
of the costs of the project.

No.

/\’D



Page 13 of 19 _

f. FAA Sec. 122(b). Does the Yes,
activity give reasonable

promise of contributing to the
development of economic

resources, or to the increase

of productive capacities and
self-sustaining economic growth?

8. FAA Sec. 281(b). Describe The project supports development and
extent to which program promotes skills of both administrative
recognizes the particular and technical personeel through

needs, desires, and capacitius seminars and workshops. Furthermore,
of the people of the country; local institutions and consultants will
utilizes the country's be utilized in the project.

intellectual resources to
encourage institutional
development; and supports civil
education and training in
skills required for effective
participation in governmental
processes essential to

sel f-government .

Development Assistance Project
Criteria (Loans Only)

a. FAA Sec. 122(b).

Information and conclusion on The Dowminican Government is carefully
capacity cf the country to assessing and restructuring its

repay the loan, at a reasonable commercial debt, and has not defaulted
rate of interest, on any AID obligations.

b. FAA sec, 620(d). If

assletance is for any The quantities of exports stimulated by
productive enterprise which this project will be neglipgible in
will compete with U,S, comparison to the total U.S. market
enterprises, is there an needs. Thus, competition with U.S.
agreement by the recipient firms will be minimal.

country to prevent export to
the U.S. of more than 20% of
the enterprise’'s annua,l
production during the life of
the loan?



Economic Support Fund

Project Criteria

a. FAA Sec. 531(a). Will this

assistance promote economic or
political stability? To the
extent possible, does it
reflect the policy directions
of section 1027

b. FAA Sec. 511 {(c). Will
assistance under thig chapter
be used for military, or
paramilitary activitcieg?

c. FAA Sec. 534. Will ESF
funds be used to finance the
construction of the operation
or maintenance of, or the
supplying of fuel for, a
Auclear facility? 1If so, has
the President certified that
such use of funds {g
Lndiepensable to
onproliferation objectives,

4, FAA Sac, 609. If
-mmodities are to be granted
40 that sale proceeds will
itcrue to the recipient
ctuntry, have Special Account
(counternart) arrangements be
made?

Page 14 of 19

Yes,

No.,

N.A,

N.A,
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5C(3) ~ STANDARD ITEM CHECKLIST

Listed below are the statutory items which normally will be covered
routinely in those provisions of an assistance agreement dealing with its

implementation, or covered in the agreemen

uses of funds.

t by imposing limits on certain

These items are arranged under the general headings of (4) Procurement,

(B) Construction, and (C) Other Restrictions,

A. Procurement
—xzurement

1. FAA Sec, 602. Are there
arrangements to pecrmit U,S,
small business to participate
equitably in the furnisiiing of
commodities and services
financed?

2., FAA Sec. 604(a), 111 all
procurement be from the U.S,
except as otherwise determined
by the President or under
delegation from him?

3. FAA SEc, 604(d). If the
cooperating country
discriminates agalnst warine
insurance companies authorized
to do business in the u.s.,
will comuodities be insured in
the United States against
marine risk with such a company?

4, FAA Sec. 604(e); ISDCA of 1980
SEc. 705(a), If offshore
procurement of agricultural
commodity or product is to be
financed, 1s there provision
against such procurement when
the domestic price of such
commodity is less than parity?
(Exception where commodity
financed could not reasonably
be procured in U.Ss,)

Yes

Yes

N.A,

N.A,

5



FAA Sec., 604(g). Will
construction or engineering
services be procured from firms
of countries otherwise eligible
under Code 941, but which have
attained a competitive
capability in international
markets in one of these areas?

FAA Sec. 603. 1Is the shipping
excluded from compliance with
requirement in section 901(b)
of the Merchant Marine Act of
1936, as amended, that at least
50 per centum of the gross
tonnage of commodities
(computed separately for dry
bulk carriers, dry cargo
liners, and tankers) financed
shall be transported on
privately owned U.S. flag
comnercial vessels to the
exteut that such vessels are
available at fair and
reasonable rates?

FAL Sec. 021. 1If technical

- glstance is financed, will
~ieh asgistance be furnished by
rrivate enterprise on a
ccoacract basis to the fullest
extent practicable? If the
facitities of other Federal
agencies will be utilized, are
they particularly suitable, not
competicive with private
euterprise, and made avail-"'e
%..thout undue interfe ‘'nce with
domastic programs?

International Air Transport,
Fair Competitive Practices Act,

1974, 1If air transportation of
persons or property is financed
on grant basis, will U.S.
carrlers be used to the extent
such service is available?

N.A,

No

Yeg

Yes

Yes
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9. FY 1982 Appropriation Act Sec. Page 17 of L€
- 304, If the U.S. Government is
E_Bhrty to a contract for
procurement , does the contract
contain a provision authorizing Ye:
termination.of such contract
for the convenience of the
United States?

B. Construction

1. FAA Sec. 601 (d). If capital
(e.g., construction) project,
will U.S. engineering and v
professional services to be Yes, to the extent that they are

used? competitive in cost or possess special
technology.

2. FAA Sec., 611(c). If contracts
for construction are to be
financed, will they be let on a
competitive basis to maximum
extent practicable? Yes

3. FAA Sec. 602(k). 1If fo-
construction of productive
enterprise, will aggregate
value of assistance to be N/A
furnished by the U.S. not
exceed $100 million (except for
productive enterprises in Egypt
that were described in the cp)?

C. Other Restrictions

1, FAA Sec. 122(b). If
development loan, is interest
rate at least 2% per annum
during grace period and at Yes
least 3% per annum thereafter?

2, FAA Sec. 301(d). If fund is
established solely by U,S,
contributions and administered
by an international
organization, does Comptroller N.A,
General have audit rights? .




FAA Sec. 620(h). Do
arrangements exist to insure
that United States foreign aid
is not used in a manner which,
contrary to the best interests
of the United States, promotes
or assists the foreign aid
projects or activities of the
Communit-bloc countries?

Will arrangements preclude use
of financing:

a, FAA Sec. 104(f); FY 1982
Appropriation Act Sec. 525

(1) To pay for performance of
abortions as a method of family
planning or to motivate or
coerce persons to practice
abortions; (2) to pay for
performance of involuntary
sterilization as method of
family planning, or to coerce
or provide financial incentive
Lo any pegson to undergo
srevilization; (3) to pay for
1/ bicmedlcal research which
' 1idt2s, in whole or part, to
tethods ¢r the performance of
t.uoriions or involuntary
zterilizations as a means of
tamily planning; (4) to lobby
for abortion?

b. FAA Sec, 620(g). To
cbmpensate owners for
expropriated nationalized
property?

c. FAA Sec, 660, To provide
training or advice or provide
any financial support for
police, prisons, or other law
enforcement forces, except for
narcotics programs?

d. FAA Sec. 662, For CIA
activities?

Yes

Yes

Yes

Yes

Yes
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e. FAA Sec. 636(i). For
purchase, sale, long-tern
lease, exchange or guaranty of
the sale of motor vehicles
manufactured outside u.s.,
unless a waiver ig obtained?

£. FY 1982 Appropriation Act,
Sec., 503. To pay pensions,
annuities, retirement pay, or
ad justed service compensation
for military personnel?

g. FY 1982 Appropriation Act,
Sec, 505, To pay U.N.
assessments, arrearages or dues?

h. FY 1982 Appropriation Act,
Sec. 506. To carry out
provisions of FAA section
209(d) (Transfer of FAA funds
to multilateral organizations
for lending)?

1. FY 1982 Appropriation Act,
Sec. 510, To finance the
export of nuclear equipment,
fuel, or technology or to train
foreign nationals in nuclear
flelds?

FY 1982 Appropriatioxn Act, Sec,
211. Will assistance be
provided .r the purpose of
alding the efforts of the
government cf such country to
Fepress the legitimate rights
of the population of such
country contrary to the
Universal Declaration of Human
Rights?

FY 1982 Appropriation Act, Sec,
215. To be used for publicity
Or propaganda purposes within
U.S. not authorized by Congress?

Yes

Yes

Yes

Yes

Yes

No

No
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Republica Dominicana
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Henry Bassford o

Director de 1a Agencia
Internacional para el Desarrollo
Ciudad

Estimado sefior Bassford:

Como es de su conocimiento, el Gobierno Constitucional
que preside el Ciudadano Presidente, Dr. Salvador Jorge Blanco
tiene la firme decisién de extender y diversificar la produccign
agricola no tradicional para la exportacidn y en este sentido,
Ta sustitucidn de alimentos importados para la generacidén o aho-
rro de divisas, es una de sus mds altas prioridades; sobre todr
en 1o referente a 1a promocién y financiamiento de inversiones
agroindustriales.

Con el objeto de dinamizar estas actividades, representan-
tes del Gobierno Dominicano, del Banco Central y la Agencia In-
ternacional pira el Desarrollo disefiaron conjuntamente, un proyec-
to, a fin de proporcionar recursos financieros para empre:as agro-
industriales. Dichos recursos serdn canalizados a *ravés del Banco
Central y los Intermediarios financieros auto~izados para tales fi-
nes.

Por tal motivo, deseo presentar a nombre del Gobierno Domi-
nicano una solicitud de préstamo por un valor de US$17,300,000.00
bajo las condiciones concesionales que ofrece Ta AID para opera-

qign: . diones de este tipo y cuya finalidad serfia establecer mecanismos
é%ﬁé? ilnstitucionales para préstamos que seran hechos por los bancos
sz'n%m qomercia!es y de desarrollo para las necesidades de planta, equi-
3' j%’ 5'00 y capital de trabajo permanente de las empresas agroindustria-
-6_1“ (-] es.
DD —
PDO
PRG /2
CON
MGT |
HRO |7
HPO
Pso” [ =
A
"CHh('™ —;E?'
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Sr. Henry Bassford
P&g.2

Deseo l1levar a su conocimiento que el Gobierno Dominicano
realizaria un aporte de RD$90.0 millones como contrapartida del
referido proyecto, de tal forma que permita la complata ejecucién
del mismo. Dichos fondos se proveerdn durante los tres afios que
dure el proyecto, provenientes de los procramas ejecutados en mo-
neda local generada por la PL-480, % otras fuentes del Gobierno.

Con sentimientos de consideracién y estima, le salude,

Muy atentamente,

Al B T
. < ."’-"l ~ B /,' \. S
R ey o LT,
. ol
Lo ..-.._ L. DkTando Haza

' ."-. B R . . .
Secretario. Técnico de la Presidencia

s

N\
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001/85
12 de julio de 1985
Sr. Craig G. Buck

Un programa de estudios dc factibilidad con el Trade
Development Program de los Estados Unidos, servicios de
inspecci6én de planta para la Secretaria de Agricultura
(Sanidad Vegetal) y un asesor agroindustrial para traba-
jar como cl administrador del proyecio de la Agencia
Internacional para ¢l Desarrollo, tanto pura ¢l componente
del préstamo y de la donacién de su Programa de Promocidn
Agro-Industrial.

Esta asistencia fortaleceria la capacidad técnica de
JACC/RD y habilitaria a sus FEmpresas-Micmbro y a su Con-
sejo de Directores para apoyar el Provecto Agro-Industrial
y trabajar con ¢l Bunco Central para asceurar una cxitosa
ejecucion del mismo.

Gracias por su consideraciodn.
Cordialmente,

T

HORACIO J./ORNES HEDED

HJOH/rm
-~
cc: Conscjo Direccion JACC/RD
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CERTIFICATION PURSUANT TO
Section 611 (e) of the
FOREIGN ASSISTANCE ACT
As amended
I, Henry H. Bassford, the principal officer of the Agency for

Internatfonal Development in the Dominican Republic, do herewith certify
that in my judgment, the Dominican Republic has both the financial
capability and human resources to maintain and utilize effectively goods

and services procured under the capital assistance Project entitled

Agribusiness Promotion.

This judgment is based upon the record of implementation of AID
financed projects in the Dominican Republic and the results of the

congsultations undertaken during intensive review of this projects,.

e

i —)
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Directo
USAID/DomIfiican Republic
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PROJECT ANALYSES Page 1 of 34

1, Technical/Financial Analyses

a. Demand for Credit

The demand estimates for this project are based on extensive
interviews with private bankers, private agriculture/agribusiness firms, local
consulting groups and selected public sector officials.

The analysis shows that there is a bona fide demand for new
agribusiness finance to be in place before mid-1986 that, at least, exceeds
the equivalent of US$79 million. The corresponding, inclusive figure for
finance to be 1in place by mid-1988 ig US$126 million.

This figure is exclusive of anp additional US$75-100 million which
is estimated to be required for traditional, domestically consumed crops such
as rice, corn, beans, etc.

geuuine needs consonant with start-up or expansion projects. Demand figures
were obtained for entities which break down into product/service groupings as

Fruit/Vegetables : 33 Coconut Products : 7
(Fresh, Frozen

and Processed)

Farming Inputs : 5  Beef Related s 12
Food Additivesy : 4 Seafood Related : 5
Financial : 1 Chocolate Related : 2
Intermediary

Dairy Related : 4  Fibre Related N
Cereals/Grainsg : 8  Tobacco Related : 1
Related

Floriculture : 6  Root Crop Related : 2
Poultry : 1 Apiculture : 2
Fats/0ils Related 3 Citrus Related : 3

-



Annex F

Page 2 of 34
Export Trading : 1 Coffee : 1
Houses
Agricultural Machi- : 2 Sugar-cane Related ; 1
nery/Equipment
TOTAL : 108

0f the 108 projects identified, 88 described a financing need to be
met over the next 12 months, Many of the firms, and their requirements appear
to be entirely bankable, and all else being equal, disbursements to meet such
requirements could probably become effective within several months after loan
signature. In many instances, such luan requests are already under review by
different financial intermediaries. Any delays in approval and/or
disbursement have little to do with merits of the request, but rather with
current 11liquidity problems, legal bottlenecks, perfection of security
arrangements, public sector bottlenecks, etc.

Projected financial and economic/social returns on the investments
reported so far are summarized as follows:

a. Average projected return on investment: 44%.

b.  Output/capital ratio: 3.03; .69,

(3.03 = sales .69 = Value added
Investment required Investment required

d. Aggregate full-time and equivalent full-time jobs created:
14,000,

e. Aggregate annual incremental income to workers: Us4$9,872, 600,
f. Average capital/employment ratio: US$5,700 to create one job.
8. Aggregate project net FX impact for year one: US$69,000,000,
Of the 108 entities interviewed, 17 already have joint-venture
partnets. Most of these partners are from the U.S. and 23 firms indicated
some interest in a U.S, partner. Many of these firms are actively seeking a
U.S. partner and/or would like to be assisted toward this end. The major

reasons given for considering a partner are market access and assistance in
obtaining the necessary financing.

&
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b. Technical Analysié of On-lending Arrangements

The following determinations were made with regard to the
appropriate rates, tenor and funds applications that would enable the banks to
successfully carry out the agribusiness lending program:

Spread for the banks: This will be, seven percentage points.
(Current FIDE rate is five percent). This spread is sufficiently attractive
to motivate and sustaia bank participation in the Program, while it 1s not so
high as to provide the banks excessive procitability. Note: The spread
includes commissions.

End-user rates: The seven points spread, assuming a minimum 11
point spread for the Central Bank, results in an end-user minimum cost of
20%. (Central Bank cost is 2% Plus a spread of 11% equals 13% to the
development bank whose 7% spread increases the end-user cost to 20%)., In
practical terms, many of the export projects covering fresh and processed
items can probably pay effective peso rales above 20% p.,a. Under these
circumstances, provision should be made for rate adjustments during the 1life
of the program, in order to reflect changing lcvels of inflation/devaluation;
legal limitations; and AID's own goal of seeing the system move toward
positive real rates.

Tenors: The present proposal of a twelve year tenor for the
development banks 1s adequate., It equals the FIDE maximum for individual
subloans, and unlike the FIDE program, the PFIs will be allowed to retain the
fecuperations for onlending to similar subprojects, Thus, the PFIs have
access to long term funds at rates which are competitive. The end result ig
that the capital base of the PFIs will be strengthened in a manner similar to
a direct AID loan.

Note on the Pool System: A number of the banks have had good
experience with pool-type financing. The managements explain that benefits
include sharing of information and risk, increased overall liquidity for
projects, and better credit control. By the same token, pool arrangements can
help to ensure good projects and cover large project investments.

c. Interest Rates

Currently, effective interest rates, charged to end borrowers range
from about 12% to 24%, 1in the regulated banking system. These rates include
the interest itself, plus fee commissions and closing costs. The low end
represents loans from FIDE funds to firms located in the Haitian border area.
At the upper end are rates charged to borrowers from the PFIs own resources.
In the middle, clients are borrowing trom FIDE at 17% (FIDE allows a 5% spread
to development banks, which when combined with loans at 12%, equals 17%),

In the non-regulated system, rates run from 1 1/2% - 5% per month,
However, the majority of these loans are for consumer credits or commercial
loans for inventory which have a 60-120 day turnover,
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Development banks estimate that their portfolio of loans now
provides about a 20% yield. (That is, the average rate is about 20% on older
and newer loans when combined with FIDE and non-FIDE funds.) For agricultural
loans, they estimate the yield is somewhat lower, i.e. 17%-18%.

We have structured the interest rates in this project to be
consistant with agency policy and to be reflective of country conditions,
including a variety of factors such as the currently high versus historical
low rates of inflation in the DR, the risk of agribusiness projects and their
normally Zow to moderate returns on investment, a business and banking
community that inexperienced in non-traditional export projects, the
heretofore low cost of FIDE funds, and the competitive disadvantage of
development banks -- which are the principal source of term financing. We
believe the proposed interest rate structure is both realistic and fair.
Thus, we propose a 20 percent cnd user rate, a 7 percent margin and a cost of
tunds of 13 percent for the PFls.

Inflation. A positive real interest rate means that the loan rate
has to be higher than the inflation rate. In estimating the inflation rate,
we used a long~term permanent inflationary trend rather than sort-term
transitory price fluctuations. Historical data on the consumer price index
(CPI) indicate that the long~term trend in consumer price movements in the
Dominican Republic has been at about 12 percent per year since 1978. The
official inflation was 16.76 percent in 1980, and 24.45 percent in 1984, but
during the intervening years inflation rates have been less than 10 percent
arnually. During the first four months of 1985, the CPI has increased by
13.79 percent, of which 10.69 percent occurred during January and February. A

‘n:2 inspection reveals that large price increases in 1984 and first two
: 5 0f 1985 have beea the result of exchange rate adjustments that have
rei taking place during the time.

In late April 1984, the GODR transferred all imports, except
pe roleum, to the parallell market from the official exchange market of
Ri$1.00 = US$1.00, thus making imports more costly. This policy decision
sumediately reflected on the CPI in May and June, increasing by 4.13 percent
4.70" percent respectively. 1In September and October of 1984, the CPI jumped
agein by 4.25 percent and 6.01 percent respectively, due to the petroleum
imports transfer to an intermediate exchange rate.

In January 1985, the GODR finally unified all exchange rates to the
free market rate. The final ad justment process provoked prlce increases
during January and February of 6.03 percent and 4.66 percent respectively.
fxcluding January and February 1985, the average price increase for 1985 would
be projected at about 15 percent for 1986 at about 10 percent or even less.
The main reason for this projection is that the exchange rate adjustment has
been completed, and there will be .o further large devaluatifon of Dominican
pesos to initiate a revewed inflation. Further, the GODR is committed to an
IMF agreement and has met targets by controlling the money supply, thereby
further reducing inflation and the rate of devaluation. Therefore, for the
purpose of long-term loans {n 1985, any rate above 15 percent would be a
positive real rate for the Dominican Republic,
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Risk/Reward on Agribusiness loans. On balance, Agribusiness
investments in the DR as well as other basin countries have yielded lower
returns (ROl of 10-20 percent) than those earned in commerce, light industry
and tourism. In the last two-three years the picture may have improved
slightly due to opportunities for fresh fruits and vegetables for the export
market, These higher yields (ROIL of about 30 percent) have attracted a number
of foreign investors as well as caught the attention of Dominicans wheo have
never considered export projects. At thisg time, therefore, the country's
businessmen and the banking community are faced with Some very attractive
opportunities,

The problem, however, is that thise ROIs may not hold up in the
future. Two to three years' experience in certain products by just a few
firms is simply not sufficient time to comprehend the difficulties in managing
and marketing many of the new projects. In the processing areas, moreover,
the ROIs may be even more precarious because the capital investments are
higher.

Attracting Foreign Investment. The current liquidity squeeze and
temporarily high interest rates have hurt smaller borrowers much more severely
than larger creditors. This is no surprise. However, it is detrimental to
agribusiness investments because the majority of the new, non-traditional
projects have been started by small and mediumrsized firms. The squeeze,
therefore has been placed on the very projects which the country needs to
stimulate in order to earn more foreign exchange.

A typical Agribusiness investment contains 35 percent equity and 65
percent debt. Foreign firms establishing a joint venture or a wholly-owned
subsidiary are normally prepared to invest U.S. dollars for their equity, but
prefer to borrow locally for the debt. This is particularly true now, as most
U.S. banks are not prepared to extend dollar loans to clients in countries
with low credit ratings such as the DR.

U.S. fnvestors who are starting-up a new project in a new country
face many risks and ploitical uncertainties. The majority of these investors
in the D.R. are small to medium U.S. businessmen who have not operated
overseas and who for the first time are forging partnerships with Dominicans.
These businessmen are prepared to pay the local prime rate of 20-22 percent on
local funds, but many would prefer to borrow in the U.S. at about 12 percent
today because this differential further covers their risk factors.
Unfortunately, as stated before, they can't borrow because the U.S. banks
won't lend.

Development Banks - Practices and Limitations., We expect about 25
percent of the funds to ge through commercial banks; the remaining 75 percent
will go through the development banks. At December 1984 the country's 18
development banks had assests of RD$304 million. This represents only 3,7
percent of the total assets of the regulated financial institutions. Thesge
banks were established and legally chartered to provide term loans for
agriculture and industry,
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Today agricultural and agro-industrial loans represent about 33 percent of the
banks' investments; industrial projects represent about 40 percent; the
remainder 15 is devoted to tourism and other sectors.

Currently, the banks' derive 49 percent of their funds from
advances, discounts and credit allocated by the Central Bank, including FIDE,
On these funds, the end user rate probably averages 15 percent at this time;
whereas non-FIDE funds, the prime rate is about 20 percent for long-term loans
and for marginal borrowers 30 percent is not uncommon for short-term loans.
This is because until January 1985, FIDE monles were available to the
intermediary banks at a rate averaging about 8 percent (the maximum was 10
percent for .oans in Santo Domingo; the minimum was 6 percent for loans near
the Haiti boarder). In January 1985 this average rose to about 10 percent
(based on a maximum of 12 percent and a minimum of 7 percent). The 5 percent
spread allowed on FIDE funds permitted an average end user rate of about 13
percent, with an increase in January to about 15 percent.

Ad justable Rates. Because of the uncertainties related to
inflation both in the U.S. and in the D.R., we have agreed that interest rates
in this program should be adjusted yearly to reflect upward or downward
pressures, This adjustment will be based upon the DR's consumer price index
keeping in mind that the end user should pay a positive real interest rate;
the financial intermediaries must have sufficient profit incentives to utilize
the credit funds; and bank deposit rate should be high enough to reduce the
incentives for capital flight and currency speculation and encourage deposits
In domestic filnancial institutions.

Conclusjons. On che basis of the above factors, including the
rolicy changes achieved as well as increased cost of FIDE funds to PFIs (3
percent average increase) and end users (5 percent average increase), we
helicve the proposed level of interest rates is Justified.

d. Trensaction Costs

A major concern with FIDE procedures has been the high costs of
obtaining a loan. These costs are torne, ultimately, by the borrower in the
form of higher interest rates, fees or commissions, and excessive collateral
requirements., These costs have another effect in that they probably cause
banks to avoid ligh risk projects due to the fact that the 5% spread allowed
FIDE funds is insufficient to cover processing costs, normal overhead, profits
and higher risks assoclated with new export projects. These costs are
increased by controls over sources and uses of funds, excessive loan review
requirements, and disbursement, monitoring, and reporting procedures.

The procedures contemplated in this project should reduce
transactions costs. At the same time, the increased spread and asslstance
provided by JACC/DR and the TA Unit should encourage the banks to finance new
projects which they would have considered too risky under previous norms.

i
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e. Feagibility for Enterprises

In the analysis of demand, six project profiles were prepared., The
profiles demonstrate the feasibility of agribusiness lending and technical
assistance of the type envisioned in this project. More importantly, however,
the profiles demonstrate immediate financial requirements, impact on jobs and
foreign exchange earnings, joint venture potential, the variety in slze,
nature and type of business venture in this country, and the ability to borrow
at real interest rates.

Exhibit 5 is shown in the following page.
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Name of Firm

1.

2.

Procesadora de
Coco de Higuey

Compania Agro—
Industrial

Domex

Prdauccos Alimemr
ticios del Caribe

Industria Nacional

Agropesquera

Flores de Sol

ivh.wat 5

AGRIBUSINESS 3U3-TROJECT PROFILES

Product Line

desiccated
coconut

tomato paste
melons and pine-
apples

meat products

shrimp

flowers

12 Month
Financing Need

Projected ROI*

Us$250,000

Us$ 3.5 million

US$ 3.0 million

us$ 250,000

Usg 4.5 million

us$ 300,000

462

30%

57%

407

45%

33%

Average FX
New Employment Earnings/Yr.
165 US$ 1 million

4,000 US$ 2.3 millior
2,650 US$ 2.25 millic

50 Us$ 200, 000
200 US$ 6.8 million

28 us$ 250,000

The ROI projections are based on feasibiliit

history is available.

y studies or 2-3 years of experience.

No long-—term (5 - 10 year)

Jd xauuy

v¢ Jo g oadey
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Annex F
SGRIBUSINESS PROJECT FINANCT DEMAND/ IMPLCT  SURVEY page 9 of 34
MAY 1985
‘ote: See footnotes attached (USS) {(Echange rate where pertinent : One 1USS = pps ERTel
CCOE] BTy FROJECT'S  TFLENCIAL REGUIREVEITS 1ST YEAR TOUTPUT,| PROGECT'S FULLTIME | ANN. CEPITAL, PROTECT |
12 MONTHS PROJECT" |CAPITAL| NAT'L ANN.| JOBS & INCRE- [ EMPLOY- |{NET F !
FEED FOR:  INEWT 12 MUS.|NEXT 3 vRS, R.O.I. RATIO INCREMEN- | BQ.FULL~ | MENTAL |:mer . IMPECT :
TAL VALUE | TIME JOBS| INCOME | RaT1o] 1ST CQt- l
ADDED4 CREATED 5| TO 120R- MERCIAL |
KERS. 6 YEARS |
1
DX | PRODUCTOS VIENNA SAU- 250,000 200,000 40% 4/1 630,000 32 3a,000 8,333 60,000 !
01 |ALIMENTICIOS 3AGE§ F/A;
DEL CARIBE, W.C.
C. x A.
C_|BRUGAL & CO. PESTICIDES 520,000 |no plans yet{ 37 1.2/1 380,000 8 20,000 65,000 | (140,000)
02{C. x a. BLENDER
1.C.; F/A
. AXIDOMINICANA  [FRUTT-PUL,- 140,000 390,000 66% 5/1 490,000 60 60,000 2,333 ' 500,000
- 03 |DE PRODUCTOS PER/I.Q.F. !
:; ALDMOTICIOS F/A; W.C. R
- E | DNGREDIENTES SEASONINGS 150,000 |no plans ye sps 2.5/1 830,000 15 20,000 2,727 | 150,000
. 04 |DEL CARIBE, [/a
' S.A. 1
* CX |FERSAN FERT. BLEN- 8,500,000 |no plans yet 254 1.3/1 | 2,000,000 25 30,000 N/ato (6,500,000),’
05 DER W.C.
!H |CORTES HERMA- CHOCOLATE / 300,000 |no plans yet| n/a N/A N/A N/A N/A N/A N/A
i 06 |NOS, C. x A, v.C.
i BX |PRoASA DES.  QOCONUT] 35,000 28,000 85% 4/1 85,000 20 20,000 1,750 250,000
{07 F/A; W.C.
gEX PROMCCIONES ANNATTO-ES, 115,000 |no plans yet| 404 2/1 105, 000 20 30,000 5,750 180,000
; 08 |INDUSTRIALES b1, 1. C. !
i C. x A. :
| ] i
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AGRIBUSINESS PROJECT FINANCE DEMAND/IMPACT SURVEY page 11 of 34
MAY 1985
Note: See footnotes attached (Uss) (Ixchange rate where pertinent : One USS = RDS 3.2
CODEl ENTITY PROJECT'S FINANCIAL REQUIRFME DS 1ST YEAR [OUTPUT PROJECT'S | FULLTIME ANN. CAFITAL/ | PROSECT
12 MONTHS PmJ‘ECE‘ CAPIT NAT'L ANN.| JOBS & INCRE- EMPLOY- NET FX !
NEED FOR: NEAT 12 MUS.| NEXT 3 YRS. R.O.I. RATIO INCREMEN- | BQ.FULI~ MENTAL MENT - PaCT
TAL VALUE | TDME JOBS| INCOME RATIO! 18T Ca-
ADDEDA4 CREATED 5| TO WOR- MERCIAL
: KERS.6 vE223
AX |C.A.E.I. (COM~GROW FRESH Sponsors indicated interdst only iq assistance to obtajin a U.S. Jjoint-venture partnex{. They
17 |PASIA ANCW. FRUITS/VEG. |explained that they have [the land gnd theid own share cgf start-up capital peady. Maid ly in-
DE EXPLOTA- terested in & 50%/50% gruwing/marketing jo{rrxt-venture.
CIONES IN-
DUSTRIALES
ABX | IND. EMPACA- [ANNER Respondents 1ndicated thdt they have no prdsent financial requirements. LAAD understands that |
18 |DORA DOMINI- Ind. Empacadéra Dominicarfa, C.x A. |is inved ting in Arbdje Aoro-irndustrial (Cotton-project) .
CANA, C. x A.
ABX |PRODUCTORA  ©ANNER Respondent indicated that{ because the campgny is 100% é'oreign owrn.d, they do not believe they
19 |QUISQUEYANA could be eliérible for finmancing in fthe D.RJ and therefgre had no |cause to Hrovide inflormation.
I
AX |PRODUCTOS CO-FRUIT-PUL~ 265,000 |no plans yet 49% 1.6/1 350,000 125 145,000 2,120 250,000 E
20 MERCIALES DE PER F/A; W.Q7 |
EXPORTACION l
X |FERTILIZANTESFERT. BLEN- 8,000,000 |no plans yet 25% 1.3/1 1,900,000 20 25,000 N/al0 (6,100,000)§
21 |OUIMICOS DO- PER W.C. ' !
i
FX |IND. NAC . 2GRO- AQUACULTURE 4,500,000 2,000,000 45% 1.5/1 8,400,000 200 200,000 | 39,650 8,400,000
22 |PESQUERA, S.A. F/A, (3rd year) ]
(INASA)
AX [PROCESADORA NECTARS 215,000 |no plans yet| 45% 5/1 250,000 20 25,0170 10,750 530,000
23 MEJIA, Cl.x A.|W.C.; F/A §
!
BX ALIMENTOS TRO}DES.COCONUT 1,000,000 |no plans yet 65% 4/1 1,000,000 40 45,000 | 25,000 3,150,000
24 PICALES C.x AlF/A :
i
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e S

MAY 1983
Wote: See footnotes attached (Uss) (Ezhange rate where pertinent : One USS = RDS 3.30)
FCU_‘E* BITTTY PROJECT'S FDENCIAL RECCIREMERITS 18T YEAR OUTPUT, PROJECT'S FULLTIME ANN. CPIT2L/ [ PROTJECT 4
12 MONTHS PROJE CAPIT%.L MAT'L ANN.{ JOBS & INCRE- BPrLoy- NET Fx
NEED FOR: NEXT 12 MUS.| BT 3 YRS. |R.0.I.“ RATIO- INCREMED- | BQ.FULIL-~ P ENTAL JENT - IMPACT
TAL VALUE | TDME JOBS| INCOME yutel 1ST Ccari-
ADDED4 CREATED 5 TO WOR- MERCIAL
KERS .6 YEARS
D : PROCESADORA |SAUSAGES 165,000 ho plans yet 29.2% 4/1 115,000 29 41,500 5,690 600,000
34 | DE CARNES F/A
CHECO, C.x A
D |!ATADERD IN- 'SLAUGHTER 160,000 ho plans yet 35% 4/1 120,600 20 28,600 8,000 | 2,750,000
35 | DUSTRIAL E/A

! CHEQD, C.x Al

'AX 'DOI\IED(, S.A. IGRCW MELON/ 3,000,000 | 10,000,000 57% 0.5/1 2,460,000 2,850 850,000 1,053 | 2,460,000
37| PINEAPPLE FJA

i

: 1

, BX | AGROEXPORT, DES . QOCONUT 100,000 ho plans yet 34% 4.8/1 146,000 100 30,000 1,000 480,000

| 7 ! C.x A. F/A

i E ’Lm.PAN DOMI-VEG. PROTE~ 285,000 |under study 17% 0.9/1 166,000 4 6,500 71,250 245,000

. 38 ’C‘\NA, C.x A. INES/YEAST-

‘2 EXTRACT F/A |
Nt JAGROCARIBE, IGROW ROOT- 229,000 no plans vet 18% 0.9/1 111,400 42 51,000 5,452 200,000
39 |S.A. CROP F/A;W.Q.

, AX | EXPORTADORA  GROW FRESH 285,000 no plans vet 35% 2.5/1 221,000 50 75,000 5,700 575,000
40 |DE PRODUCTOS PINEAPPLE .

l CCI*ERCIALES, v.C.

. S.A.

] l : _

{ DY EMBUTIDCS ;SAUSAGES Respondents indicated thdt they haue no present financial requirements. i

2‘ 41 (SAN MAKRTIN ‘

' t
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MAY 1985
Ixte: See footnotes attached (USS) (Cxchange rate where pertinent : One US$ = PDS 3.27
CCOE} ENTITY PROJECT'S FDANCIAL REQUIREMEZITS 1ST YEAR [OUTPUT PROSECT'S | FULLTDME ANIN. CEPITAL/ | PROTRZC
12 MONTHS PMC_;" C‘L.PIT%L NAT'L ANN.{ JOBS & INCRE- BPLOY- NET X
NEED FOR: NEXT 12 MOS.| MEXT 3 YRS.}{R.0.I.° RATIO INCREXEN- | EQ.FULL~ MENTAL MENT IPaCT
TAL VALUE | TIME JOBS| INCOME | RATIO’ 1ST CCri-
ADDED4 CREATED 2| TO WOR- MERCIAL
KERS.6 B
NICOLAS A.VAR+FEEDSTUFFS 100,000 po plans yet N/A N/A N/ N,/A N/A N/A N/a
50 Gas, C. x A. |W.C.
I ROSAS DEL CA- [FLORICULTU- 200,000 pnable to co$tact prin¢ipals ih the U.S. fpr further|details.
51 RIBE, C.x A. |RE F/A’
H MUNNE & CO. Ccocoa Respondents (indicated that they haye no present financlial requirements.
52 £. x A.
£ {EREATES EN  |GROW QATS 577.00C0 lnder study |Respondents indichted that prbject is still in a g)ilot—stage and that
53 BENERAL.C.x A(F/A no further s.eciffic informatipn could kg proviaed}
+ D BUPLIDORA DE |SLAUGHTER 115,000 po plans yet 24% 4/1 53,000 | 30 125,000 3,833 N/A
53 CARNES, S.A. [W.C.
- MA{ FLORES DEL SOI FIORICUL~ 300,000 ho plans yet 33% 0.8/1 231,000 28 25,000 | 10,714 250,000
55 B.A. TURE F/A
" NX PROD. TIPICGOS |CASSAVA- Respondent ihdicated that the said|project|is still unger development.
- 56 DOMINICANOS FLOUR/STARCH
EF/A; W.C.
~ AX {HACIENDA SAN GROW FRESH 80,000 po plans yet 25% 1.25/1 153,000 11 16,000 7,272 90,000
-+ 57 |IMIGUEL P INEAPPLE
‘ | I.C.
; !
Q |INDOGRASCO  DILS/FATS 57,000 o plans yet 25% 3.3/1 85,000 15 15,000 3,800 (9,000)
t S8 V.C.
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MAY 1985
‘liote: Seze footnites attached (CSS; {Exchange rate where pertinent : One USS = 253 2.3(:
b oo eIy PROCECT'S | PRIIWNCIAL REQUIREMELNTS  [1ST TEAR |OUTPUT/| PROJECT'S | FULLTDE | &o0v. CFPTTRL/ [ FROJECT |
12 MONTHS PFDJ‘EC%“ CAPITAL] NAT'L ANN.| JOBS & INCRE~ BErLOY- IN:'-_‘I‘ X l
. NEED FOR: MELTT 12 MUS.| NEXT 3 YRS. |R.O.I. RATIO INCREMEN~ | BQ.FULL- MENTAL MENT nprrm '
i TAL VALUE | TIME JOBS| INCO'E | RATIO/ 1ST . at- |
ADDED4 CREATED 5| TO 1OR- MERCIAL
KERS . 6 YERRS |
| TX |DID.BANILEJAS |COFFEE CROP| 8,500,000 ko plans vet{ N/A0 [ n/a N/A N/A N/A N/A [ N/A
i 67 C. x A. FINANCE W.C}2 | (
| l
o 'GRB.NJA MORA, [POULTRY W.C 1,400,000 3,400,000 N/A N/A N/A N/A N/A N/A ‘ N/A .
} 68 it‘ X A.
AY, L{ELADOS BON, |FRUIT-PUL-~ 115,000 286,000 37% 2.5/1 439,500 185 370,000 621 | 145,000
69 L. x Al PER F/A;W.C '
AX LD.NSE‘.Z«. PRO- GROW FRESH |Respondents findicated interest only in assfistance to cbtain a U.S. joint venture paaner.
: 70 PUCI‘S C. x A. FRUITS/VEG. | They exolaired that the land they ¢wn is shitable for fucumbers, squash, bell-peppers etc.
l and that thid; are looking for a joint ventiire on a makketing/fihance basik. Cold~storage
! ! facilities ahd fruit-processing equipment available.
I Fx mD. PESQUERA | AQOUACULTURE 230,000 ho plans yet 57% 2.2/1 314,000 300 143,000 762 504,000
[._L
72 MARIEN, C.x AlF/A
RX PROD.APICOLAS !PROPOLIS/ 72,000 ho plans vet 59% 4/1 228,750 90 180,000 | 3,342 285,000 |
73 €. x A. ROYAL, JELLY |
F/A; W.C. ;
|
AY CCrPANTA AGRO-PEELFD TO- 3,500,000 ho plans yet 35% 2.3/1 3,200,000 4,060 2,470,000 862 3,200,000
74 IDNDUSTRIAL, MATOES F/A;
S.A. W.C.
Q ‘SANCHEZ AGRO- | COCONUT-O1I1, 720,000 junder study | Respondents incicated that they were upg-dating feasibility-Ftudy. '
75 [DNDUSTRIAL F/A
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MAY 1985
ote: See footnotes attached (USS) (Izichiange rate where pertinent : One US$S = RS 2.3
FCC-:E’ ETITY PROJECT'Z | FLUGNCIAL REQUIREENTS |1ST YEAR OUTPUT,7 PROJECT'S | FULLTDME | 204, CRPITRL. | PROSECT
| 12 MONTHS PROJECT CAPITZZ] MNAT'L ANN.| JO3S & DNCRE- | EMPLOY- | NET FX
NEED FOR: [NEXT 12 MUS.|INEXT 3 YRS. |R.O.I. RATIO DNCREMEN- | EQ.FULL- | MENTAL | MENT IMPECT
TAL VALUE | TDME JOBS| INCOME | R&TIO! 1ST Cor4-
ADDED4 CREXTED 2| TO WOR- P MERCTAL
KERS .6 | YEARS
:
{ FAJAR/MEYER |ORGANIC FER-o 65,000 No plans yet n/alo N/A N/A N/A N/A N/A N/A
83 TILIZER W.C
J {IND. DE FIB- GRCW COTTON 575,000 2,860,000 jRespondents indichted that thpy were preparing a Eeasibility—study
86 RAS DMINICA- |F/A; W.C. and that no definit figures were available.
NAS, C. X A. !
MX NIC TRADING |FLORICULTU- 143,000 No plans yet 50% 3.6/1 , 178,000 123 70,000 2,615 470,000
37 RE F/A :
U FUERZA AGRI- [AGRICULTU- | 1,000,000 No plans yet N/A N/A N/A N/A N/A N/A N/A
88 {OLA, C. x A. |RAL MACHI- -
:NERY W.C.
MY JARDINES DEL |FLORICULTU- 285,000 No plans yet 81% 2.5/1 312,000 24 60,000 { 24,898 630,000
! 89 EDEN, C. x A. |RA F/A; W.C
vx FEDOCA ALCOHOL F/A| 3,000,000 No plans yet| N/A NA | N/A N/A N/A N/A N/A
90
|
AX GARCTA, REYES |GROW/PROCESS 1,029,000 No plans yet 35% 1.4/1 1,607,900 81 81,000 | 12,704 |1,211,350
91 & ASOCIADOS |ALOE W.C.;
F/A
AX (ONSORCTO AG- GROW MELCONS 500,0C0 1,550,000 55% 0.5/1 2,816,000 69 69,000 7,246 12,938,000
92 ROINDUSTRIAL (F/A t
AX MOLTIFRUTAS, GROW/PROCESS 560,000 No plans yet 27% 1/1 233,000 35 45,000 | 16,000 553,000
93 [S.A. FRUITS F/A







R T DI SN

Annex F

AGRIBUSINESS PROJECT FINANCE DEMAND/IMPACT SURVEY page 21 of 34
MAY 1985
‘Note: See footnotes attached (USS) (Exchange rate where pertinent : One US$ = RDS 3.30)
tCODE' ENTITY PROJECT'S FINANCIAL REQUIREMENTS 1ST YEAR [OUTPUT PROJECT'S [ FULLTIME ANN. CAPTTAL/ | PROJECT
12 MONTHS PROJEC; CAPIT NAT'L ANN.{ JOBS & INCRE- E-PLOY- NET FX
NEED FOR: NEAT 12 MUS.| NEXT 3 YRS. R.0O.I. RATIO INCREMEN- | BEQ.FULL-~ MENTAL {ENT DMPACT
TAL VALUE | TIME JOBS| INCOME RATIO’ 1ST COri-
ADDED4 CREATED 3| TO WOR- MERCIAL
KERS .6 YEARS
AX PROVESA GROW/PRCCES@ 50,000 No plans yet 67% 3.2/1 200,000 300 210,000 400 450,000
2103 HOT PEPPERS
F/A
AX DONSTANZA AG- | PROCESS GARH 115,000 pnder study 13% 1.5/1 50,400 20 28,000 5,750 150,000
104 ROIND., S.A. |LIC F/A;W.C
D CIA. IND. G2- [MOVE FACTO- 330,000 pNo plans yet 26% N/A N/A N/A N/A N/A N/A
105 NADERA SOSU- | RY F/A
AX PAGROIND. IA |GROW MANGO 85,700 1,000,000 66% 3.3/1 271,290 100 100,000 860 240,000
106 BARPANA, S.A. F/A; W.C. =
| AX B. MICHELENA GROW/PROCESS Respondent indicated that the land they opn is suitablle for Pineapple and|that they!are
107 TRADING CO. PINEAPPLF, looking forja U.S. p er on a finance/marketing basfs.
JX LRBAJE AGRO- GRJ%/PRDCES% 2,800,000 No plans yet 13% 1.3/1 1,277,140 274 319,000 10,219 | 3,500,000
108 [NDUSTRIAL COTTION F/A
TOTAL/AVGS. 79,549,700 | 47,025,000 44% 3.01/1 54,733,680 |13.897 9,872,600 5,718 69,028,650
i
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FOUTNOTES

1) CODF : This denotes a project grouping as follows:

A

K

2)

3)

4)

FRUIT & VEGETABLE: Fresh L TOBACCO RELATED
& processed

M  FLORICULTURE
QOCONUT PRODUCTS

N ROOT CROP RELATED
FARMING INPUTS

0O POULTRY
BEEF RELATED

P APICULTURE
FOOD ADDITIVES .

Q FATS/OILS RELATED
SEAFCOD RELATED

R CITRUS RELATED ;
FUBLIC FINANCIAL
INTERMEDIARY S EXPORT TRADING HOUSES
CHOCOLATE RELATED T COFFEE RELATED
DATRY PRODUCTS ' U AGRICULTURAL MACHINERY/

EQUIPMENT
FIBRE RELATED
. V SUGAR CANE RELATED

CEREALS/GRAINS RELATED

X denotes at least 20% of output is

for export.

Reflects the specific project's profitability computed by dividing fore-
cast net after-tax profit bv the related project investment and expres-
sing the results as a percentgge.
Reflects the output of a specific project, measured in terms of dollars
of forecast sales for each dollar of project investment. (Also value
added/project investment = 54,733,680/79,549,700 = .69).
Measures specific project forecast annual value added, defined as wages

+ profit + depreciation + taxes. Crop purchase values are not included
unless the project entails Crop—-growing activity Per se, except in cer-
tain cases such as Southland Dominicana, where the campany does very
little growing for own account, but where little or no cammercial crop-
ping of okra would be done were it not for the company's demand.



5)

6)

7)

8)

9)

10)

k%

LYYTTYIOP,N

These numbers represent only the jobs created by the new project, not
any existing jobs. Equivalent, full-time jobs reflect translation of
indirect employment arising from part-time field-labour and product
input or handling requirements attribuatable to a project. In many in-
stances, such figures have not been satisfactorily computed and can not
vet be recorded, thereby understating enpioyment 1s impact.

Represents only the incame attributable to recorded worker numbers and
therefore subject to understatements as in footnote 5 above.

Represents the number of project investment ollars needed to create one
job. camputed by dividing the project investment amount required for the
next 12 months by the number of new jobs created. (This measure is skewed
to upper ranges because of the undérstatements mentioned in footnote 5).

This measures a project's net foreign exchange impact by substracting
project outflows from inflows. Direct import substitution is counted as
an FX inflow.

In the case of farming inputs projects,no FX benefit has been camputed
as yet to reflect the indirect inflows caused by exports such as melons,
or the inflow equivalents arising from Import-substitute cropping such as
rice, which will result fram the inputs project.

W.C. = Working~capital
F/A = Fixed assets
N/A = Signifies a) that respondents would not or could provide satisfac-

tory date to permit camputation; or b) that information was to be

provided at a later date; or c) that camputation i3 not meaningful.

All calculations are made basis the 2nd camercial year.

All calculations are made basis the 3rd conmercial year,

\V”
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2. Economic Analysis

a. Introduction

The purpose of this analysis is to estimate the macro—economic
impact of the proposed project on the Dominican economy, particularly on
national income, emplcoyment and foreign exchange earnings. Benefits will be
realized as a result of investment by private firms in a number of promising
agribusiness sub-projects. These sub-projects have been examired from the
point of view of financial benefit to individual investors, as well as their
contiibution to the national economy in the from of additional value added,
foreign exchange generation and employment, The basic premise of this project
is that promotion of investmant by private firms in new and expanded
agribusiness ventures will have an extremely beneficial pay—off to investors
and the economy as a whole. The economic analysis strongly supports that
premise.

b. Macro—economic Context

The Dominican Republic currently is experiencing severe economic
problems. Balance of payments deficits reached $353 million in 1983 and $155
alllton in 1984, The country's external debt is $§3 billion, and public sector
“eficits amount to 6.4 percent of GDP. The pesv free market exchange rate
tecteased from an average RD§1.2 to US$1.0 during the 1970's, to over RD$3.0
"~ US4L,0 during 1984-1985. Real GDP growth has declined to 2 percent,
‘nilation has Iincreased to 35 percent, and unemployemnt 1s estimated at
me21 25 to 30 percent,

In an effort to deal with this economic situation the GODR reached
i onz-year stand-by agreement with the IMF 1in April, 1985. The IMF agreement
requires a series of adjustments with regard to controlling the rate of
foaetavy expansion, reducing public sector deficits, and improving the
s4%3a6e of payments situation through free market-oriented trade policies.
“{.r detalls concerning the IMF agreement, see the 1985 Mission Action Plan).
In May 1985 the GODR concluded an agreement with the Paris Club for a
lung~terw rescheduling of public debt and at the present time the GODR and the
comsercial banks have nearly completed negotiations on debt rescheduling.

c. Economic Rationale

A major impetus for the agribusiness project 1s the immense problem
of the nation's balance of payments. Although the GODR has taken significant
8teps to reduce balance of payments deficits, current projections for 1986 and
1987 show a shortfall of US$40 millionq and US$70 million respectively, even
after debt rescheduling.



Annex F
Page 25 of 34

The negative trade balance is an important factor contributing to
the overall BOP deficits. Export earnings depend heavily on traditional
agricultural commodities (sugar, coffee, cocoa and tobacco) and minerals, all
of which have poor prospects for earnings growth in the near future,
Confronted with this situation, the Dominican Republic ig being forced to
develop alternative sources of foreign exchange earnings by diversifying the
productive base of the economy.

A primary justification for investing in the
agribusiness/agro-industrial subsector relates to the nation's large
agricultural endowment. There are about 3.2 million acres in cultivation, and
about 60 percent of the nation's labor force is employed in agriculture., In
addition there is considerable potential for improving the productivity of
these factors, as well as the potential for supplying a large export market
and an ample internal market for certain products.

d. roach

The proposed agribusiness project will involve the financing of
agribusiness/agro-industrial ventures that meet certain financial criteria and
macro-economic objectives. The sources of capital are: AID loan funds
(US$17.3 million), GODR loan funds (RD$90 million) and investors' equity
contributions (RD376 million, of which 50% is new equity). This amounts to a
total incremental investment of US$60 million at an exchange rate of RD$3.0 to
US$1.0, while at RD$3.5 to US$1.0 the total incremental investment is US$53,9
million. The entire loan portion of this investment capital will be
channelled through development banks to their private sector clients.

e, Method of Analysis

Assessing the economic impact of the project involved the following

steps:

- Preparing a profile of the prospective investment sub-projects
showing the expected financial results with regard to certain
indlcators.

- Estimating the return from the investment in terms of their
contribution to national income, cmployment, and foreign exchange
generation.

- Evaluating the economic beneflt of the entire project investment of

US$60 million.

Two important assumptions were made for this analysis, They are:

- The forty-two investment sub-projects selected from those
profiled in the credit demand SiirVey represent an average

composite profile of the 80-90 ventures expected to be
financed by the agribusiness project,

S
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- the economic impact of investing US$60 million can be measured

in terms of the summation of all sub-project benefits accruing
to wage earners, earned as profit rents or interest, and paid
in taxes; less Project costs.

f. Sut~Project Frofile

The typical sub-project profile is represented by 42
prospective agribusiness ventures that were selected from the 108 profiled in
the credit demand survey., Financial indicators will be used as the basis for
estimating the overall benefits to the Dominican economy from a US$60 million
agribusiness investment program. The selected investment ventures represent
the types of sub-projects that would be financed under this project. They
also show an impact on employment, income and foreign exchange earnings that
ceflect the experience of similar ventures now underway, and meet the overall
Froject purposes. The ventures include, to cite a few examples, production
ind processing of coconut and tomatoes, processing of meat, and
>roduction/export of fruits, vegetables and flowers. Investment in these
’entures 1s estimated to yield the following results:

RD$3.5 to US$1.0 RD$3.0 to Us$1.0

Total investment 3/ Us$570, 286. Us$617,810
Incremental cmployment 183 183
Annual wage income paid $120,142, $140,164
Capital/employee $3,106, $3,367
National value added $720,238. $740,260
Foreign exchange earned $1,083,738, $1,083,738
Fiaancial rate of return 447 447

3. Firancial Results

The credit demand survey examined investment proposals for 108
gribusiness ventures, Although complete feasibility analyses were not
reparad for these sub-pro jects, they were reviewed from a banking standpoint
1d judged to be generally reasonable in their financial projections. The
verage financial return on investment was 44 percent, This relatively high
‘te of financial return, even 1if revised downward in a final analysis,

mplies very favorable prospects for more ventures than can be financed by
118 project.

h. Econouic Results

The overall economic lmpact of this project was calculated by
‘timating the incremental income for the Dominican economy from wages, rents,
rofits, interest payments and taxes to be paid by the investors who receive
'oject financing. If the rate of investment in new ventures (and project
.sbursement) occurs as postulated, then after a short lag, income, employment
\d foreign exchange benefits will be generated for the duration of the

Assuming half of the total investment is in pesos.

==
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investment. Estimates of income flows are presented in Table 3. The stream
of gross benefits represented by the annual value added i{s produced by the
aggregate sub-project investments. This stream is broken down into wages and
return to capital and land. Wages are adjusted for a shadow wage, assumed to
be 67% of nominal wages. The returns to capital and land are represented by
aggregate value added minus the wage component. These returns are adjusted
downward by 12.5 percent to account for transportation costs (F.0.B. prices in
D.R. ports), and by an additional 12.5 percent to account for anticipated
losses due to weather, i.e. crop failures.,

At the current cost of capital, investing US$60 million in the
agribusiness project ylelds a net present value of US$13.5 million and US$76
million depending on the assumptions regarding the return of investment,
depreciation rates, taxes, etc. The internal rate of return for this project
is between 27 percent and 64 percent. This compares very favorably with rates
of return that could be expected from alternative investments,

(1) Sensitivity Analysis

The foregoing results were obtained from a sensitivity
analysis in which the average expected rates of payoff in terms of wages and
return to capital and land were reduced by 20 percent and 40 percent over the
10 year project life, The results are summmarized below. ’

For $1.00 Invested For $60 Million Invested IRR

Value Capital Value Capital

Added and Land Wages Added and Land Wages
+e....US$ Millions.......

Scenario

Expected $1.20 $.97 $.23 72 58 14 64%
pay-off

Reduced $ .96 $.78 $.18 57 46 11 50%
202

Reduced $ .72 4.58 $.14 43 35 8 27%
40%

These financial returns are converted to economic terms by
ad justing for the shadow wage, F.0.B, prices and risk as explained previously,
and discounting the annual net project benefits until a net present value of
zero 1s obtained.

The foregoing results were obtained using an exchange rate of
RD$3.0 = US$1.0. 1If the exchange rate 1s RD$3.5 to US$1.0, then the expected
pay-off in terms of annual value added, would be US$68 million (instead of
US$72 million), and the IRR would be about 69 percent., This apparent anomaly
(IRR of 69 percent versus 64 percent) is explained by the fact that at RD$3.5
to US$1 exchange rate, the value of the total project investment is reduced
considerably (to US$53.9) while the flow of income is only slightly reduced in
later years., Therefore, the IRR is higher even through the annual earnings in
terms of value added are somewhat less.
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anilysis
Zgribusiccsa Troecoaeisn: 1:3r2zste Project Benefits,
Coste ard Fet Preuvent Ys(us of frcieci Investment

Cisccunt

For Every $1.0 Invested Economic Adjustments Race NPY

FX Earned 1.75 Depreciation 0.2 Ic €9.9

Wage Earned 0.23 Shadov Wage Q.67 17.5 76.1

Value Added 1,20 Other 0.75 2¢ 64.5

FINANCTIAL PROJECT ECONONMNIC
INVEST. E A R N I N G S C 0 S T B E N EF I T s NET
YEAR FX _a/ Wages_b/ VAL.Ad.c/ Tavest Deprec_d/ Adoin_e/ — TOTAL Wages_f/  Other g/ TOTAL BENEFITS
MILLION U.S. DOL

1 15 o] 0 o] 15 * 0 0.9 15.9 0 o] o] -15.9

2 23 26.3 3.4 13 23 3.0 0.8 26.8 2.3 10.9 13,2 -13.6

3 22 66.5 8.6 45 22 7.6 0.8 30.4 5.8 27.7 33.5 3.1

4 - 105 13.6 72 - 12 o] 12 9.1 43.8 52.9 40.9

5 - 105 13.6 72 - 12 0 12 9.1 43.8 52.9 40.9

6 - 105 13.6 72 - 12 o] 12 9.1 43.8 52.9 40.9

7 - 105 13.6 72 - 12 o] 12 9.1 43.8 52.9 40.9

8 - 105 13.6 72 - 12 o] 12 9.1 43.8 52.9 40.9

9 - 105 13.6 72 - 12 0 12 9.1 43.8 52.9 40.9
10 - 105 13.6 72 - 12 0 12 9.1 43.8 52.9 40.9

a_/For the average agribusiness sub-project, each dollar invested yields $1.75 {n annual net foreign exchange earnings at full operation of
the venture, lagged one year from year of investment; this 1s not included as a project benefit.

b /Each dollar tnvested ylelds 3$.227 {n annual incremental wage income, lagged one year.

¢ /Each dollar invested ylelds $1.20 in domestic value added, lagged one year.

E:chr purchase of replacement equipment, initial investment is depreciated over 5 years (202 replacement pet year).

e /Includes cost of project start ur (technical assistance) and subsidies to project management office.

E:?Total annual nominal wages patd by the venture, adjusted for shadow vage at 671 of nominal vages.

W)
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Finally, 1f the peso to dollar exchange rate is 2.5 to 1.0,
the expected internal rate of return is still 59 percent, which indicates that
this project will gene ute a solld economic returns over a wide rage of
potentially adverse circumstances.

(2) External Benefits

Other tangible but not easily measured benefits of the project
include employment, national value added and foreign exchange, By giving
priority to projects having a low capital investment per employee ratio (i.e.,
one permanent job for every US$3,367), the project will stimulate the creation
of employment fc¢ an additional 17,820 persons; it will annually produce
national value adued of US$72 million, and generate approximately US$105
million annually in foreign exchange once the agribusiness ventures are fully
operating. Hence the economic effect of the project will spread to workers'
families, entrepreneurs and foreign currency markets. The multiplier effect
from increased employment could be valued at 50 percent of aggregate wages
paid by the agribusiness ventures, or US$S million annually. Also, the
foreign exchange earnings, which are projected to reach almost 15% of current
aggregate exchange earnings, will have the beneficial effect of stabilizing
the peso free market cxchange rate. Although they could significantly improve
the overall economic environment, and justify undertaking this project, no
effort was made to estimate the value of these benefits to the economy,

Althoush the external benefits are largely unmeasurable, they
nonetheless are significant for the wellbeing of the nation as a whole, and
for the families that will benefit from the multiplier effect of expanding
employment and increased income. On the basis of measurable benefits alone,
the payoff from the project 1s very favorable, and even without considering
other tangible benefits, there is ample economic justification for undertaking
this agribusiness project.

3. Social Soundness Analysis

a. Soclo—~economic Context

(1) Labor and Wages

The Dominican Republic's present population is estimated at
six million, of which the total available labor comprises 364. Although the
country's annual population growth rate is 2.8%, the labor pool annually grows
by 3.3%Z. This rate of growth means that an additional 72,000 people enter the
labor market each year, and because of the high proportion of the population
below the age of 19 (52%), this rate of growth will continue into the future.

The majority of the labor force (62%) finds employment in the
agricultural sector. Although precise unemployment rates for rural areas are
unavalilable, under-employment is estimated to be as high as 65%.

' \\x\\
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In the agro-industrial/manufactoring sector workers earn an
average RD$ 226 per month. A rural, agricultural laborer receives an
estimated RD$ 150 to RD$ 200 per month, Countrywide, average main monthly
incomes for males and females are RD$ 234 and $RD 150 respectively.

(2) Farm Size and Productivity %

Farm size varies greatly. The majority of the farmers (82%)
have holdings less than 1 hectare in <ize, and farm less than 12% of the
26,600 km2 of land in agricultural production. At the other end of the scale
less than 1% of the farmers control 45% of the country's agricultural land,

b. Socio-economic and Cultural Feasibility

dased on our investigation, we believe that in most respects, this
project 1s socio-economically and culturally feasible. There are a nurber of
soclal factors and impacts that must be tracked as the project evolves.
Agribusiness entrepreneurs who will participate in this project will have the
benefit of the experience of numerous private ventures that have employed the
outgrower system of production. The model is a traditional and scaially
accepted method of production that has been employed by peanut oil processors
for decades, and more recently by other agribusinesses that are processing
and/or packing pineapples, okra, cantaloupes, tomatoes, peppers, and
cucunbers, In these cases, the product buyers contract with outgrowers for a
npecified product, and generally offer technical assistance and the inputs
necessary o meet the quality and yield requirements.

The operational model for the project is that of an agribusiness
ooissorfaxyorcer centracting with farmers for raw material production. The
"ot dor/exorter provides technical supervision, inputs and credit, and

% nravtees to buy a substantial percentage, 1f not all, of the outgrower's
readuction. Tiis model stimulates the production of nomtraditional,
“rpertable agricultural products by outgrowers and requires that the companies
¢ :arantze markets, provide credits and technical assistance.

However, some social constraints limit the viability of this
wodel.,  These include slow acceptance of new crops and technologles by small
farmers, lack of farmer understanding of the export market's requirements, and .
low productivity levels of many small farmers.

Small farmers tend to be slow to assume risk, given their narrow
margins for error. Consequently a number have expressed reluctance to growing
unfamiliar crops for agribusinesses. Many times they will wait to see 1if
their neighbors participate, and 1f they do, how they fare economically after
the harvest. However, evidence exists that farmers will participate once a
company has proven itself by offering good prices, production credits, and
assistance in achieving the desired product.
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Export markets demand good quality and uniform products. To
produce such products requires that small farmers use techniques that are
outside their realm of traditional farming experience. For example, one
company asked its contracted growers to harvest melons at night. The company
was planning to provide large spotlights so that this could be done, but the
concept of working at night was completely alien to the farmer's experience.
Eventually the farmers realized the wisdom of this technique in terms of
reducing spoilage.

Many small farmers who received land from the Agrarian Reform
Institute lack the motivation to learn new farming techniques that could
improve their land's productivity, and generate greater incomes for
themselves. Part of this attitude may result from a lack of a land ownership
heritage, while their attitude may also stem from their having been recipients
of previous agribusiness experiments that failed. For example, one company
attempted to contract with agrarian reform farmers to produce melons. Due to
a variety of factors, governmental ineptitude, as well as the capabilities of
the farwers themselves, this firm abandored its efforts. This left several
farmers with fields of melons they could not sell after spending time and
money to establish and maintain the crop.

For the reasons mentioned above and others, some companies prefer
to contract with small farmers for the right to use their land, and to have
company technicians perform all the technical work of tilling, seeding,
fertilizing, and spraying, ]eaving only the weeding and harvesting to the
farmer. At harvest they subtract their costs from the farmer's gross
revenues. In some cases farmers have found themselves in debt after all the
productlon costs were subtracted because their yields were not eunough to cover
the production costs. This system has generated friction between farmers and
the companies because the farmers do not understand the production
requirements, and the companies see little reason for involving the farmers
more. Although company representatives say it 1is not in their interest to see
the farmers in debt, they do set the prices for fertilizer, pesticides, and
the costs for applying them, thereby enabling them to profit from all phases
of the opevation. Another aspect of this problem is that there is limited
technology being transferred, thereby preventing the farmers from producing
independently from the companies.

c. Potential Impact

(1) Beneficiaries

Private sector agribusiness owners and operators will re
the immediate beneficlaries of this project by saining access to credit and
the assistance that will enable them to establish or expand their operations.
These will be male and female owners and operators of both large and small
enterprises who are willing to accept the risks of producing nom-traditional
products for highly competitive export markets. However, the uneaployed and
under-employed workers who will be provided jobs in the expanding agribusiness

Y
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sector, and the suppliers who provide the necessary input materials needed by
the agribusinesses to operate, will also benefit directly. Othier
beneficiaries will be the people indirectly supported by those directly
involved in agribusiness enterprises. These include worker families and the
general merchants from whom employed agribusiness workers purchase their daily
food and household needs.

(2) Impact on Employment:

There are numerous exporting agribusinesses already in
the Dominican Republic. A recent survey of 108 local agribusiness identified
77 that produce export products. These 77 firms combined employ more than
10,000 people and have generated one job for every Us$ 5,700 invested. This
dollars-invested per job-created figure compares favorably to Free Trade Zone
irdustries that produce one job for every Us$ 7,000 invested, and the import
substitution industries which produce a job for every Us$ 12,000 invested.
Examples of labor generation by agribusinesses include:

(1) FRUDOCA when fully operational will farm 2000 hectares,
and employ 675 full-time, and 1000 seasonal workers. An
equivalent area in traditional pineapple production would
result in employment for 160 full-time and 400 seasonal
laborers.

(2) ABC Dominicana produces cantaloupes and cucumbers for
export to the U.S. They employ 300 full-time and between 350
and 400 seasonal workers farming about 90 hectares. They also
have signed production contracts with 140 small farmers.

(3) DOMEX is another company that produces melons for the U.S.
fresh fruit market. It directly employs about 300 people as
agricultural technicians, fruit graders and packers, and
administrative personnel, and contracts with 600 small farmers
to produce melons. In total it generates full-time and
temporary employment for more than 3000 people.

(4) PROVESA produces several varieties of sweet and hot
peppers for sale in the U.S. They directly employ 100 people
in thelr operations, principally as agronomists, packers, and
processors. Their production needs are met through outgrowing
contracts with about 100 small farmers.

(3) Impact on Incomes:

The potential for increasing farmer's disposable lncome
is significant. Although small farmers do concentrate their production in
high value crops, they realize less than optimum yields because they lack
information on the agronomic requirements of the crops and use few fertilizers
and pesticides. Additionally, they must market their products shortly after
harvest when market supplies are greatest, and therefore rarely receive an
optimal price.
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Farmers who contract with agribusinesses are assured a
market price 1f they deliver the specified product., This results fn wany
farmers significantly improving their incomes while others realize little
galn, and a few even lose money. For example, farmers outgrowing melons on
the average have incomes 50% to 100% greater than their neighbors who do not
slgn outgrowing contracts.

Incomes for urban agribusiness laborers will be Increased
by providing employment for many people currently unemployed and
underemployed. In addition to this project, USAID is formulating a new
endeavor to strengthen farmer and worker associations to enable them to
bargain more effectively with agribusiness owners, and share in the benefits
derived from their productive labor.

(4) Impact on Women:

Agriculture work by women was traditionally in the
informal agricultural sector where they received little or no monetary
remuneration for their efforts., These activites included growing subsistence
crops in the home garden, and helping their husbands and families during
sowing and harvest.

In the past 20 years, the number of women employed as
salaried agricultural workers has increased. Mechanization of farming has
displaced many women who worked in the fields while the growing agribusiness
sector has provided increasing employment for women in the processing and
packing operations. Women are the preferred labor by many agribusinesses
because they are more reliable, loyal, dexterous, and can be pald lower wages
than men. Therefore, increasing the employment opportunities for unskilled
and semi-skilled labor in agribusiness can impact significantly on women,

There are very few examples of women successfully
establishing and operating agribusinesses. A local organization, Mujeres en
Desarollo Dominicana, Inc. (MUDE), funds small scale agribusiness ventures by
groups of rural women. Many of these ventures have been successful, although
their small scale limits in their impact. A substantial number of women have
graduated from local universities in the agricultural sciences, so that as
opportunities for technical assistance and funding become available through
this project we expect to find more women entering agribusiness ventures as
managers or owners.

e. Conclusion and Implications for Project Management

Although we have concluded that increasing agribusiness
activity will be socfally beneficial, we have found that there are a number of
areas of social impact that deserve our attention during project
implementation. We will seek to track these factors through their inclusion
in selected case studies conducted by ISA/CADER. These include:

~ Effects on food availability and nutrition in communities
producing export crops rather than subsistence or domestic
food crops;

L~
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- Effects on the participation of women in agribusinesses, as
laborers, administrators, or managers, and in turn, the effect
of this on women's involvement in higher education:

~- Effects on school attendance of increasing family incomes in
agribusiness communities;

~ Opemended inquiries about how family life or community
social structures may be affected by the expansion or startup
of agribusinesses in communities.

\v
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BUDGET PROJECTIONS
JACC /DR TECHNICAL ASSISTANCE UNIT
(thousands)

Year 1 Year 2 Year 3 Total

USD RD$
Capital Expenses
Vehicles (1) 47 - - 47 -
Office Equipment (2) 8 - 2 - 30
Micro-computer system (3) 10 - 5 15 -
Photocopier 4 - - - 12
Total Capital Expenses 69 - 7 62 42
Foreign Personnel Expenses
Senior Agribusiness Advisor (4) 110 115 121
Marketing Specialist (6) 53 56 58
Other Short Term Assistance (7) 57 60 63
Allowances
Post Differential (8) 6 6 6
Education Allowance (9) 8 8 9
Housing (including utilities) 10 12 13
House Furnishings 30 - -
Embassy Support Charge 5 5 5
Travel and Shipping 8 2 10
Total Foreign Personnel Expenses 287 264 285 836 -~
Local Personnel Expenses
JACC/DR Director (9) 20 23 26
Professional Staff (10) 30 34 60
Office Staff and Drivers (11) 12 17 24
Local Short Term Consultants (12) 12 14 16
Total Local Staff Expenses 74 88 126 - 864
Other Direct Costs ’
Office Space and Utilities 10 12 13
Office Operations ' 4 5 5
Vehicle Operations and Maintenance 8 9 11
Core Team Perdiem (13) 12 13 19
Audit and Legal Fees 4 5 5
Miscellaneous Expenses 10 12 13

Total Other Direct Costs 48 56 66 - 510



Contingency (10%)

Total Program Costs
Less Revenue Generated (14)

Grant Funding Required

* UsSD 1.00 = RD$ 3.00

56

534
30

504

50

458
72

386

Page

48

532
144

388

2 of 3

107

943

943

-3}

141

1557
738

819
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Notes to the Budget Projections

Generdal Note: Cost projections for years 2 and 3 are inflated at the rate of

10.

L1.

5 percent per year for dollar costs and 15 percent per year for peso
costs,

Three four wheel vehicles $15,000 average plus one motorcycle $2000.
Desks, chairs, air-conditiouners, etc.

Central processing unit plus two terminals and associated software, Add
one teruwinal and new software in year 3.

Basic salary of $55,000 per year times a multiplier of two to cover
related benefits, overhead and fee,

Basic salary of $250 per day times multiplier (2) times 96 days plus 2
trips  $500 plus local travel in U.S. (3$2000) Plus perdiem in DR (30
days).

Basic salary of $250 per day times multiplier (2) plus 96 days plus 4
trips  $500 plus perdiem in DR (120 days).

10 percent of Senior Agribusiness Advisor base salary,
2 children in school  $4000 each.
Total salary and benefits of $20,000 per year.

2 $15,000 per year total cost plus one added in year 3,

Average cost of $3,000 pe- year. Year 1 4
Year 2 5
Year 3 6

6 person months per year average $2,000 per person month,
4 days per month per professional staff member $60 per day.

Based on a percentage of Iocal Personnel Expenses plus Other Direct
Local Costs.

Year 1 25%
Year 2 50%
Year 3 75%

\1\
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Revenue Analysis

The operating budget for the technical assistance unit is based on the
premise that the unit should be in a position to sustaln its operations based
on fees received for consulting services provided by the end of the three year
grant period. It 1s assumed that by that time {t will be able to operate
totally with local personnel.

Revenue targets included in the projected operating budgets are based on
covering 25 percent of local costs the first year; 50 percent the second year;
and 75 percent the third year. Locals costs are assumed to include the two
groups of budget line items headed Local Personnel Expenses and Other Direct
Costs.

Overhead rate calculations reflect the relationship between overheal (or
not directly billable) expenses and the amount of direct (billable) labor
avallable. Overhead expenses include the total cost of Office Staff and
Drive:-s as well as the total of Other Direct Costs except Core Team Per Diem.

Direct labor available includes the JACC/DR Director, Local Professional
Staff and the Senior Agribusiness Advisor calculated at a local cost
equivalent rate equal to the JACC/DR Director. Short-term consultants, either
local or expatriate, are not included on the assumption that they will not ve
called on except as required and paid for by specific consulting activitias.

When calculated on this basis, overhead rates for the three years range
between 63 and 75 percent. We use the higher of these rates for the sake of
conservatism.

To arrive at projected average billing rates we must apply the overhead
rate to the average direct labor rates (US$1,460 in Year 1). Thus average
monthly billing rates in the first year will be US$1,460 x 1.75 = Us42,555.

To arrive at a daily billing rate we must divide by 22, which we take as the
average number of working days per month, and we sce that US$2,555 - 22 =
US$116. If we assume an exchange rate of US$1.00 = RD$3.00, we see an average
daily billing rate of RD$348 per day in the first year. This increases with
projected inflation rates in the second and third years. These rates are
within the normal range for high quality local consultants at the present time.

In order to estimate the billing requirements, in terms of person
months, which must be achieved in order to achieve the targetted revenue
levels, we must divide the Revenue Targets by the average monthly billing
rates. Thus we see that a total of 11.7 person months (24% of direct labor
avallable) must be billed to clients in the first year. This increases to
24,6 person months (51% of the total available) in the second year and 44
person months (73% of the total available) in year three.

N
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It will, of course, not be expected that all of this time will be billed
by full time staff members. In fact, especially in years two and three, every
effort should be made to make use of qualified outside consultants., The use
of such consultants will not only broaden the technical base of the operation,
but will also contribute to maintaining the overhead expenses at a low level

and contributing to their coverage.

The more effective the core staff can be in attracting and making good
use of outside consultants, the more able it will be to lower its overhead
rates and thus the cost of its services to clients.
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Revenue Analysis

Revenue Targets

Year 1 25% of Local Personnel Costs plus Other Direct Local Costs
(252 x (74 + 46))
25% x 120 = $30,000

Year 2 50% of local Personnel Costs plus Other Direct local Costs
(50% x (88 + 45))
50% x 144 = $72,000

Year 3 75% of Local Personnel Costs plus Other Direct Local Costs

(75% x (126 + 66))
752 x 192 = $144,000

Overhead Rate Calculation

Overhead Expenses & Overhead rate
Direct labor Available

Overhead Expenses = Office Staff and Drivers = Other
Direct Costs except Core Team Perdienm

Direct Labor Available = Local Professional Staff plus Senior

Agbus Advisor at local rate equivalents
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(P.M.) Yr.1 (P.M. Yr., 2) (P.M.) Yr., 3
Overhead Expenses
Staff 12 17 24
0DC 34 43 47
46 60 71
Direct Labor Available
Director (12) 20 (12) 23 (12) 26
Prof. Staff (24) 30 (24) 34 (36) 60
Sen Agbus Adv. (12) 20 (12) 23 (12) 26
(48) 70 (48) 89 (60) 112
Overhead rate 46 = 66% 60 = 75% 71 = 63%
70 0 112
Billing Rate Cz2lculations
Average montly direct
labor rates 70 = $1,460 $1,670 $1,870
8
person month billing
rates
at 757 oh. $2,555 $2,922 $3,273
daily billing rates
at 22 days/mo. $166 $133 $149
at Us$1.00 = RD$3.00 RD$348 RD$399 RD$447

2ER50t MONTH BILLING TARGETS TO ACHIEVE REVENUE TARGETS

Rev, Target 30,000 = 11,7 72,000 = 24.6 p.m. 144,000 = 44,00
pm. billing rates 2,555 2,922 3,273

% of Direct Labor
Avail, 24Z 512 73%
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PRODUCE INSPECTION SERVICES (SEA/5V)
ESTIMATED BUDGET (000)

YEAR ONE YEAR TWO YEAR THREE TOTAL FUTURE
PL 480 AID GODR ps AlID SODR Ps AlID GOUR Ps PL  AID  GODR PS AID GODR PS

uss Us$§ RD$  usg Uss RD$ Uss wus4 RU3 uss 480 uUs$ Rpg uss uss RD$ Uss
uss
-_— —_— —_— —_— —_—
1. u.s. laspector 100 - 50 25 25 25 - 75 100 75 25 100 - ~ 100
2. Equipaear & Supplies 2< 2 2 2 25 4 2 5
3. Traianfang 25 20 20 45 20 - 5
4. local Scaff 50 10 10 30 10 50 - % 99

5. Mt 8cellaneoug Operaclug
Expenges 5

2/ Private Sector feeu,



