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UNITED STATES INTERNATIONAL DEVELOPMENT COOPERATION AGENCY

AGENCY FOR INTERNATIONAL DEVELOPMENT
WASHINGTON.D C 20523

PROJECT AUTHORIZATION

Name of Entity : Latin American Agribusiness
Development Corporation, S.A.

Name of Project : Export Agribusiness Development and
v-omotion Project

Number of Project: 596-0123

Number of Loan : 596-T-024

1. pursuant to Section 103 of the Foreign Assistance Act of 1961,
as amended, I hereby authorize the Export Agribusiness Development
and Promotion project with the Latin American Agribusiness
Development Corporation, S.A. ("LAAD"), involving planned
obligations of not to exceed Fifteen Million United States Dollars
(US$15,000,000) in loan funds ("Loan") over a three-year period
from the date of authorization, subject to the availability of
funds in accordance with the A.I.D. OYB/allotment process, to help
in financing foreign exchange and local currency costs for the
project. The planhed life of project is three (3) years from the
date of initial obligation.

2. The project ("Project") consists of the expansion of exports
and private agribusiness investment in Central America, Belize and
Panama.

3. The Project Agreement, which may be negotiated and executed by
the officer to whom such authority is delegated in accordance with
A.I.D. regulations and Delegations of Authority, shall be subject
to the following essential terms and covenants and major
conditions, together with such other terms and conditions as A.I.D.
may .deem appropriate.

a. Interest and Terms of Repayment

LAAD shall repay the Loan to A.I.D. in U.S. Dollars within
twenty (20) years from the date of first disbursement of the Loan,
including a grace period of not to exceed five (5) years. LAAD
shall pay to A.I.D. in U.S. Dollars interest from the date of first



disbursement of the Loan at the rate of five and one quarter per
cent (5 1/4%) per annum on the outstanding disbursed balance of the
Loan and on any due and unpaid interest accrued thereon.

b. Source and Origin of Commodities, Nationality of Services

Commodities financed by A.I.D. under the project shall
have their source and origin in the Unitegd States, other countries
included in A.I.D. Geographic Code 941, and the country in which
_ the particular subproject activity is located, except as A.I.D. may

otherwise agree in writing. Except for ocean shipping, the
suppliers of commodities or services shall have the United States,
other countries included in A.I.D. Geographic Code 941, and the
country in which the particular subproject activity ic located as
their place of nationality, except as A.I.D. may otherwise agree in
writing. Ocean shippinc financed by A.I.D. under the project
shall, except as A.I.D. may otherwise agree in writing, be financed
only on flag vessels of the United States or of the country in
which the particular subproject is located.

c. Conditions Precedent to Disbursement

Prior to any disbursement under the Loan, or to the
issuance by A.I.D. of any documentaticn pursuant to which
disbursement may be made, LAAD will, except as A.I.D. may otherwise
agree in writing, furnish to A.I.D., in form and substance
satisfactory to A.I.D., the following:

(1) An opinion of the Chief Legal Officer of LAAD or
other counsel acceptable to A.I.D. to the effect that the Loan has
been duly authorized by the Board of Directors of LAAD and duly
executed on behalf of LAAD, and that it constitutes a valid and
legally binding obligation of LAAD in accordance with all its terms;

(2) A statement of the names of the principal officers of
LAAD and of any additional representatives empowered to act on
behalf of LAAD, together with a specimen signature of each person
specified in such statement;

{(3) A plan for the evaluation of proposed subproject
activities by LAAD or any Central American subsidiary of LAAD under
the Project to assure that such proposed activities will produce
economic benefits in areas where the proposed activities will be
located, and contribute to the development of agribusiness systems
or enterprises;

(4) A statement by LAAD and any Central American
subsidiary of LAAD setting forth the eligibility criteria and
procedures which they will follow in authorizing and administering
investments and subloans;


http:A.I.D.to

d. Covenants

(1) Project Evaluation. LAAD covenants and agrees that,
except as A.I.D. may otherwise agree in writing, it will furnish to
A.I.D., in form and substance satisfactory to A.I.D., a plan for
project evaluation.

(2) Eligible Countries. LAAD covenants and agrees that,
except as A.I.D. may otherwise agree in writing, funds made
available under the Project shall be utilized for financing
subproject activities only in the following countries ("Eligible
Countries"): Belize, Costa Rica, El Salvador, Guatemala, Honduras
and Panama.

(3) Limitations on Borrower.

Except as A.I.D. may otherwise agree in writing, LAAD covenants and
agrees that neither LAAD nor any subsidiary or affiliate of LAAD
will:

(a) Utilize A.I.D. Loan funds or any repayment of
principal from subloans mads from A.I.D. Loan funds to pay
administrative or operating expenses of LAAD or of any subsidiary
of LAAD;

(b) Make subloans to or equity investments in
businesses or other activities in which any shareholder, officer or
employee of LAAD or any subsidiary of LAAD has any financial
interest; . .

(c) Maintain a reserve for bad debts of less than
four per cent (4%) of its total subloan portfolio;

(d) Appoint as the Manager of LAAD's Central
American subsidiary a person whose appointment has not been
approved in advance in writing by A.I.D.;

(e) Declare or pay dividends on either common or
preferred shares;

(f) 1Incur any indebtedness which would enjoy a
position superior to the obligation incurred under the A.I.D. loan;

(g) Amend or modify its corporate charter, by-laws
or operating plans or undergo any type of corporate re-organization.



(h) Use A.I.D. funds for the procurement of
pesticides;

(i) Use A.I.D. funds to finance, directly or
indirectly, the production or processing of citrus products, or
support the export of citrus products from the region.

(4) Special Covenants.

" Except as A.I.D. may otherwise agree in writing, LAAD covenants and
agrees that:

(a) Prior to making a subloan in excess of
US $500,000, LAAD will submit to A.I.D.. in form and substance
satisfactory to A.I.D., information with which A.I.D. may carry out
a technical and financial review of the subloan to assure that the
activities proposed therein are in conformity with Project
eligibility criteria;

(b) LAAD will utilize repayments of subloans in
conformance with the purposes of the Project;

(c) LAAD will submit to A.I.D., in form and
substance satisfactory to A.I.D., a report each quarter during the
life of this Agreement;

(d) ©LAAD will maintain a stockholders' equity
position of not less than US$6 million over the life of the Project;

(e} ©LAAD will maintain a total debt to equity ratio
of at least 2:1, and not more than 5:1, over the life of the
Project, and covenants to use its best efforts to reach a debt to
equity ratio of 3:1;

(£) LAAD will maintain over the life of the Project
a monitoring and tracking system for measuring the Project's
outputs and achievement of Project objectives in terms of volume of
eXport sales, number of employees related to export sales, and
socio-econonic income related to small producer beneficiaries;

(g) LAAD will perform an environmental impact
determination for each investment and subloan proposed under the
Loan. For those projects determined to have a positive
environmental impact, LAAD covenants to consult with the designated
A.I.D. environmental official and obtain his or her assistance in
determining the necessity for an environmental assessment and/or
corrective measures.



(h) Provide counterpart funding of US $3 million
over the life of the Project, to be derived from LAAD's retained
earnings and to be disbursed at a rate of US $1 million per year.

Dwight Ink

Assistany Administrator
atin America and
Caribbean

Clearances:
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I. SUMMARY AND RECOMMENDAT IONS

A, Executive Summary

The history of the Latin American Agribusiness
Development Corporation (LAAD) in Central America and Panama
(ca/P) dates back to 1971 when AID made its first loan to
LAAD-Central America (CA) for $6 million. Subsequent to that,
AID has made two other loans to LAAD-CA, one in 1975 for $5
million and again in 1981 for $6 million. In support of these
three loans LAAD-CA has generated counterpart funds of
approximately $12 million. The combined effect of AID support
for LAAD-CA projects in the CA/P region has been an increase of
approximately $50 million in agribusiness investments which have
generated export sales of at least an equal amount, the
'generation of approximately 10,000 agribusiness-related jobs,
and significant increases in the incomes of agribusiness owners,
managers and workers, as well as rural producers.

LAAD-CA's success in promoting, financing and expanding
agribusiness export developmernt over the past 15 years in
Central America and Panama can be attributed to its ability to
identify entrepreneurs and ideas for agribusiness development;
work closely with clients in developing and aralyzing
feasibility studies, providing management and financial guidance
during the course of a loan; in utilizing efficient and .
effective loan processing and disbursement procedures; and
lastly, LAAD-CA has the financial capacity to stay with a client
during difficult economic times by providing timely loan
restructurings and through the provision of marketing and other
support services when necessary.

The high risk nature of LAAD-CA's agribusiness lending
in Central America cannot be overemphasized. Seasonal changes
in climate, demand for agricultural procducts (particularly
non-traditional products) and export markets which are subject
to the vagaries of consumer pricing and quality control
standards, continue to play a large part in determining the
cumulative risk associated with LAAD-CA's portfolio.

LAAD-CA's focus on agribusiness development in the CA/P
region has traditionally been on new start-up and expanding
agribusinesses and, at times, on additional financing to the
same enterprises although in areas of new ihvestment and
innovation. The proposed new loan to LAAD-CA will build upon



this approach, but in addition, will undertake an expanded
volume of lending activity. Part of this new expansion will
include equity financing, estimated at 10 to 15% of project loan
funds. It is envisioned that more equity investments will
enable LAAD-CA to better sustain its financial base of operation
in the region. '

During the project intensive review period, ROCAP
undertook a financial analysis designed to address AID policy
concerns regarding interest rates to private sector
institutions. The analysis incorporated a comparison of
LAAD-CA's operation with six other development finance companies
(DFCs) in the region. LAAD-CA's financial structure, which does
not include savings deposits, long-term certificates of deposits
or other forms of debt instruments, and LAAD-CA's regional scope
‘and different target market, set it apart from other DFCs in
terms of risk and profitability.

Since LAAD-CA has much lower collateral requirements,
provifzs longer term loans and can be more flexible in its
selection criteria, it is thus in a higher risk category and has
required a somewhat larger lending margin than other DFCs. 1In
addition, LAAD's 15 year successful track record can be
attributed in part to its prudent approach in building liquid
assets and paying off a large amount of its commercial debt
during the early 1980's. This period included a $2 million
portfolio loss in Nicaragua, and other loan losses due to
politically and economically unstable areas of the region.
Because of LAAD-CA's financial structure, its debt to equity
ratio, or leverage position, is at the conservative level of
1.6:1, and this will not allow the company to generate
sufficient return on equity to pay AID a much higher rate of
interest. Consequently, the proposed variable rate mechanism
described in Section III. A., together with a decision to
increase LAAD-CA's leverage position within reascnable bounds,
has becen designed to maximize the interest rate paid by LAAD-CA
and minimize the degree of concessionality needed for LAAD-CA to
continue to achieve the developmental results of its
agribusiness export program.

The goal of the project is to lay the basis for
long-term growth in Central America and Panama by removing
financial, managerial and marketing constraints to
non-traditional agricultural export growth.

Toward accomplishing this goal, the project's specific
purpose is to expand non-traditional agribusiness exports in the



region and increase CA/P income levels. The project will
generate a substantial amount of foreign exchange to help
alleviate balance of payments problems, as well as create
employment opportunities and enhance economic activity in other
sectors of the Central American and Panama economies.

The proposed three year AID loan of $15 millior, and a
LAAD-CA counterpart contribution of $3 million to be provided
from retained earnings, will provide for total project funding
of $18 million. LAAD-CA loan and equity investments are
expected to be made at a rate of $6 million per year over the
life of the project.

B. Recommendations

! This Project Paper recommends approval of the Export
Agribusiness Development Promot.ion Project. Authorization is
requested for a $15.0 million loan’ to be disbursed over a three
year life-of-project. The proposed obligation for FY 86 is $6.6
million, including $6.2 million in DA funds and $400,000 in
reobligation monies. The Project Assistance Completion Date
(PACD) is scheduled for August 31, 1989.

C. Summary Project Findings

Concluding a series of rigorous project analyses, the
project is considered to be financially, economically,
technically, administratively, institutionally and
environmentally sound. LAAD-CA's pending subproject proposals
will be more closely scrutinized and developed during the
initial implementation stages of the project.

D. Summary Budget (Us$000)
AID LAAD-CA TOTAL
Year 1 $ 5,000 $ 1,000 $ 6,000
Year 2 $ 5,000 $ 1,000 $ 6,000
Year 3 $ 5,000 $ 1,000 $ 6,000

TOTAL $15,000 $ 3,000 $18, 000
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II. PROJECT RATIONALE AND DESCRIPTION
A. Rationale
1. Background

In 1979, the CA/P region entered one of the worst
economic recessions in its history. From 1979 to 1983, real per
capita GDP for four countries of the region - Guatemala, El
Salvador, Honduras and Costa Rica - declined some 16%. The
origins of this crisis are well known: a world-wide recession,
increased oil prices, falling commodity prices, political
turmoil, a reduction in net capital flows and a near collapse of

regional trade.
t

In 1984 - 85, the countries of the region
collectively experienced a modest recovery, but the problems
that have plagued their ecnnomies since 1979 are still present.

Coffee prices have recovered, but most other commodity prices --
principally sugar and cotton =- remain in the doldrums and flows
of long-term private foreign capital, one of the major factors
behind the dynamism of the 1960s and the 1970s, have been very
slow in returning to the region.

: The most troublesome aspect of this economic
crisis has been the fall in productive investment as a
.proportion of GDP. Even though in recent years it has declined
in real terms, public sector investment has not suffered
proportionately. As a group, the CA/P governments have
continued to show high rates of investment expenditures through
1983, supported in large part by continuing official foreign
assistance.

But the decline in private sector investment, from
both domestic and foreign sources, has contributed to a
substantial cut in the stock of productive capital in the
region. In the private sector throughout the region between
1280 and 1983 (less Nicaragua), there was a US$1.4 billion (in
1970 nrices) shortfall in investment. This figure rcflects
replacement investment that did not occur and increac s in plant
capacity that would have been necessary to expand the GDP in
real terms beyond the 1980 level.

A regional private sector analysis; carried out in 1985

for ROCAP by Arthur D. Little, Inc., points out that private
investment in the CA/P region continues at very low levels, even



though the rate of decline in private capital formation has been
reduced _n several countries in 1983 and 1984. For example, in
1983 and 1984, private investment increased approximately 5%
annually in Costa Rica and El Salvador, but this could not
compensate for the declines of over 20% annually in 1981 and
1982. In Honduras, the increase in 1983-84 has been between
1-3% after declines of over 30% annually for several years.
Guatemala suffered a decrease of 23% in 1983. Panama also
experienced a sharp decline in private investment in 1983 and
1984. Based on these statistics, it is evident that much is
left to be done to bring private investment back to the levels
required to sustain economic growth.

The National Bipartisan Commission on Central
America (NBCCA) focused on the issue of formation of private
‘investment capital, estimating that to achieve 1980 per capita
income levels by the year 1990, $21 billion in aggregate
external financing would be needed by the five countries during
the 1984-90 period. The NBCCA report recognized that
approximately half of the external financing must be met from
sources other than AID, and called for increased assistance from
other donors and the private sector. However, if these levels
of investment expenditure are to be achieved, it is necessary
that the capacities of existing financial inc:itutions be fully
utilized, and that investment services and new areas for
long-term development finance be created.

This is particularly true for the agricultural
sector in that investments in this sector hold the most promise
for export diversification. Not only are more financial
resources needed for this sector, but the increased capacity of
financial intermediaries is required in order to effectively
channel these resources to potential subborowers. The demand
analysis section of this document will show that US$1.2 billion
in new financial capital will be required to meet the Jackson
Plan goal of doubling non-traditional agricultural exports to
the U.S. market. The LAAD-CA project can play an important role
in contributing to the achievement of this goal.

2. Project Strategqgy
THe goal of the project is to lay the basis for
long-term growth in Central America and Panama by removing the
firancial, management and marketing constraints to increased
growth in non-traditional agricultural exports. 1In striving to
achieve this goal, the project's purpose is to expand non-
traditional agritusiness exports in the region and thereby



increase incomes, generate additional foreign exchange, create
employment opportunities and indirectly enhance many other
sectors of economic activity in the CA/P region.

Loans will be made to new start-up and expanding
agribusiness projects which serve to stimulate economic activity
directly through the generation of foreign exchange and the
creation of jobs, and indirectly by helping to boost other
sectors of the economy such as transportation, packaging,
marketing and distribution. Repeat loans will be made to
subborrowers who can demonstrate that a new investment will have
an increased developmental impact in addition to fostering other
economic activity.

It is anticipated that the proposed new loan to
LAAD-CA will directly contribute to achieving developmental
objectives in the CA/P region by generating foreign exchange
earnings through export sales of at least $27 million, through
the creation of approximately 3,600 direct jobs related to
agribusiness export development, and by increasing the
disposable incomes of agribusiness subborrowers, employees of
subborrowers, small and medium size agricultural producers, and
of firms and individuals indirectly involved in fcod processing
operations, including transport sectors, post-harvest handling
and marketing.

Current demand for LAAD-CA financing in the region
is conservatively estimated at $25 milliou. New areas of
non-traditional agricultural export products will include fresh
fruits and vegetables, and frozen product as well as processed
foods. Projects involving the export of ornamental plants and
cut flowers, cardamom and cashews, and export products which
include new technology advances in fish production and beef
processing will also make up a part of LAAD-CA's target market.

a. LAAD-CA's Role in the Region

LAAD-CA is a development finance institution with
more than 15 years experience in the CA/P region in financing
long-term loans for agribusiness export entrepreneurs. LAAD-CA
has a proven capacity to identify viable enterprises and
risk-taking individuals who are capable of managing and
administering successful agribusiness export companies.
LAAD-CA's innovative approach to project development includes
working closely with subborrower clientele and providing
assistance in management and marketing when needed. Part of
LAAD-CA's appeal to its newer and higher risk clientele has been
its financial flexibility in restructuring a loan in & timely



way to allow a subborrower the means to overcome short-term cash
flow and management problenms.

LAAD-CA has developed a loan processing and
disbursement system which is less complicated and more efficient
than that of other DFCs in the region. LAAD-CA collateral
requirements are less stringent, and LAAD-CA can normally
guarantee loan authorization of a qualified subborrower within a
period of 30 days, whereas other DFCs and commercial banks
typically can take from 3-6 months to process loans and often
require collateral pledges in excess of 200%.

In addition, LAAD-CA has and can continue to serve
as an important role model for other DFCs in the CA/P region.
By developing sound agribusiness loan and equity projects, and
working with clients in an efficient way, LAAD-CA has set a
standard for other institutions. Rather than viewing LAAD~CA as
another competitor providing term financing for agribusiness
clients, other DFCs are more disposed to welcome LAAD-CA and
look to it as a source of information and as a potential partner
in development.

LAAD-CA has provided technical assistance to DFCs
in Costa Rica, Honduras and Panama, as well as referred
agribusiness clients to these institutions in an effort to
assist their development progress and help them to provide
financial services needed to meet the additional demand for
agribusiness term lending. Under the new proposed loan, it is
contemplated that over a three year LOP the USAIDs of ElL
Salvador, Costa Rica, Belize and Panama will attempt to
establish some form of participatory/joint funding agreement
between their respective development finance institutions and
LAAD-CA. These joint arcangements will allow LAAD-CA to more
fully employ project identification and management expertise,
while at the same time leverage additional agribusiness funding
sources for the region.

In selecting LAAD-CA as the prime vehicle for
channeling new agribusiness investment funds into the CA/P
region for the promotion of non-traditional exports, the Mission
also considered the following points related to LAAD-CA's niche
in the region.

LAAD--CA has demonstrated its ability to survive
financially in Central America during a period which has greatly
weakened, or in some cases completely deteriorated the financial
condition of other development banking institutions of the



region. LAAD-CA's policy of investing retained earnings in
building liquid asset reserves has allowed LAAD-CA a financial
cushion needed to overcome some of the risks of agribusiness
lending, including loan portfolio losses and shortages of
foreign exchange among Central Banks in the region. Subsequent
to 1982, LAAD-CA has managed to capitalize itself and establish
a firm financial base despite the continued high risks
associated with agribusiness lending in the region.

There are other private development finance
institutions which are currently making dollar and/or local
currency loans for non-traditicnal agribusiness export
development in the CA/P region. Examples of these institutions
include: COFISA, PIC and BANEX in Costa Rica, and the
USAID/Honduras-supported DFC (FIA), which eventually will be in
a position to make loans in dollar-denominated amounts for
agribusiness export operations. The Central American Bank for
Economic Integration (CABEI) is a second-tier bank, which has
received ROCAP financing of $15 million to be on-lent to private
commercial banks, DFCs and cooperatives for the purpose of
financing agribusiness term loans.

Without exception, however, all of these other
operations are not now doing the type of lending which LAAD-CA
has done successtully for 15 years. LAAD-CA's loan portfolio is
comprised solely of high risk, long-term (5-7 years)
agribusiness export loans without any diversified shorter term,
more highly secured loans needed to minimize portfolic risk.
Unlike other institutions which are able to assume other forms
of debt financing such as bonds, savings deposits or local
currency commercial debt, LAAD-CA requires a higher lending
margin and lower leverage position to minimize to some degree
its portfolio risk. LAAD-CA's low profile yet aggressive
approach to identifying and developing agribusiness export
clientele on a regional basis is also unique to Central America
and Panama. A majority of LAAD-CA's suborrowers are unable to
meet the credit worthiness and collateral requirements of CA/P
commercial lending institutions, and are also inclined to apply
for LAAD-CA loans because of LAAD-CA's efficient and fast loan
processing procedures and ability to stay in close contact with
its clients during the course of a loan.

LAAD-CA's innovative foreign exchange retention agreements with
three Central Banks in the region (Guatemala, El Salvador,
Honduras) have allowed subborrowers to make a rational decision
in electing to assume the risk of a dollar denominated loan.
Although the foreign exchange risk of borrowing dollars is still
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present, demand estimates for LAAD-CA loans clearly demonstrate
that subborrowers are willing to assume this risk, which they
perceive is offset by: 1) doing business with an institution
that employs less complex and demanding loan Processing and
disbursemcnt procedures; 2) their need for dollar financing
secured in a fast and timely way; and, 3) although less tangible
but equally important, the factor of LAAD's "approach" to
working with its agribusiness export clients.

The total demand for LAAD-CA loans, and the
relative scarcity of other institutions capakle of replicating
LAAD's overall performance and developmental impact in the CA/P
region, together appear to provide sufficient justification for
LAAD-CA's role and future presence in the region.

' Based on the financial analysis carried out during
the Project Paper's intensive review, LAAD-CA's costs tend to be
higher across the board when compared with other “financieras"
of the CA/P region (i.e. operational costs, reserve for loan
losses), however, its return on equity has been significantly
lower. Part of this discrepancy can be explained by LAAD-CA's
overall higher risk lending practices and subborrower clientele
who often would not qualify for loans from other institutions.
However, an equally important reason is based on LAAD-CA's
financial structure which has considerably less leverage than
other DFCs. Given LAAD-CA's portfolio concentration of
long-term agribusiness loans, and lack of a diversified base of
financial resources, its leverage position is at least 5 times
lower than other DFCs in the region. By increasing LAAD-CA's
leverage position from the current 1.6:1 to approximately 3:1,
LAAD-CA would thus be able to reduce its spread requirement and
be in a better position to pay AID a rate of interest which nore
clecsely approximates the cost of funds to the U.S. Treasury (See
Section III. A, Financial Analysis).

LAAD-CA has required some degree of concessional
financing given the nature of its "developmental costs".
Nevertheless, by means of higher leverage and a greater return
on equity, LAAD-CA could continue to pay its shareholders an
acceptable dividend on their investment and at the same time
minimize the degree of concessionality needed to carry out the
developmental objectives of the project. To guarantee LAAD-CA
shareholders a fair and acceptable return on, their investment
(currently a 4% dividend calculated on paid-in capital), LAAD-CA
must earn a return on equity of at least 12%. Under the
proposed variable interest rate tormula, if LAAD-CA earns more
than a 12% return on equity :n any given year (and this will
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become more probable as LAAD-CA increases its leverage to the
3:1 mark), then additional earnings will be paid back to AID in
the form of interest until such time as the full cost of funds
to the U.S. Treasury has been recovered.

The proposed variable rate mechanism for the AID
interest rate chargyed to LAAD-CA will be hased on LAAD-CA's
gross income figure and return on equity calculated at the end
of their accounting cycle, and will be adjusted according to
LAAD-CA's normal, certified procedures for allocation of
expenses.

b. The Demand for Agribusiness Loans

Guidance tu the Mission on project design
‘requested that an analysis be undertaken of the demand for loan
funds offered by LAAD-CA under this project. In accordance with
this, LAAD-CA has prepared a roster of potential borrowers to be
considered for project selection. Subsequent to this, ROCAP
conducted a demand analysis of potential LAAD-CA subborrowers in
the Central America/Panama region to verify and gauge the extent
of potential demand for LAAD-CA loan funds. The conclusion of
these two exercises is that potential demand for LAAD-CA
subloans most likely exceeds US$25 million. (See Annex I).

These estimates are based on proposals which have
been submitted to LAAD-CA. LAAD-CA has already taken steps to
analyze the proposals and contact the principals for further
discussion. LAAD-CA's opinion of total estimated demand as
presented in Annex I is that it represents projects which
LAAD-CA would consider financing. In addition, LAAD-CA expects
the current $25 million in viable project demand to increase by
at least $10 million per year in additional loan requests to be
financed once other sources of funds become available.

The Mission finds this survey approach, however,

somewhat unsatisfactory in that it does not answer key questions
with respect to credit demand. The primary issues are: (1)
will the project channel financial resources to a viable sector
of economic activity, and, (2) will this be effected through a
capable, efficient institution? If the project design meets
these two criteria, then it can be expected that the supply of
credit will assist in creating its own demand.

The traditional method of assessing credit demand
(i.e., discussions with export associations and entrepreneurs,
banks) is not always accurate since no one person or institution



can realistically state whether he or she will accept a loan
based on a hypothetical line of credit without knowiny the terms
of the loan, -- information which may not be available at that
time -- what the specific project involves as well as the
expected profitability of the project. <Zuch information is
rarely available to the interviewer/interviewee; consequently,
the response is generally unreliable.

As such, the Mission will complement the
traditional demand analysis by focusing on that sector of
economic activity that will be the target of this project, the
long term growth potential, the amount of capital required to
realize this potential, and on the sources of medium-term
financing that are currently available to m2et the long-term
demand for financial capital.

The ftarget sector for this project consists of
producers and manufacturars of non-traditional agricultural
products for markets outside the Central America and Panama
region. In 198l, this sectul was generating some USHl billiaon
in export sales, with approximately one third of fthose sales
reaching the U.5. market. With falling demand in 1962 and 1v83,
and with only a slight recovery in 1984 and 1985, this level
remained unchanged at tne enu of 1985. Projected out for 1986,
the target sector will export approximately US$40U million to
the U.S. market alone.

The project's taryget sector is potentially the
most dynamic in :he region. climate, soil conditions,
enkroprencural skill and proximity to high income markets yive
the region a distinct comparative advantaye in the production
and export of non-traditional ayricultural products. In short,
non-traditional agriculture holds the most promise for the
diversification of the productive sectors of the countries of
the region. 1t is reasonable fto assume that gyrowth will be
rapid when financial resources are made available fo this
sechtor.

The potential for non-traditional agricultural
exports was recoynized by the Jackson Plan, and taryets set
under this Plan called for the yrowth of exports Fo the U.S. to
.reach US$l billion by 1989, or, a yrowth rate of 25% annually
fFrom 1986 to 1989. If we accept this targef as a measurle of
market potential, a rough calculation can be made of the capital
requirements that are necessary to bring about this increase in
output. Assuming an incremental capital to output ratio of
three (a reasonable assumption for agriculture), the projected
capital requirements would be as follows:
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Table No. 1

Non-traditional Agricultural Export Sector:

Output_and Capital Requirements

(In uS$ Millions)

1985 1986 1987 1988 1989
Qutput 400 503 632 795 1000
Change in Output - 103 129 163 205
Capital Required - 309 587 489 olb

$1,80u

In order to reach only a part of its potential,
the target sector would require UsS$l.8 billion in new capital

over the next four years.

Given this requirement, we can now address the

potential sources of financial capital.

Based on a survey

throughout the region by RUCAP and consulting personnel, the
Mission has been able to project the amount of term financiny
expected to be availlable over the next three to four years for

the project's target sector:

(In US $ Millions)

Guatemala

Commercial bank local currency loans
Financiera local currency loans

£l Salvador

Commercial bank local currency loans
USAID local currency loans

Honduras
Commercial bank local currency loans

108 and IBRD local currency loans
USAID local currency loans

10

15
50

15
50
50



Costa Rica

Commercial bank local currency loans 15

Financiera dollar loans 15

USAID local currency loans 50

Panama

Agricultural loans 15

USAID small industry loans 25

TOTAL $535

Of course, the actual amounts will very depending
on landing activities and fthe future resource base of these
financial intermediaries. Nonetheless, we can still conclude
that existing financinl institutions will only be able to
provide a fraction of ne financial capital requirements of the
target sector of the project.

Tr2 residual tinancial needs, i.e., the difference
between US$1.8 billion in demand and US$335 million in existing
supply, would necessarily come from a.variety of sources,
including: retained earnings; parallel creuit markets;
borrowing from family and friends; joint ventures with foreign
partners or simply direct fureign investment. Many of these,
however, are not substitutes for borrowing from financial
intermediaries, but are sources of last resort or sources of
financial capital when term lending from the formal financial
sector is not available.

Based on the project's survey of potential
borrowers and financial intermediaries, and yiven the additional
analysis of global demand and projected supply, the Mission
concludes the project will channel financial resources to a
dynamic sector, one whose likely demand for financial capital
will greatly exceed the loan and equity capital provided by
LAAD-CA over the life-uf-project.

LAAD-CA has demonstrated its capacity to
aggressively seek loan opporftunities in the expancing
agribusiness export sector. In many ways, LAAU-CA has performed
the role of a Eturopean Merchant Bank or an American Investment
Bank, in that it evaluates entrepreneural skill and management
abilities, assists in the feasibility studies of the loan
project and often provides management assistance duriny the
early stages of start-up operations. 1n essence, LAAD-LCA is a
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viable institution capable of carrying out the objectives of the
project.

3. Relationship to AID and ROCAP Strategy

The Central America Initiative (CAI), - launched by
the Reagan Administration in response to the findings of the
NBCCA, accords high priority to increasing non-traditional
exports as an important means for meeting the NBCCA goal of
laying the basis for long-term economic growth. The NBCCA
Report recognized that a resumption of economic growth in
Central America requires a substantial boost in foreign exchange
earnings, but that world demand for the region's traditional
export commodities would not provide a stable and adequate
source of foreign exchange for such growth. Previous LAAD-CA
projects have been particularly effective in supporting
agribusiness investment in Central America and Panama. The
proposed project will finance exclusively agribusiness projects
aimed at exporting non-traditional agricultural products. As
such, it is a cornerstone in ROCAP strategy to remove the
primary financial and management constraints to non-traditional
export growth as noted in the FY 87-88 ROCAP Action Plan. The
project will also have significant direct and indirect income
and employment effects, as explained in other sections of the
Project Paper.

The project responds directly to the "Expanded
Trade Opportunities" recommendation in the NBCCA Report.
Specifically, AID loan resources will provide a means for CA/P
countries to diversify their export bases in the agricultural
sector and thus generate critically needed foreign exchange.
The Report also encouraged the greatest possible involvement of
the private sector in Central American stabilization and growth
and placed particular emphasis on improving rural incomes and
living standards. As evidenced by prior AID loans to LAAD-CA,
the project will leverage additional private sector capital to
the agribusiness sector, improve rurul employment and income
opportunities, and promote these objectives through expanded
private sector investment. Finally, LAAD-CA's recognition that
over time it must increase its equity financing role to promote
its longer-term growth as a corporation, is also responsive to
NBCCA recommendations that the private sector play a major role
in the long-term growth of Central America. In sum, building
upon its past impressive achievements, LAAD-CA, through this
project, is in a strong position to make a direct and positive
contribution to the Central American Initiative.
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4, Relationship to ROCAP Private Sector Strategy and
Bilateral Projects

a. In support of the NBCCA goals of laying the
basis for long-term growth and increasing equity and broad
participation in development, ROCAP's private sector strategy
seeks to stimulate private capital mobilization, investment and
exports. This strategy is being implemented through support to
regional institutions, promotion of financial intermediation and
through related private sector support services developed under
discrete project interventions.

In line with ROCAP's FY 1987-88 Action Plan,
support for private sector initiatives on the part of regional
organizations is based upon their general quality of work, and
'‘quality and continuity of their professional staffs which often
do not exist &. the national level. In acddition, these
institutions are highly specialized and have sources of
international funding and technical assistance suitable for
promotion cf private sector growth. Examples include the
private sector lending and portfolio rehabilitation activities
at CABEI, quality control and industrial enerqgy efficiency
efforts with ICAITI and management and export training at
INCAE. The proposed loan to LAAD-CA is a continuation of AID
support to a regional development finance institution which has
performed effectively on a region-wide basis.

In the area of financial intermediation and
the leveraging of external capital into the region, the LAAD-CA
project has been developed in line with other ROCAP initiatives
as a key means for providing longer-term financing for -
non-traditional exports. The current $50 million ROCAP loan
with CABEI has proven to be an important stimulus for the
financial recovery of the bank, and is serving to mobilize new
external resources to the region which are primarily being
invested in industrial recovery and agribusiness projects.
Short-term credit for export financing being provided under the
BLADEX lending program, while facing some implementation
problems, is filling the unmet demand for short-term (30-90 day)
pre-export financing which is also being provided for under
several bilateral programs of a similar nature.

The proposed loan program with LAAD-CA is
expected to benefit from other ongoing and planned ROCAP
activities such as the new Non-traditional Agricultural Export
Support Project which will provide production, marketing and
computer inforwmation access to clients who potentially could
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qualify as sub-borrowers of LAAD-CA. The proposed FY 1986 ROCAP
Regional Transport Study will identify transport constraints to
non-traditional exports as well as propose cost-effective,
short-term interventions. It is expected that the Transport
Study will enhance LAAD-CA's subborrower feasibility studies by
opening new means of distribution and transportation and
therefore enable potential exporters and distributors to
generate an increased volume of export sales. Other examples of
areas to be covered under the transport study include short-term
analyses of market identification, product quality control
studies and applications, export promotion and taxation policies
in such fields as market segmentation and pricing.

b. Each of the USAID Missions in the region
currently has in the design stage or is implementing a
mon-traditional agricultural export project of its own. This
reflects not only the need for greater foreign exchange
earnings, but also recognizes a need to broaden the agricultural
base to more fully include non-traditional agricultural
production.

Examples of the types of ongoing or proposed
bilateral initiatives include the following: (1) USAID/Costa
Rica: local currency generated lending programs, Private
Investment Corporation (515-0194); Agricultural and Industrial
Reactivation (515-0223); and Agricultural Export Expansion
(515-0190); (2) USAID/El Salvador: various ESF supported
activities, Agricultural Reform (519-0265), Agricultural Reform
Financing (519-0307), and Rural Financial Markets (519-0137);
(3) USAID/Guatemala: new ESF generated loca -~urrency
activities, Agribusiness Development (520-02 Small Farmer
Diversification (520-0255) and Cooperative Str..gthening
(520--0286); (4) USAID/Honduras: Export Development and Services
(522-0207), Agricultural Marketing (522-0271), Honduran
Agricultural Research Foundation (522-0249), and Agribusiness
Investor Support (522-0241); and (5) USAID/Panama: Agriculture
Cooperative Marketing (525-0222), Private Sector Export Finance
(525-0261), Agribusiness Development (525-0246) and Livestock
Production and Marketing (525-0288).

While many of these projects are in initial
implementation or planning stages, the proposed LAAD-CA project
is complementary in that it will provide dollar term lending as
opposed to local currency financing, will operate outside of the
monetary policy constraints of national level DFCs and will not
be limited in sub-loan size or terms of lending as many of these
other non-traditional export projects are.



in developing and/or implementing bilateral
projects, many AID Missions have asked LAAD-CA for support.
Frequent contact between bilateral Mission staff and LAAD-CA
personnel has led to a closer working relationship, one which
will serve to reinforce LAAD-CA's operations and bilateral AID
programs in each of the countries of the region.

B.  Project Objectives, Selection Criteria and Beneficiaries

The basic objectives of the project in descending order
of priority are the following: 1) to increase incomes through
the development and expansion of agribusiness exports from
Central America and Panama Lo extra-regional markets; 2) to
generate increased amounts of foreign exchange for the
governments of the CA/P region as a means of alleviating balance
of payments deficits; 3) to create job opportunities through
increased investment in agribusiness exports including new plant
and equipment, new start-up industries, expanded production and
to some extent increased working capital investments; and 4) to
stimulate and enhance economic activity in other sectors of the
CA/P economies besides agribusiness, such as transportation,
marketing, production and post-harvest handling.

The minimum subborrower selection criteria is that each
agribusiness be involved in the extra-regional export of
products thal are non-traditional in nature. All LAAD-CA
projects will serve to generate foreign exchange earnings and
will have an impact on creating direct and indirect employment
opportunities in the region.

The primary components of LAAD-CA's selection criteria
for the proposed new loan are: the subborrower must be an
agribusiness exporter of products that are considered
non-traditional in nature (i.e. any agribusiness related product
other than sugar, bananas, coffee, cotton or beef); subborrowers
must have at least 25% of other sources of capital invested in
the total project, which therefore allows LAAD-CA to finance up
to 75% of the total project costs; a qualified subproject must
have an existing or potential backward linkage to low income
small producers or manufacturers in the CA/P region; the
project's employment impackt must be appacent, and although this
has been a subjective facltor in the past, LAAD-CA's top priority
loans under the new project will all include a significant
amount of employment generation; and another key selection
criteria has to do with LAAD-CA's ability to identify and work
closely with entrepreneurs in the CA/P region -- that is:
LAAD-CA's ability to seek out individuals who can successftully
assume the high risk proposition of developing agribusiness
export projects, and who c¢an withstand the demands of this work
over the longer term. Additionally, the potential for
replication of a subborrower's economic activity, either on a
smaller or larger scale, will also enter into LAAD-CA's
selection criteria for qualified subborcowers.
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LAAD-CA's target beneficiary group under the new loan
will focus on entrepreneurs who are currently exporting
agribusiness products, as well as new individuals and groups
that are looking to undertake new agribusiness export
development projects. Besides the principal owners of these
enterprises, the project will benefit the company's mid-level
management personnel and working and production staff, who will
benefit from loan activities through salary benefits and a
greater potential for sharing in company profits. Over the life
of the project, approximately 3600 new jobs will be created
based on the formula of one job for every $5000 of project loan
funds and total project funding of $21 million. Secondarily,
the target beneficiary group will also include both producer
associations and small farmers and fishermen who will provide
the suvbborrower agribusinesses with a supply of raw products and
materials. Increased product sales and likewise enhanced
earnings will generate benefits and linkages Jirectly to these
producer groups. '

Indirectly, an array of private enterprises will also
benefit as a result of the project. Other economic sectors in
the CA/P region and their corresponding workers will constitute
subordinated beneficiaries; such as transportation and post
harvest handling personnel, and marketing and manufacturing
professionals and staff.

An additional benefit of a macro-economic nature
derived from the project will be the foreign exchange generated
as a result of sub-loans. It is projected that foreign exchange
generated from non-traditional agricultural export sales will be
equal to 1.5 times total project funding of $18 million, or
approximately $27 million over the three year life of project.

Quantification of the above benefits will take place
through the project's monitoring and evaluation plan described
in Section V. of the Project Paper.



III. PROJECT ANALYSES

A. Financial Analysis

A preliminary analysis of the proposed ROCAP loan to
LAAD-CA was carried out last November by Booz-Allen Hamilton,
Inc. The analysis served to document LAAD-CA's financial
position and assessed a cross section of LAAD-CA's sub-borrowers
as to their export operations, impact on development and return
on investment. The following analysis focuses on the specific
issue of the gross spread required by LAAD-CA to conduct its
lending operations, and presents a dynamic/comparative analysis
of LAAD-CA's earnings profile as compared with other financial
intermediaries currently operating in the CA/P region. The
‘analysis seeks to determine the interest rate which should be
charged to LAAD-CA under the proposed ROCAP loan, and explains
why LAAD-CA has required a degree of concessionality to a market
rate of interest (rate equivalent to the cost of money from the
U.S. Treasury).

LAAD-CA's financial statements are compared over a 10
year period, and a series of key financial indicators are
derived for each year. The following assessment compares

LAAD-CA's 1985 financial figures with that of six other )
development finance companiés operating in the Central American

region. (See Annex E). Intensive in-country interviews were ‘
conducted with the management of these financial institutions in
order to determine the correct basis for comparison with LAAD-CA
operations.

Following the financial calculations and as a result
of the analysis, certain findings were discussed with LAAD-CA
management. Several meetings were held at LAAD-CA's offices and
a ccreensus regarding loan structure emerged from these
discussions.

In addition, projections of LAAD-CA's financial
statements were prepared using different assumptions that could
be tested under the loan agreement. The results of this
sensitivity analysis were also discussed with LAAD-CA's
management, and a series of final recommcndations were agreed
upon.

The fundamental conclusions of the financial analysis
and comparison with other Development Finance Companies are:
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1. LAAD-CA's relatively large gross spread on loan
operations, and need for a degree of
concessionary financing, are a direct result of
LAAD-CA's low leverage position in its financial
structure.

2. By increasing LAAD-CA's leverage position and by
means of employing a variable interest rate
mechanism, the degree of concessionary funding to
LAAD-CA can be minimized.

Major Findings:

Yield on Gross Loan Portfolio. In order to determine
LAAD-CA's yield on earnings generated directly from the gross
'loan portfolio, the interest and other loan-charged inzome such
as loan related fees and penalty interest related to loans, were
totaled and computed against the average balance sheet figures
for the gross loan portfolio for each year. LAAD-CA's yield on
its portfolio increased steadily from 9.53% in 1977 to 14.02% in
1981. After 1981, the yield.on the gross loan portfolio
declined erratically during the next 2 years to 11.58%, and
stabilized at 12.67% p.a. in 1985. Among the reasons for the
decline in the yield during 1983 and 1984 was the sudden
increase in non-accrual loans brought about by the Nicaraguan
situation. Average yield on the loan portfolio during the ten
year period under study was 12.28%. On a weighted-average
basis, where the rate of return in the latter years is
emphasized, a yield of 12.34% was determined.

Yield on Equity Investments. LAAD-CA's rate of return
on equity investments was particularly low during the entire
period under study. The highest yield was achieved in 1978 with
a rate of return of 6.06%. During 1984, LAAD-CA actually lost
money on its equity investments and achieved a negative rate of
return of 2.69%. On average, for the 10-year period under
study, LAAD-CA achieved a 3.353 rate of return on its equity
portfolio and, on a weighted-average basis, the rate of return
was 2.2% p.a.

Yield on Liquid Assets. Yield on liquid assets has
fluctuated from a low in 1978 of 11.19% to a high in 1984 of

15.6%. Average yield for the period was 13.3% and the
weighted-average yield was 13.7%. Currently, LAAD-CA's yield on
liquid assets has dropped considerably to 7-1/2%.
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Following the Nicaraguan crisis and the economic
turmoil that prevailed throughout Central America during late
1980 and early 1981, LAAD-CA began to accumulate significant
reserves in liquid assets and at the same time began to reduce
its loan portfolio. Figure 1 shows the relative trends of
liquid assets, gross loan portfolio, and total assets during the
period in question. Among the reasons for the shift in total
asset composijtion are the following:

1. A desire on the part of LAAD-CA to improve its
liquidity position in light of:

A. Liquidity requirements necessitated by an
increase in short-term commercial bank debt
beginning in 1979 and peaking during 1980 to
a level of $2.249 million. Moreover,
LAAD-CA perceives commercial bank lenders to
be anxious about their loans to LAAD-CA and
capable of demanding payment unexpectedly.
Because of this perception and a LAAD-CA
policy of -always being in position to make
two payments to AID according to LAAD-CA's
amortization schedule, LAAD-CA has thus
maintained a high level of ligquidity to neet
debt service payments.

B. During this same period many central banks
were unable to provide foreign exchange to
LAAD-CA borrowers so that normal payment of

principal and interest could be made on
their loans. As a result of this increased
sovereign risk LAAD-CA was forced to build
up its liquidity to offset the uncertainty
of hard currency receipts from the various
central banks in the region.

2. Because of the economic turmoil prevailing in
the Central American area following the Nicaraguan crisis, fewer
entrepreneurs were willing to begin new projects or to borrow
new money and, consequently, loan demand fell. At the same time
in the midst of uncertainty LAAD-CA's normal growth and
expansion also declined.

Yield on Net Earning Assets. Yield on the net
earning assets of LAAD-CA increased from a low of 9.51%, in
1977, to a high in 1981 of 15.65%. 1In subsequent years the
yield on net earning assets stabilized at around 14.6%.
Therefore, the average yield on net earning assets was 13.41%
and, on a weighted-average basis, was 13.97%.
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Yield on Total Assets. The yield on total assets
parallels the earning curve for the yield on net earning assets
(above), averaging 12.71% over the period and 13.17% on a
weighted-average basis. There is a relatively small spread of
roughly .63 to .8% between the yield on net earning assets and
the yield on total assets which indicates a fairly high level of
earning efficiency in the total asset composition of LAAD-CA.

Overall Spread Analysis Based Upon Total Assets of
LAAD-CA. On an average basis, over the period from 1977 to
1985, LAAD-CA's return on total assets was 12.71%. During this
period their average cost of funds, as a percentage of total
assets, was 3.90%. This yields an average gross spread of 8.81%
P-a. On a weighted-average basis the yield on total assets was
13.17% and the cost of funds, as a percentage of total assets,
was 3.62%. This yields a gross spread of 9.55%. These figures
are higher than the ones in the Booz-Allen Hamilton report
primarily because of the use of average total assets rather than
year-end total assets in the calculations.




FIGURE 2

LAAD=CA SPREBD BNALYSIS (% OF TOTAL ASSETS)

1977 1278 1979 1988 1981 1982 1983 1984 1985 m‘”m
Yield on Total Assets 9.2 1¢.¢ 11.5 11.6 12.8 14.7 13.7 13.7 13.6 12.7 13.2
Cost of Funds 2.4 2.5 3.2 5.1 5.5 5.6 3.7 3.1 2.6 3.9 3.6
Gross Spread 6.8 7.5 8.3 6.5 7.3 9.1 10.9 10.6 11.90 8.8 8.6
Operating Expenses 2.5 2.8 2.7 2.6 2.6 3.0 3.1 3.4 3.8 3.9 3.2
Provision for Loan Losses 1.1 1.5 2.3 1.8 1.8 3.0 3,1 1.9 1.8 2.1 2.1

Net Spread (Net Income) 3.2 3.2 3.3 2.1 2.9 3.1 3.8 5.3 5.4 3.7 4.3

-SZ .
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LAAD-CA versus other development finance companies in the region

It is extremely difficult to compare the lending
operations of LAAD-CA with that of other institutions that
operate in the area. 1In general, each one of the entities that
were interviewed have their own specific characteristics that
make them different from all others. Just a few of the crucial
variables which will necessarily distort any effort at
comparison between the entities are fhe following:

L. Currency of lending.

2. National, regional or multi-regional scope of
operations.

3. Distortions in financial statements as a result of
intermingling of cungeneric business activities not
necessarily related to development lending activities.

4. Differing target markets for loans, i.e.,
consumer-lending emphasis versus development~-lending
emphasis, industrial loan portfoclios versus
agricultural-development loan pcrtfolios.

The many different possible permutations and combinations
of the above variables wilil tend to make the financial
statements of each of these entities necessarily different, and
one runs the risk of comparing apples to oranges. For this
reason, only very distinct and significant differences between
LAAD-CA's operations and the operations of the other entities
interviewed were taken into account and emphasized for
discussion in this study.

As an example, while most financial intermediaries
operating in Central America are local institutions, they are
not subject to "cross-currency risk" (or soverign risk) that
affects LAAD-CA's operations in the region. Obviously,
LAAD~CA's disastrous experience with its Nicaragqguan portfolio is
a clear example of the additional risk borne by a regional,
cross-border lender.

Figure 3 analyzes the breakdown of the gross spread as a
percent of total assets between LAAD-CA and 6 other finance
companies in the region which were selected for comparison. In
addition, some other critical indicators have been computed such
as return on equity and leverage. An analysis of the above data

yields the following results:
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FIGURE 3
LAAD FIASA FIGSA FISA BANEX
Gross Spread 10.94 3,25 2.54  4.67 6.09
Net Spread 5.35  2.40 1.67 3.42 1.47
Return on Equity 13.95 19.83 20.60 30.47 17.63
Leverage 1.6 7.3 11.3 7.9 11.0

1. When comparing the yield on total assets obtained by
LAAD-CA during 1985 to that of the three Guatemalan
financial companies, LAAD-CA out-performed the other
finance companies, obtaining a total yield of 13.56%.
The finance company-which most closely approximates
LAAD-CA's yield was FISA with 13.12%. The other
Guatemalan finance companies (FIASA and FIGSA)
obtained yields on total assets of 11.4% and 9.6%
respectively.

2. Out of the three Costa Rican finance companies
surveyed, it 1is appropriate to consider only the
figures of BANEX as useful for purposes of this
analysis, because it is the only entity which is
operating at a comparable level. (PIC's figures are
not considered comparable because the company has no
debt structure at this time or has it begun to make
many loans as of the date of the financial
statement). BANEX's yield on total assets was
14.78%. 1t is expected that this yield would be
higher than those of the Guatemalan companies because
of the much higher prevailing interest rate structure
in Costa Rica (i.e., typical lending rates in Costa
Rica are in the 22% p.a. to 25% p.a. range).

3. When one compares LAAD-CA's cost of funds in relation
to total assets, striking differences can be noticed
between LAAD-CA and the other finance companies.
LAAD-CA's averaga cost of funds spread is a
comparatively low 3.9%, whereas all the other finance
companies operate with cost-of-funds spreads in excess
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of 6%. Because of this, LAAD-CA's gross margin or
gross spread for 1985 was as high as 10.94% whereas
the average for the three Guatemalan finance companies
was only 3.49%; in the case of BANEX, in Costa Rica,
the gross spread is a little higher at 6.09%. This
gross spread would appear to be in line with the gross
spread of the Guatemalan finance companies because
Costa Rican interest rates are roughly double those
prevalent in Guatenala.

4. Total operating expenses as a percent of total assets
compares adversely for LAAD-CA. LAAD-CA requires a
spread of 3.7% whereas the Guatemalan finance
companies require an average of only 0.96% in order to
cover their operating expenses. BANEX required a
spread of 3.91%. (Again, for comparison, these
figures should be halved because of the higher
prevailing interest rates in Costa Rica). In
comparing the relationship between total assets and
the provision for loan losses, a discrepancy is also
noted: LAAD-CA requires a spread of 1.83% and the
other finance companies require less than 1%. (This
is preimarily due to the higher risk nature of
LAAD-CA's portfolio and the fact that tax regulations
in Central American countries inhibit the creation of
substantial loan loss reserves).

5. Finally, LAAD-CA's net spread, or the relationship
between net income and total assets is a relatively
high 5.35% for 1985, as compared to an average of
2.50% for the three Guatemalan finance companies and
only 1.47% for BANEX in Costa Rica.

With such a net spread one would expect LAAD-CA to be more
profitable in comparison to the other companies. However, in
fact, it has the lowest return on equity of any of the finance
companies in the study. LAAD-CA's 13.95% return on equity is
lower than the Guatemalan finance companies that averaged a
return on equity of 23.63%. BANEX, in Costa Rica, provided a
return on equity of 17.63%.

The explanation for all of the major spread differences
lies in the relative composition of the liability side of the
balance sheets of LAAD-CA and the other finance companies. In
essence, what enables all the other companies to achieve higher
levels of profitability than LAAD-CA, in spite of sianificantly
lower yross and net spreads, is leverage (see chart below).
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Leverage

Leverage has always been referred to by bankers and
lenders as a double-edged sword. Leverage magnifies corporate
performance such that when things go well and profits are made,
a highly-leveraged company may show a disproportionably higher
return on equity than a non-leveraged company. By the same
token, when things go badly for a highly- leveraged company and
revenues are off, interest cost and other fixed costs cannot be
offset and significant losses may result.

Many companies will try to achieve as high a leverage
position as possible in order to magnify return on investment.
Restrictions on leverage are often the result of external
pressure. Banks, who generally try to achieve the highest
possible leverage, are restricted by law. In the United States
most banks are limited to 15:1 leverage. This insures that
banks will have adequate capital to absorb unexpected losses
and, therefore, offers protection to the banks' depositors.
Some of the larger money center banks such as Citibank, Bank of
America and Chase Manhattan Bank are permitted even higher
leverage (up to 30:1 in some cases). In Central America banks
are generally permitted to leverage their capital to at least
10:1 (Guatemala) and 15:1 in other countries. (Curiously,

Guatemala's law permits development finance companies leverage
up to 20:1; this is double the leverage permitted to the banks)

Because banks and financial intermediaries, in general,
need tu operate with such high-leverage ratios, theirs is a
business of constantly measuring and avoiding risk. Financial
intermediaries avoid risk in many ways: taking collateral,
limiting the amount lent to any one borrower (legal lending
limit), and by matching maturities and rates through effective

asset and liability management.

In 1970, LAAD-CA's original capital was leveraged at 3:1.
Today, LAAD-CA's leverage position has dropped to 1.6:1, which
is extremely low in comparison with other financial
intermediaries. Since LAAD-CA is a privately-held, for profit
institution, it must achieve at least a modest and acceptable
rate of return on its capital for its stockholders to continue
to be interested in maintaining the company. From the data
analyzed earlier it was determined that over the past 10 years,
on a weighted-average basis, LAAD-CA has earned a return on
equity of 12.12%, and return on capital was 13.95% in 1985,
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By keeping leverage low (1.6:1), LAAD-CA will most likely
never be able to achieve sufficient returns on equity which will
allow LAAD-CA to pay AID a full market rate of interest. AID
must, therefore, strike a balance in its relationship as a
lender to LAAD-CA and find a level of leverage equilibrium for
gAAp—CA that will balance the following inherently conflicting

esires:

1. Leverage should not increase uncontrolled to levels
that would affect the capital adequacy of the company
and endanger the principal of LAAD-CA debt to AID.

2. Leverage should increase to a level such that the
company can begin to pay a higher rate of interest to
AID and still earn an acceptable return on equity.

Because LAAD-CA is basically a finance company and a
financial intermediary, it would appear that a leverage rate on
the order of at least 2:1, and up to 5:1, would optimize the
risk versus return dilemma.

Development of a Formuld Approach for AID's Loan to LAAD-CA

Given the above findings it is necessary to determine the

appropriate interest rate to be charged to LAAD-CA on the )
proposed loan, and to formulate required loan conditions which

will protect AID's long term loan and yet provide LAAD-CA with
incentives to maintain and expand its lending program in Central

America.

- The interest rate should respond to the need to
minimize the degree of concessionality afforded to
LAAD-CA, and maximize the return to AID, as far as
possible, to cover the U.S. Treasury's cost of raising
20-year money (i.e., 20 year Treasury Bond is
approximately 7.5% as of this writing).

- The interest rate should be one that will, at all
times, provide LAAD-CA with an incentive to continue
lending, maximize its gross yield on earning assets,
keep expenses down and provide LAAD-CA stockholders
with a modest and acceptable return on investment.

- Because of LAAD-CA's unique role in providing
innovative, aggressive, high~risk credit in a
difficult lending environment, the interest rate
and/or loan terms should provide some type of
down-side risk protection in the event of unexpected
portfolio losses.



Interest rate levels are constantly changihg over
time, and it is difficult to assure that any fixed rate of
interest will meet all of the above criteria. It is clear that
a 4% interest rate has been acceptable to LAAD-CA over the past
several years. This rate of interest has been concessionary
during the entire period since LAAD-CA's incorporation to the
present, and it is most likely that a 4% rate will continue to
be somewhat concessionary. For the above reasons, 4% can be
selected as a floor interest rate, or a minimum interest rate
that LAAD-CA will pay regardless of financial performance.

Conversely, it is also an objective to achieve an interest
rate that will cover the cost that the U.S. Treasury will incur
on the date of the Zunding of the LAAD-CA loan. This rate will
depend upon financial market conditions at the time of
'‘committing U.S. Treasury money. However, for the time being, it
can be assumed to be 7-1/2% p.a. This rate represents a
hypothetical ceiling on the total rate to be paid by LAAD-CA.

Inasmuch as it is also important to motivate LAAD-CA's
stockholders to maintain a strong agribusiness lending activity,
it is important that an incentive be provided to LAAD~CA such
that an acceptable rate of return be earned on the equity of
LAAD-CA: 1in this case, at least 12%.

Thus, a simple formula for lending would be as follows:
So long as LAAD-CA's rate of return on equity remains below 12%,
AID's interest rate to LAAD-CA would be at the 4% p.a. floor
level. As LAAD-CA's profitability increases, LAAD-CA would pay
additional interest to AID until AID's cos“ of funds is met
(7-1/2% p.a.). Thereafter, any additional earnings will accrue
to LAAD-CA.

INTEREST
RATE

10%
Ceiling rate
8

Floor rate

2 4 6 8 10 12 14 16 RETURN ON EQUITY $%
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The principal drawback with the above lending formula is that as
soon as LAAD-CA achieves a rate of return on equity that
requires an increase in interest payment to AID above the 4%
floor, then all incremental revenue will accrue to AID until the
ceiling or market rate interest rate is achieved. LAAD-CA will
have little or no incentive to continue to produce profits
beyond achieving the target return on target. For this reason,
a modification to the above formula is required so that there is
a transition area during which LAAD-CA's interest rate increases
as LAAD-CA's return on equity also increases. This transition
area should pivot around the target rate of return on equity of
approximately 12--14%

INTEREST
RATE ~Transition Area

16% /_U)}Ei:“\l
14 4 I
//, Pivot Point

12

10
Ceiling Rate

Floor Rate

N

2 4 6 8 10 12 14 16 18 RETURN ON EQUITY §

Using a pivot point of 12-14%, a floor point of 11% and a
ceiling point of 16%, a transition area is established where:

-  LAAD-CA will pay the floor rate of interest (4% p.a.)
until its rate of return on equity exceeds 11%.

- LAAD-CA will pay the ce{ling rate of interest (7-1/2%)
if its rate of return on equity equals or exceeds 16%

p.al

- LAAD-CA will pay an interest rate between the floor
rate and the ceiling rate while LAAD-CA's return on
equity is in the transition area and as LAAD-CA vorks
its return on equity up from 11% to 16%. While
LAAD-CA's return on equity is in the transition area,




roughly 50% of its incremental income will accrue to
AID and 50% to LAAD-CA. Likewise, roughly 50% of any
incremental expenses will be borne by both parties.

The above method for establishing the interest rate for
the new loan is flexicle yet strives to meet all of the
necessary criteria for charging at or near a marxet rate of
interest. The analysis will attempt to translate the concepnt
into a practical mechanism that can be incorporated into the
loan agreement and can be easily monitored by AID and LAAD-CA.

In order to make the concept workable, it is recommended
that the loan agreement between AID and LAAD-CA establish the
floor rate of interest (4% p.a.). LAAD-CA will pay this
interest on a semestral basis in the manner that LAAD-CA would
‘normally pay interest on an AID loan. The loan agreement will
then establish that following the annual external audit review
of LAAD-CA's financial statements, if LAAD-CA's return on equity
exceeds 1l% an overagu interest payment will be due and payable
to AID within 30 days of the completion of the audit. The
overage interest rate to be applied shall be calculated using
the following formula: (see Appendix A for derivation of the
formula):

Overage (70 x Net Profit) - (7.7 x Total Capital)
Interest = 1 =
Rate Total Capital + (.7 x Average Aid Loan Balance)

Net Profit shall be defined as the net profit as
determined by the audited financial statements PRIOR to
calculation, accrual or payment of the overage interest, PLUS
any interest paid during the year to any affiliated company.

Total Capital shall be defined as the average
stockholder's equity of LAAD-CA during the year, as determined
by the company's external auditors, to include paid in capital,
capital surplus, if any, capital reserves, if any, and retained
earnings LESS the average accounts receivable or loans
receivable by LAAD-CA from any affiliated company.

Average AID Loan Balance shall be defined as the average
outstanding loan balance, during the calendar year, of the new
AID loan.
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Additional Recommended Loan Covenants

In order for AID to maintain the risk versus return
equilibrium discussed earlier, such that LAAD-CA maintain a
capital base strong enough to support its lending operations and
to provide an adequate cushion to protect the loan principal
while, at the same time, encouraging LAAD-CA to leverage its
capital more efficiently, the following loan covenants are to be

included:

- LAAD-CA will strive to maintain a stockholder's
equity position of not less than $6,000,000.

- LAAD-CA will maintain a total debt to equity ratio of
at least 2:1 and not greater than 5:1; and will
strive to reach the 3:1 ratio if acceptable by
LAAD~-CA's Board of Directors.

(Total Debt is defined as total liabilities of the company
as presented in the external auditor's report).

Stockholder's Equity shall be defined as described
earlier).

In order to facilitate the monitoring of the financial
data necessary to implement the formula the loan deocument shall
require LAAD-CA to present to AID, together with the annual
audited financial statements, a certification by the auditors to
the following:

1. A statement certifying the calculation of the'overagg
interest rate and tne overage interest due and payable
to AID under the loan contract.

2. A statement to the effect that the auditors are
satisfied that cost allocations between LAAD-CA and
affiliated companies have been effected in a logical
and consistent manner and in accordance with generally
accepted accounting principles.

3. A statement to the effect that the provision for loan
iosses taken for the year by the company is adequate,
yet not excessive, given the status of LAAD-CA's loan
portfolio.

4. A statement that LAAD-CA is in compliance with the
loan covenants established in the AID Project
Agreement.
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Sensitivity Analysis

In order to test the model to determine the effect of the
formula on LAAD-CA's operations under differing circumstances,
several sets of financial projections were prepared using
different assumptions. Initially LAAD-CA prepared their own
cash flow and projected their balance sheet and income statement
over a five year period ending in 1990. These financial figures
were adjusted slightly as the formula was applied to calculate
the overage interest.

In the first scenario, LAAD-CA's projections were taken as
submitted and adjusted only for the overage interest. Critical
LAAD-CA assumptions were as follows:

l. 11.0% p.a. yield on gross loan portfolio plus 0.5 yield
from other income: Total yield on gross loan portfolio
is 11.5% p.a. '

2. Capital structure not modified, i.e., total equity
continues to increase through retention of earnings.

3. It is assumed that the new loan will be disbursed as
follows:
1986 1987 1988 ~ 1989 1990

2,000,000 5,000,000 5,000,000 7,000,000 6,000,000

4. It wes assumed that the level of liquid assets

necessary to conduct operations could be reduced to
$5,060,000 from LAAD-CA's present level of $6,500,000.
(In all probability this level can be lowered even
further without affecting LAAD-CA's overall
liquidity. Since the projections assume that the
commercial bank co-financing requirements have been
dropped and replaced by counterpart funding derived
from LAAD-CA retained earnings, LAAD-CA's liquidity
requirement is basically limited to making semi-annual
loan payments to AID plus meeting their operating
expenses).

Other sets of projections were then run modifying the
basis slightly: In some cases return on gross loan portfolio
was increased to conform to the company's past performance. In
other projections the capital structure of LAAD-CA was modified
so as to maintain a minimum of 3:1 leverage. In other cases
leverage was allowed to increase as rapidly as possible without
exceeding a leverage of 5:1.
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Other formulas were developed and projections were also

run using different leveraye and yield on loan portfolio
assunptions:

Formula Number 1 - Floor point of 10% Return on Equity and
a ceiling point of 14%. Under this scenario, AID's interest
rate rises from 4% to 7.5% as LAAD-CA's return on capital grows
from 10% to 14%.

i= (87.5 x Net Profit) = (8.75 X Total Capital)
Total Capital + (0.875 x Average AlID Loan Balance

Formula Number 3 - Floor point established at a Return on
Equity of 12% with a ceiling point at 18%. Under this scenario
AID's interest rate rises from 4% to 7.5% as LAAD's return cn
'capital grows from 12% to 18%.

Average (700 x Net Profit) - (84 x Total Capital)
Interest = i =
Rate (12 x Total Capital) + ( 7 x Average AID Loan Balance)

The results of all of the projections were tabulated as
shown under Chart 1 (where LAAD-CA's average loan rate is held
constant and forecast at 11%) and Chart 2 (where LAAD-CA's
average loan rate is held constant and forecast at 11.75%).

Note: The loan rate of 11% is conservative and is the one used
by LAAD-CA in their original projections. The loan rate
of 11.75 is more in line with LAAD-CA's actual
performance over the proceeding years.)

The results of this sensitivity analysis were considered
satisfactory:

- In all of the different projections, LAAD-CA's return on
equity exceeded 12% p.a. for each year. (The only
exception was a return on equity of 11.5% achieved in
1987 utilizing LAAD-CA's assumption that average return
on portfolio drop to 11% and leverage remain low at 2.0).

= In all cases, for every year, profits increased from
yYear to year.

= In all cases, the rate of return on equity tends to
INCREASE over time.
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- As expected, LAAD-CA's actual profits are lower where
LAAD-CA's leverage increases, (because overage interest
payments to AID increase at a greater rate).

Nevertheless, LAAD-CA's return on equity is higher as
the leverage increases.

- In all years LAAD-CA will make payments to AID of
overage interest such that AID's return on the loan will
fluctuate between 5.5% and 7% p.a.

As the floor point and the ceiling point are increased the
loan rate earned by AID decreases slightly and the rate of
return on equity increases for LAAD-CA.

Formula Number 3 (12%-18%) appears to be the most
'attractive from LAAD-CA's point of view while formula Number 1
(10%-14%) is most attractive from AID's point of view. Formula
Number 2 is a compromise position and represents ROCAP's
recommended approach, which has also been agreed to in principle
by LAAD-CA and LAAD-CA officials. If the formula approach
cannot be negotiated satisfactorily between AID and LAAD-CA, the
results of the Sensitivity Analysis suggest that a fixed
interest rate of approximately 5.0-6.0% p.a. would be the next
best acceptable alternative for the pricing of the AID loan.

In the past, LAAD-CA may have required a concessional
interest rate from AID in order to ersure its survival, however,
LAAD-CA is today stronger, more mature and capable of paying a
higher rate of interest to AID. Concessionality of terms of
lending (i.e., a 20-year louan tenor and the prepared-formula
approach to lending, which establishes an interest rate floor)
is still necessary to support LAAD-CA's high-risk lending
operations. However, the key to LAAD-CA's future growth and
elimination of the degree of concessionality lies in LAAD-CA's
ability to achieve a leverage position which will balance
concerns over LAAD-CA's capital adequacy versus LAAD-CA
stockholders' need to obtain a modest and acceptable rate of
return on equity.
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B. Economic Analysis

Economic viability for a project in financial
intermediation rests on the economic internal rate of return
(EIRR) to the sub-projects. The U.S. Government will provide
dollar resources to LAAD-CA which will on-lend these funds to
approved sub-borrowers in the agribusiness sector in Central
America and Panama. These financial resources must earn a rate
of return at least squal to the opportunity cost of capital in
the region. If such a return is achieved, the loan project is
economically viable. If not, then financial resources applied
to this project would be better utilized in other sectors of
economic activity.

An interest rate of some 12% in dollars charged by
LAAD to its subborrowers should indicate that this project will
earn a real rate of return at least equal to the opportunity
cost of capital in Central America. This conclusion can also be
reached by adjusting the financial internal rates of return
(FIRR) for the shadow prices of labor and foreign exchanye and
for the nosts of financial intermediation.l/ These
adjustments allow us to estimate the FLRKR which can then be
compared to the opportunity cost of capital.

Applying this methodology to the LAAD-CA project does,
however, encounter several dirficulties. betailed cash-flow
projections for the subprojects that will make up LAAD-CA's
anticipated portfolio under this project are not as yet
available. We have only estimates of FIRRs for different
sectors of activity provided by LAAD-CA and Price Waterhouse for
the economic and financial analyses of previous projects:

1/ A distinction must be made between domestic and
international financial intermediation. If LAAD-CA were a
domestic financial intermediary, only that portion of the
interest rate fto the subborrow:rs that represented the actual
cost of intermediation, i.e., LAAD-CA's spread between its cost
of funds and its lending rate, would be included in the
subborrower FIRR calculations. The residual, or LAAD-CA's cost
of funds, is actually a rate of return to savers, or a transfer
from one sector to another in the macroeconomy, and is therefore
netted out. But LAAD-CA is an international financial
intermediary channeling savings from one macroeconomy to
another. Consequently, all of the interest rate, not just
LAAD-CA's spread, should be included in the subborrower FIRR
calculations and we assume that the numbers below reflect that.
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Sector FIRR $ in Portfolio
poultry 20~-25% 4.3%
dairy 25~30% 9.1%
vegetables 15-40% 24.9%
fishery 10-20% 3.9%
ornamentals 15-40% 9.8%
other (all sectors) 20-35% 48.0%
weighted average 273% 100.0%

The weighted average of these rates (using as weights
the participation of each sector in the total portfolio) is
approximately 27%, which is the FIRR for the total portfolio.

In order to derive the EIRR from the FIRR,
adjustments must be made for the shadow prices of foreign
exchange and labor. To the extent that the observed prices of
these two factors differ from their scarcity values (the prices
that would exist in perfectly competitive markets), the EIRR
will differ from the FIRR. Some adjustment is necessary due to
exchange rate overvaluation, or for the amount that the actual
price of foreign exchange exceeds its scarcity value, in one of
the countries of the region. Panama has no independent
monetary systen; consequently, their is no exchange rate

between the Panamanian Balboa and the US dollar and, of course,
no overvaluation between the two. Costa Rica, El1 Salvador and

Guatemala have implemented new exchange rate regimes removing
much of the overvaluation that existed in their currencies.

The respective USAID Missions were consulted on this point, and
it appears that these currencies are not significantly
overvalued at the present time. The Honduran Lempira, however,
does seem to be overvalaued by as much as 40% on a purchasing
power parity basis. Since the Honduran projects will make up
only about 10-15% of LAAD-CA's new portfolio, only a small
adjustment, perhaps 4-6%, will be necessary to compensate for
the overvaluation of the Honduran currency.

Some adjustment is probably also required for the
shadow wage or, the opportunity cost of labor. It is not known
what wage rates were used to estimate the FIRRs in the above
table and we do not have reliable estimates for the shadow
prices of labor in the countries of the CA/P region. We
believe, however, that rural wages, especially in Guatemala, El
Salvador and Honduras, approximate the scarcity value fcr
labor. Consequently, whatever adjustment is necessary is likely
to be small.



- 42 -

, The Mission concludes that the EIRR to this project
is slightly higher than the financial rate of return to the
Projected LAAD-CA portfolio. After adjustments for the shadow
prices of labor and foreign exchange, the calculated EIRR would
be somewhat higher than the 27% estimated for the FIRR,
Probably in the range of 30-35%. Since the opportunity cost of
capital in the region is estimated to be between 12% and 15%,
the Mission considers the project to be economically viable.
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cC. Institutional Analysis

Beginning with the near to mid-term corporate
strategy of LAAD-CA, and looking at the institution both with
and without the proposed ROCAP loan project support, it is
helpful to consider an exanple of the LAAD Americas
subsidiary. This LAAD subsidiary has considerable investment
experience in Chile and Peru, primarily in the exportation of
fresh fruit, vegetables and fish products. Initially, as a
result of LAAD Consolidated's own loan financing having to be
rolled over or restructured due to temporary cash flow and
managerial constraints, LAAD Americas gradually began to build
equity positions in several of its potentially sound loan
projects. LAAD Americas now has substantial equity investments
in these countries and has increazed the company's earnings to
'‘a positive level.

Over the next five years, LAAD-CA expects to carry
out a similar strategy in the CA/P region either with or
without ROCAP loan funds. That is, LAAD-CA is prepared to
invest approximately $3 million in joint equity or other forms
of equity build-up, as a means of exerting more of their
managerial influeunce and enhancing their profit-making
potential in the future. Under this scenario, LAAC-Ca would

evolve into a purely operating entity at performing the role of
a venture capital company within the next 10-15 years. With

the proposed ROCAP loan support, however, LAAD-CA will be in
much better position to not only finance a broader range of
loan projects, having greater impact in achieving the
developmental objectives of the project, but also to be better
able to choose among potential emerging growth projects which
would lend themselves to LAAD-CA equity investments.

LAAD-CA Personnel requirements/functional responsibilities.

The Latin American Agribusiness Development Corporation
(LAAD) is a private investment and development company. Its
shareholders are fifteen leading agribusiness and financial
corporations. LAAD-CA finances and develops agribusiness
projects in Latin America involving all phases of production,
processing, storage services, technology and marketing in the
fields of agriculture, livestock, forestry and fishing. 1/

1/ LAAD-CA Annual Report - 1985
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The following is a list of the stockholders of the
corporation:

Adela Investment Company, S. A.
Luxemburgo

Bankamerica International Financial Corp.
San Francisco, CA

Borden, Inc.
New York, NY

Cargill, Inc.
Minneapolis, MU

Castle & Cooke, Inc.
San Francisco, CA

Caterpillar Tractor Company
Peoria, 1L

Rabobank Curacao, N:V.
Willemsted, Curacao Netherlands Antilles

Chase Manhattan Overseas Banking Corporation
Newark, DEL:

CPC International, Inc.
Englewood Cliffs, NJ

Deere & Company
Moline, IL :

Mellon International Holdings Corporation
Wilmington, DEL

Monsanto Company
St. Louis, MO

Ralston Purina Company
St. Louis, MO

Southeast Bank, N. A.
Miami, FL

The Goodyear Tire & Rubber Company
Akron, OHIO



LAAD-CA is a Panamanian corporation and, as a foreign
company which does not engage in trade or business in the U.S.,
is not liable for U.S. taxes on corporate income. Because its
stockholders each have a minority interest in LAAD, they pay
income taxes on LAAD-CA's earnings only as dividends are paid
to the stockholders.

LAAD-CA has four operating subsidiaries, all of which
are Panamanian corporations. LAAD Americas, S.A.,
headquartered in Santiago, Chile, overseas lending and
investment operations in South America; LAAD Caribe, S.A.,
headquartered in the Dominican Republic, overseas lending and
investment operations in the Caribbean Islands while LAAD de
Centroamerica, S. A., hecadgquartered in Guatemala, supervises
credit and investment operations in Central America and
,Panama. A fourth subsidiary, LAAD Marketing Company, Inc., has
been recently formed to perform brokerage activities in the
distribution of agricultural and agribusiness products from
Latin America to U.S. and European markets. Out of the whole
group this is the only company subject to U.S. taxes inasmuch
as it is enagaged in trade buginess in the U.S.

In spite of the relatively complex corporate legal
structure, LAAD-CA is a very lean, highly centralized
organization. The various subsidiaries operate under the
direct leadership of the parent company and receive practically
all their administrative support from the Miami offices of
LAAD. All accounting records, including loan records, etc. are
computerized at the Miami headquarters. This computerized data
base can be accessed by the field offices via telephone lines.
For convenience, however, the field offices do maintain shadow
loan records of their own.

By and large, the field staffs of the operating
subsidiaries are limited tc a handful of people whose role is
to develop and maintain client contact, i.e., loan marketing,
credit initiation and remedial managemnent.

Mr. Robert Ross is President and Chief Executive of
LAAD. His staff consists of:

- Mr. Ben Fernandez, Vice President and Secretary
who supervises all credit operations for the Group.



Mr. Elsayad shoreibah, Vice President and
Treasurer, who supervises all administrative and
financial matters for the Group. As Treasurer, he
is the key officer involved in managing the
liability side of LAAD's balance sheet, including
all AID loans. He is also responsible for the
personnel functions.

Mr. Oscar Alvarez, Comptroller (reports to Mr.
Shoreibah).

Other support staff at the Miami office total
three secretarial/clerical personnel.

LAAD's headquarters is basically a cost center and
'generates no revenues. All of its expenses are allocated to
the operating subsidiaries on a pro-rata basis in accordance
with the level of net profit of the subsidiaries.

LAAD~-CA field staff in Guatemala is made up of three
officers and one secretary: .

Tom Mooney, President, oversees the activities of
LAAD-CA and supervises the Guatemala office.
Considerable hands-on work is performed in all
areas involving client contact and coordination
with the Miami office.

Hector Wilkinson, Vice President, lives in Costa
Rica and operates out of an office in his home.
(He utilizes secretarial services, on a sporadic
basis, at the offices of LAAD's attorneys in San
Jose.) Mr. Wilkinson is primarily involved in
credit initiation and travels throughout the
Central American area.

Mr. Francisco Lacayo, operates out of the
Guatemala office, travels throughout Central
America and is primarily engaged in remedial
management. Client contact is usually the result
of tardy loan payments or a request by the client
for a restructuring of the loan repayment schedule
or loan agreement.
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It is anticipated that the increased workload,
resulting from the AID loan, may require the hiring of two more
field officers during the second and third years of the AID
loan. These officers are expected to cost the Company
approximately $60,000 each, including all social security
payments, perquisites, and moving expenses. (These expenses
have been factored into the profit and loss projections
prepared by LAAD-CA in their annual budget.)

LAAD Marketing Co. Inc. operates out of LAAD's
offices in Miami. The company is headed by Mr. Rolando Rivas,
Vice President, a Nicaraguan with several years experience in
marketing agricultural products for a Guatemalan group. The
company has a total staff of three which includes a
secretary/clerk and an accounting clerk.

The company began operations in response to LAAD's need to
market the production of farms in Chile which it had taken over
as a result of foreclosure. Because of legal restrictions
(Federal Reserve Bank, Comptroller of the Currency) which
preyept.LAAD's subsidiaries from engaging in direct marketing
activities in the U.S., LAAD Marketing has had to establish
several operating subsidiaries in the U. S. through which it
sells its products.

In general, LAAD Marketing owns only 25% of these

subsidiaries and the Latin American exporting client owns 75%.
Through this mechanism LAAD Marketing accomplishes th=
following:

- It controls the cash flow of its exporter client
in Latin America.

- The brokerage operation covers all selling
expenses in the U.S. and abroad.

- LAAD Marketing obtains 25% of marketing profits
(after selling expenses).

-~ The exporting client receives 75% of the marketing
profits and thereby benefits from the selling
operations.

- The exporter is a risk partner (he must invest

hard cash equity into the marketing subsidiaries
along with LAAD's contribution).
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At this time LAAD Marketing operates the following
companies:

Mountain Fresh, Inc. - Sells asparragus and
raspberries from Chile (Partnership between Chilean
producers and Oregon producers of raspberries).

Southern Sun, Inc. - Sells lemons, grapefruit,
oranges and other citrus products.

Transamerican Seafoods, Inc. - Sells seafood
products, primarily from Chile.

Fresh Fish, Inc. - Also seels seafood products
(fresh) from Chile.

Finally, LAAD Marketing operates a U. §. subsidiary
at the Farmer's Market in Pompano, Florida called Fresh Cargo,
Inc. This company pPhysically receives and moves the produce
coming in from overseas and re-packs it, if necessary, for
delivery to the final buyer. This company has a fixed staff of
four workers (foreman, driver, traffic manager and a worker).
Other workers are hired on a part-time basis as needed. The
services of this company are paid for by the importing
subsidiary that utilizes the services in Pompano.

In general, the activities of LAAD Marketing Company
are unrelated to the lending activities of LAAD's other
subsidiaries. The activities of LAAD Marketing will,
therefore, be largely unaffected by the AID loan. It is
possible, however, that some of LAAD's new clients generated
from the loans in Central America, made possible by the AID
loan, will someday become users of the brokerage services
provided by LAAD Marketing Company, Inc.
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D. Social Soundness Analysis

1. Introduction

The worldwide recession which began in the late
1970s placed the CA/P region's economies in severe jeopardy.
Decreases in the real prices for key agricultural commodities,
sharp increases in the cost of energy, increases in the cost of
non-petroleum imports, foreign indebtedness, and record high
interest rates combined to drive the CA/P countries into deep
recession.

The countries of the region were left with
burdensome debt service obligations, negative real growth, and
much of their industrial capacity unused. The nature of this
recession was unique in that it soon became clear that the
solution would not be found in a cyclical rebound in commodity
prices or in a normalization of the regional market for
industrial goods. Quota restrictions and other major long-term
changes in the various commodity markets, combined with limited
growth potential for industrial sales within the CACM and
foreign debt, had altered conditions within the CACM and had
made traditional CACM economic policies unworkable.

The social impact of these combined events has
been devastating. Unemployment and underemployment reached all
time highs (ranging from 25-40%) and evidence of related ills
soon began to appear in other social indices.

2. Relationship to the Project

As a part of the project development exercise
for the last LAAD-CA project (596-0097), LAAD-CA conducted a
self-evaluation of the economic impact of its activities with
the help of its sub-borrowers. Each sub-borrower was asled to
estimate the impact of the LAAD-CA loan on the number of small
farmers benefitted, the increase in take-home pay realized by
small farmers, the number of new jobs created, the contribution
of the project to value added and the amount of additional
exports generated. Consultations were then conducted between
LAAD-CA staff and each major sub-borrower to discuss and verify
the estimates. The overall assessment of the economic impact
of both LAAD consolidated activities and LAAD-CA were found to
be extremely positive as they affected small farmer
sub-borrowers. In all, it was concluded that 20 to 25 thousand
small farmers benefitted, regional value added was raised by
$68.0 million, 8,000 new jobs were created, $74.0 million in
additional exports generated and average farmer take-home pay
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increased by $1,400. The benefits would be substantially
larger (about 2.6 times) if the impact of the whole project had
been measured instead of prorating for LAAD's financial
contribution. The LAAD-CA Project has had a major impact on
small farmers primarily because agricultural processors
purchase the materials locally and because LAAD-CA has
established as a major condition for sub-lending to Processing
firms the adoption of a mode of operation designed to benefit a
large number of small farmers.

In conclusion, LAAD-CA's projects have had a
significant impact on the incomes and productivity of the small
farmers producing raw materials for the processing plants.
Other favorable effects jinclude employment generation and an
increase in non-traditional exports. A major impact has been
'in the area of promoting new enterprises and industries in the
agricaltural field at a time when these enterprises face great
difficulties in securing the financing and technical assistance
essential to their development, and in some cases, to their
survival. The realjzation of the full potential of :
agroindustries that LAAD-CA has helped to establish still lies
ahead.

Improvements on small farm agriculture will help

alleviate the unemployment and low income problems in the CA/P
countries and will generate badly needed foreign exchange.

Critical to this expansion will be the availability in the CA/P
region of sufficient credits and other resources to provide for
the general expansion of the agribusiness sector.

The expansion of production will serve to
increasse overaltl employment in the region. Many of the
agribusiness products require either labor intensive or
extensive sorting and packing of produce. These jobs are often
performed by women in Central America and, thus, this project
will contribute to greater employment potential for women.

3. Overall Distribution of Benefits

It can be seen that the benefits to the direct
participants in the project will soon be diffused throughout
the region to hundreds of individual small farmers, firms, and
businesses.

The social benefits of the project will be
derived from the secular economic growth which the project
will, in a small way, help to foster. 1t relies on the logic
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of creating a "bigger pie" to divide between the residents of
the CA/P region. A healthier agribusiness sector will
contribute to the creation of jobs and competition for labor

which will lead to a better overall standard of living and
improved social conditions.
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Iv. COST ESTIMATES AND FINANCIAL PLAN

The LAAD-CA Agribusiness Export Promotion Project will be
implemented over a period of three years with the first
disbursement taking place in Fiscal Year 1987. The
life~of-project funding of $18 million will be applied entirely
to non-traditional agribusiness export loans channeled through
LAAD-CA. of this total, $15 million will be AID loan financing,
and $3 million will be LAAD~CA counterpart contributriomn.

A. Method of Implementation and Financing

The entire $15 million in AID loan project funding
will be implemented through an Intermediate Credit Institution
(LAAD-CA), and will be financed through the direct reimbursement
method of payment. As this applies to “he full $15 million in
AID funding, the normal chart format of presenting the various
methods of implementation and financing has not been included in
this document. Advances will be provided by AID to cover the
immediate disbursements for project lending activity.

.

The financial analysis section of this document placed

considerable emphasis on the assessment of LAAD-CA's financial
position and related management peformance. LAAD-CA was found

to be in a strong financial position which would not be
adversely affected by the additional loan activity atributable

to this project.

Sub-loan eligibility criteria and the approval process
for sub-loan applications will be agreed upon prior to the first
AID advance.

B. Replicability

The Financial Analysis (Section III. A.) of this
document adequately demonstrates LAAD-CA's ability to generate
the necessary resources required to sustain project activity
when AID financing is no longer available.

C. Disbursement Schedule

The entire $18 million in project funds will be
disbursed in U.S. dollars over a three year period, $5 million
AID and $1 million counterpart during each year, as summarized
below. The AID portion of project funding will be obligated
within two years, $6.6 million scheduled for late fiscal year
1986, and the remaining $8.4 million in fiscal year 1987. The
proposed country-by-country allocation of the entire loan is
also provided below.



Table No. 2

Projection of Expenditures by Fiscal Year
and Recipient Country
(U.S.% Millions)

Country FY 87 FY 88 FY 89 Total Percent
Belize 0 0.5 0.5 1.0 5%
Guatemala 0.5 1.0 1.0 2.5 14%
El Salvador 2.0 1.0 1.0 4.0 22%
Honduras 0.5 1.0 1.0 2.5 14%
Costa Rica 2.5 1.5 1.5 5.5 31%
1 Panama 0.5 1.0 1.0 2.5 14%
TOTAL $ 6.0 $ 6.0 $ 6.0 $ 18.0 100%

D. Audit Coverage

LAAD-CA contracts with the independent accounting
firm of Price-Waterhouse for a general financial audit on an
annual basis. The specific AID audit requirements, and the
additional certification statements regarding cost allocation
between LAAD-CA, the LAAD-CA parent company, and other
subsidiaries, as well as the certification regarding provision
for loan losses (as outlined in Section VII, Conditions
Precedent), will be incorporated into this annual independent
audit. ' '

As part of this project agreement, LAAD-CA will
covenant to finance the cost of this audit on an annual basis.



V. IMPLEMENTATION, MONITORING AND EVALUATION PLANS

A, LAAD's ability to implement and monitor an expanded

. program

Although LAAD-CA has been capable of making loans of
approximately $5 million per year (or on the average 12-13 new
loans per year), it is anticipated that LAAD-CA will have a
larger responsibility in developing new loan clientele and
therefore will require a somewhat larger staff to effectively
implement and monitor the program.

Since approximately 10-15% of the total project funds
will involve a form of equity investment, these subprojects
will require more analyses and a longer time period to complete
the loan transaction, in addition to more hands-on management,
financial and marketing assistance.

To carry out this new program effectively, LAAD-CA
will hire one new account executive for the CA/P region and
nost likely one additional accounting and loan monitoring
person. These costs have been included in LAAD's projected
income statements.

It will be especially important to monitor the status
of the project purpose and program goal during the three year
life-of-project. Project outputs will be tracked through
standard LAAD-CA records and financial reports.

To monitor progress toward achievement of the project
purpose and contribution to the program goal, baseline data
will be gathered at the beginning of the project and surveys
will be conducted annually to determine changes from the
baseline point. Baseline data to be collected for each
sub-borrower are as follows: (a) present volume of
non-traditional agricultural export sales, (b) number of
employees related to export sales and their income, and (c) net
income from export sales. Income baseline data will also be
gathered for small and medium producers/suppliers of LAAD-CA
sub-borrowers and, to the extent possible, for firms involved
in the indirect processing, transport, post-harvest handling,
storage and marketing of products of sub-borrowers.,

Follow-up surveys will be conducted annually or a
sufficient time after sub-loan approval in order to have an
effect in determining economic impact (i.e. export sales have
been generated). opecifically, the survey will determine the
export sales/foreign exchange qgenerated from the sub-loan, the



net income to the recipient, the number of employees hired as a
result of the sub-loan, and the income effects on existing
employees. Similarly, the income impact on small and medium
suppliers, processors, transporters, packers, and storage and
marketing firms will be assessed. Given the existence of data
collected by the surveys, the end-of-project evaluation should
be fairly simple and brief. Funds for the surveys and final
evaluation will come from PD & S allocations.

B. ROCAP will be responsible for montoring all project
activities and will participate in the review and approval of
sub-loan plans. An annual review of all project sub-loans will
be carried out in lieu of an interim project evaluation. A
final project evaluation will be held after the PACD.

C. Baseline data to be collected for each subborrower are
as follows:

a) present volume of non-traditional export sales,
b) number of employees related to export sales and their
income,
c) net income from export sales, and
d) socio economic income related to small producer
beneficiaries.
Project Implementation Schedule

Project Authorization August 8, Project
Agreement signed August 29, 1986
CPs met September 30, 1986
lst Disbursement October 15, 1986
lst Annual Review September 30, 1987
2nd Annual Review September 30, 1988

PACD August 31, 1989



VI. CONDITIONS PRECEDENT, COVENANTS AND NEGOTIATING STATUS

A. Conditions Precedent

The following conditions and convenants are
recommended for inclusion in the loan agreement. The conditions
and convenants have been reviewed with LAAD and LAAD-CA
officials and both are in agreement.

l.

A technical and financial review of each
investment and subloan proposed to be made by
LAAD-CA under the loan to assure that such
pProposed activities are in conformance with
project eligibility criteria;

A plan for the evaluation of proposed subproject
activities by LAAD or any Central American
subsidiary of LAAD ‘under the Project to assure
that such proposed activities will produce
economic benefits in areas where the proposed
activities will be located, and contribute to the
development of agribusiness systems or
enterprises;

A statement by LAAD and any Central American
subsidiary of LAAD setting forth the eligibility
criteria and procedures each will follow in
authorizing and administering investments and
subloans;

A statement from an independent audit firm
certifying the calculation for applying the
agreed upon formula for the interest charged to
LAAD;

A statement by the independent audit firm which
certifies that cost allocations between LAAD-CA
and the LAAD parent company and other LAAD
subsidiaries have been effected in a logical and
consistent manner and in accordance with
generally accepted accounting principles; and

A statement by the independent audit firm which
certifies that the provision for loan losses
taken for the year by the company is adeguate yet
not excessive, given the status of LAAD-CA's loan
portfolio.
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B.  Covenants

l.

LA’ D-CA will convenant to maintain a stockholders

equity position of not less than $6 million over
the life~of-project.

LAAD~CA will convenant to maintain a total debt
to equity ratio of at least 2:1, and not more
than 5:1,  over the life-of-project. LAAD-CA will
also covenant to make best efforts over the
life-of-project to reach a 3:1 debt equity ratio.

LAAD-CA will convenant to keep current over the
life-of-project a monitoring and tracking system
for measuring the project's outputs and
achievement of projec: objectives.

LAAD-CA will covenant to finance the cost of an
annual independent audit which meets AID
requirements and provides for additional
certification statements as required.

LAAD-CA will covenant to perform its own
environmental impact determination for each
investment and subloan proposed under the Loan.
For those projects determined to have a positive
environmental impact, the designated AID
environmental official will assist in determining
the necessity of environmental assessment and/or
corrective measures.

LAAD-CA will convenant that no AID funds be used
for the procurement of pesticides.

cC. Negotiating Status

_ As in previous AID loans to LaAD-CA, all special
convenants including the utilization of AID loan funds, reserve
for bad debts, payment of dividends and source origin
requirements have been discussed with LAAD and no difficulties
are expected during the final project negotiation leading to the
signing of the Loan Agreement.
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(3) T4Z POSIST 03JICTIVE TELT INTERTST RATES FTOR PRITATE |BY SJ/Q,[S/Q_____
LCHRO0NIRS SEOQULD BE AT LIC WMARKET DETZIRMINED TE rWS ACTICN T: hiY Aﬁﬁl&i_
) mE3 DITERMINATION OF TST INTIREST CH2202D 2T AID O gl
(Y LO-t TO AN INTZRIMZDIATT FINANCING INSTITUTION TOR s
0i-LIKDINS T0 PRIVAIE LIRIPIENEIURS, 123757I0TIVE OF T
WE=T242 IT5 NwNEXSHEIP IS PUBLIS, PRIVETI, 03 MILED, ¥JST
SST3RSTD OF THE AZ2ACPRIATE RATE TO TZT ULTIVATE
2023653 AS DISCAIBED AZOVZ. ADJUSTYINDS MAT EI MADI IN
Ti73 LINDIL: RATE TO 25 DE3TEZ MEICISSARY TO COVIR 3%
cn3mg 0T INTIRMTDIATION OR C7 MANAGIMINT 0T TIZ NIw QT
LoNDINS FXC22iM TO TEZ PRIVATE ZIND 20RICUIR, INCLUZING,
17 ATPROZRISTT, A RTASONATLT SEARZ 07 79I RISIS 0F O
PTaBINY NGEHADLT TEE IPI S3OULD ALSH 52T 4 PIITION OF
TEL RIS DEAUGE TEIS MIGET EL WAIVED LN INITIEL LCANS IQN
$TAIT-UD 0FIRATIONS TO ¥IZE RIS 30R204T3S , AN TN ALLOW
PETva4: INSTITUTIONS A RZIAZOUARLE PROTIT WA3GIW. AL3T,
L30VE NOZMAL MAKAGTMEINT EIPRNSES DUE T0 TIZ DIYFLOEMTRTAL
G2 THHOVLTIVE ASPEICTS OF &N ACTIVITY MIGHT JUSTIRY A
Ti3775 0f CONCESSIORALITY.

(C) ACCCROING To THE FID LT THD ROCL-ALLZY rrPORT, LEsT
~HO¥IgN3 UNHIS0E STRAVICE3 SUCE AS LOWEZE COLLATZRAIL
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KECGIZLMANTS AND SIJ‘-_‘CANTLY SZNRTIR PAACLSSING L[VZ,
{20 IS UWAZLE 70 C4ARGZ FOR 17IM REZiUS% PO0TENTILL
ZCaiCYLRS "Idd QUiU<~72 AT COMMEZRCIAL FaAN 9 I# LIGZT CF
1TSS,y TIE MISSIOH SF0ULD DETTREINE WHAT. TRE LONG RANGET
AVZEAGE mARNI"GS O PORTYOLIOD ARE LI<ELY TO REF AND AS
FART 0F THIS 2XZRCI3Z, DETERMIKE WEAT LAAD’S ROLE I5 IN
TEE CREDIT MARAET, IF ANY, IN CENTRAL AMERICA AT THIS
TINE.

(2) 155 PROJZCT PAPER SHOULL PROVIDE COMPARATIVE COST
EVIDENCE WHICH WOULD ALLOV ONE TO MAZE A JUDGMENT ABOUT

.LAAD’S PERTORMANCZ AND THE MERITS OF RECEIVING -
CONCESSIONAL MONEY AT FOUR PERCEKT OR AT ANY CONCESSIONAL
RATEZ., TC O2TAIN SUIFICIENT INIOEBMATION TAAT REVIEWEIRS
CAh USZ 10 ARRIVE AT ATASONA2LT CCHCLISIONS ABCUY THE
ArPRO?RIOTL SPRAELD ZITLIEN TZE PORRDGING AND L:.DINJ
3aT¥S FOR LAAD, TEX MISSION MEY WISE TO REQULST

' 107 ASSISTANCE. THE CONSULTANTS SJJ LD EE
T IN AN ANALYSIS ¥zICH WOULD:

-t
3 o h
(&)

AL
&

713
U)}-
t—

=1
Ut

-~
~
o]

we )

< L
-t

(33 ¢

ISAGGREZCGATE TYZ LOAKN PORTFQGLIN AS PART OF TEHE
» IN DETERVINING TEE TIZIEMS 0! VEICH LAAD CAN
T RIPLEY Tix AID LOANS
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CIS:, DITZAMIEE WEAT LAAD’S ROLI IS, IF ANY, IN
RAL AMERICA;

OZMATICN CN OPZRLTING COSTS AND LILELY
OLIO EAENINGS, ESTIMATE TZE PRICE LAAD
R AITD MOUEY,

e~ -C) tad
‘.

D1l -2 (0

JR L AD x”.) VL‘{;E.ET{ T_;n; f\
o L N (S FOUNZ TO BZ ““C:S-ARY TH=
FISSION JLD PiCT L? £ DETAILZD EXFLANATION AKD
JUSTIRICATION. AY APFPZOPRIATIE DISCRIPTICON AND
JUSTIZICATION WOULD INCLUDZ, AMCMT CTZB2 Talilecs, A

LISCUSSICK Of Taz ADMIN lSTDKLIv“ CNSTS 0T LiAD RLLr D TO

DIZZR RANLING INSIITUTIONS AND SHCRT-®UN INSURMOUKNTIABLE
INTIRZST RATE CIILING PRACTICES: TEZR RYLATIVE CO3T
COMPARISON SHOULD IDENTIFY TH® ITEXS AKRD AMOUKTS OF
EDMINISTRA®IVE COSTS WEICH RTSULT FROM THZE DUVELOPMENTAL

NATURZ CZ LAAD ANED SZT IT APBART FROM OTEER FINANCIAL
THSTICUTIONS IN THE RIZION WiICHd DO PAY MARKET RATES FOX
11_-; : LL;RS FR0+ AN AID I‘C.Irv PRESPLCTIVEZ, IF &
CEn{all S.T CF SN3TS CAl RE IDIZNTIFIZS AS DIVILOEMEKTEL
I NS 1J3 AND TAUS EXTRACRE TRAZY VIS A TI3 OTHTR BAN-ING
INSTIC JLIJx-, AN AFZASPRIATY O7TIOM WOULD BT IN 1“€7 &
LIIZ0T GEAND ¥CR TZ2S¥, AKND Teill CHARGEZ LAAD TIEX

e

w
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L32252R149T VMARLIT RATI OF ILIFREST FOR 730S% FURDS TO 3E
Ju-sTql TO INTIRTIISES AND USZD Iii X 0ADIHARY

CrILTIONS OF A BANeING INSTITUTION. (TS WOULD BE DONEB
5 110 OF PROVIDING b SUBSIDIZZD RATE ikt TEE TOTAL
LOUNT 0F FUNDS IN ORDER TO _COVER T3 QGOTE GRANT ELENMENT
ULCUOTE, AS WE -BAVE IN THE PAST) . | R

(¢) PD-71. UNDER pPD-71, SUCAR, PALM OTIL, AND CITRUS FOXR
iXP03T AX: COMNSIDERED SENSITIVE ITEMS FOR AID ASSISTAXNCZ
tgaUSE 0F THE POTENTIAL INJURY 70 U.S. PRODUCLRS.

#I1S3100 REPRESENTATIVES AMND DASC MEM323S ASREED TIAT LA4D

wILL NOT BE PERMITTED TO USE AID FUNDS TO FINANCE ANY
ASPs0T 0¥ T3E PRODUCTION, :PROCESSING, OR MAR{ETING OF
195z PRODUCTS FOR EXPORT. THE PROJECT PAPIR SHOULD
RLFLICT TEIS UNDERSTANDING.

3. RATIGNALE

(1) THE DEMAND FOR THE TYPE CF C3ETDIT LAAD PROVIDES
SAQULD B35 CA.ZFULLY ANALYZED. TEHE AVAILARILITY OF ™
LLTERANATIVE SOURCES OF FINANCING FOR POTENTIAL LAAD ® .
CLITHNTS SJOULD BE EXPLORED, INCLUDING OTHER AID PROJECTS
FILATERALLY OR REGIONALLY FINARCED.” 1IN TEE DEMAND
thAnTS1S, TEE MISSION SHOJULD EXAMINT THEE FUNDING NZEDS OF
£ SZORTER LIFE-0F-PROJECT PERIOD THAN PROPCSED IN TSE
FID. COWSIDERATION SHOULD 3E GIVEY TO A TRREE-TEAR |
F30JI0T WEICH WOULD CALL FOR INCREMENTAL FUNDING OVIR
FISCAL YEARS RATHER THAN EXTEHDING TEZ PROJECT MORTGAGE
10 THRYS OR MORET FISCAL YEARS. 1IN ACCORDANCE WITH
AMOTINTS EUDSEITZD FOR ORLIGATION IN FY 19283 AND ¥Y{ 1287,
1315 ¥0ULDL 3% A LOAN IK 727 DOLS 12-15 MILLIOK. THIS
QFTION SZ0ULD BE ANALYZED SPLCIFICALLY IN TEE PP.

) SUZESTIONS EAVE BEEN RAISTD AS TO T&aE DIMAND FORX
LLA2S UNTER ANT CONDITIONS DURING TzIS UNSETTLET PZRIOD
CiNTRAL AMERICA WEICH HES LD TO CURIINCY
OHYTSRTIEILITY AND 3133 ANTICIPATUD EXCEZANGE RISZS. IN
T, USING CUATEYALA AS AN EIAMPLE, LAtD CORRESPOMNDENCE
TRVES TEAT BAN{ERS FRLIEVS TAAT A POTINTIAL ROAROYVER

) BY BILTTIR ADVISED 10 BORROY SEORT TEaM IN LOCAL
CuRIINCY AND BUY DOLLARS OK TEZ FREE pARET. IN VISV OF
1-15 FCSSIELE MARLET RESPONST, THAZ MISSION SZ0ULD :
CARZFULLY ANALYZS, QUARTIFY, AKD DESCRIBE WEY IT BELIELVES®
c=rar $1LL RE ENOUGY DEMAKD FOR DOLIARS TO JUSTIFY

Jozal

¥RLTIVER TET FINAL PROJECT LOAL AMOUNT GAY BE.-

LA4D SEZOULD BT PERMITTED TO USZ &EW LID FUNDS FOR
ING CAPITAL WaEN THEZ CAST IS WELL "JUSTI¥ISD. I .
I2YINS TER FINANCING OF WORZING CADPITAL UKDER T3E '
C

—
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12,

~
Y N
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toT, Tak MISSION SEQULD TA-: CARZ T9 RECONCILE TEIS
20305 ITH THE FINDINGS 07 THF CEZCCYI REPORT ON -
0iT SREZDIT DEMAND (BLADEX) AND THI “ISSION S DECISION -
DE~OBLIGATE FUNDS TFOR $EORT TERM DOLLAX CREDIT UNDZIR
TYPORT PROMOTION PROJECT. IT IS FOSSIBLE TAAT '
~0Ji31 LENDING FOR SHORT TERY W0R-ING CAPITAL COULD BE
USTISIZL riidn TuT SUL~30EROVER CANLOT OETAIM TIMILT
S1IRAATIVE FINANCGING AND 747 LACY OF SUCH CR¥DIT WCULD
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eld UNCLASSIFIZD 3TLITO1IFZETIOL

JZOrARJIZE A SUB-PACJELr FOR VWEICH TZiM OR ZQTVIT

FINLETING EAS BREN MADA AVAILARLz TERCUeZ 1.z PR

IC TUY ZXTANT POSSIBLE, hOV ~AID SOURC=S Or LAAD ZUN
0S

1
JJZCT.
CREuIYV RZ~-FLOWS SZ0ULD BE TAPPZD FOR THIS PU'R'D ui.f

LS OR

QzZzZCLIVZS

(8) T3T PROPOSED PROJECT’S OBJECTIVES SSOULD RZ

RI-IVs LJ5T4b BASED ON LZSSONS LIARNED IN EVALUATIONS OF
PREVIONS A.I.D. SUPPORTED EFFORTS WITH LAAD.
SPEICIFICALLY, THE OBJECTIVE OF JOB CREATION SEQULD BE
n-ALLSlIUALLY CONSIDERED IN LIGET OF EVALGATION
FINoINGS. REPEAT LOANS SEOULD BF PERMITTED OKLY TO THE -
EXTENT TiAT TREY PROVIDE FOR PLANT OR PRODUCTION
EIFANSINYN OR FOR A NEW ENTERFRISE LEADING TO A NET
ADDITIONAL PROJEGT IMPACT.  ANY EXCFPTIONS S3OULL 3%
JUSTIFIZD.

(3) SUB3-PROJECT SELECTION CRITERIA S3ZOULD BE MADZ "
FXPLICIT AND LINXED TO PROJECT ORJECTIVES. TEE WEICGET
AND FRIORITY OF O3JZCTIVES S40ULD BE EVIDENT IN SELZCTION
CRITZRIA. FINALLY, THE DISCUSSION OF PROJECT OBJ“CLIY&S,
SU3~rRCJICT SELECTION CRITERIA, AND THE TAHRGE

BENSFICIARY GROUP SROULD CLVARLY SUPPORT ANY P"IO"’Oq
CONCESSIONAL INTEREST RATE FOR T&E AID LOAN IO LAAD.

€. INSTITUTIONAL ANALYSIS

TS% PROJZCT PAPER S3CULD INCLUDZ AN ANALYSIS O0F TEE -
STRUCTURE OF THE LAAD ORGANIZATION %ZICE WOULT LAY OCT
FONCTIONAL RESPONSIBILITIES. TEZ ROLE OF LAAD-MARZIZITIKG -
- SEQULL BZ INCLUDED Id THZ ANALYSIS. THE ANALYSIS S40ULD

ALS3 INCLUDE 4 DISCUSSIOM OF AN BXPLNDED PROGRAM’S
EX2ICTED IMPACT ON LAAD-CL’S ABILITY TO EFFECTIIVILY
IMELEMENT AND MONITOR ITS PROGRAM.

€, ANVIROMMZINTAL EXAMINATION

AC/D3/IST AGREZD T3AT TSE MISSION’S IZE RICOMMEINDATION
B

[43)
™~
(V)
N
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ANNEX A
ATICN IS APPR0OYIL 3ASTT OK THE Page 5 of §
! ) oy LAuD’s ABITI”I TO CARRY OUT AN -~
1% TIﬂL rwvxno"wr‘TcL a'n TUATION FOR TACT SUD-LOAN. IT
18 7YL237000 TSAT 1M ANY Cn~~ YETR L T:J MIS3INN RESFKVES
cb--*Ot" APPROVAL AUTFORITY, TZE MISSION WILL RIVIEY
LAAD’S ENVIRONMENTAL IZAMINATICNS BEFORE APPROVING TEL
UsS= o: 3.I1.D. LOAN FUNLS TO FINAMCE TA4E SUB~ACTIVITIZES.
1T IS FUATAER UNDERSTOOD TEAT ANT INDICATION OF A
ZOTINTIAL N:GATIVE IMPACT WOULD 2T FULLY ASSESSZD WITH
APD20PRIATE TECENICAL ASSISTENCE IF NSCESSART. ALL
INCICATIONS OF NTGATIVE ENVIRONMENTAL I#P8CTS ¥CULD
REQUI2Z 2EMS AKD MISSION REVIEW AND INVOLVIEMENT IN
REDBSIGN. SHRIMP PONT ACTIVITIES ARE A LIXELY SOURCE OF

PRORLAENMS AND ¥OULD REGUIRE AK 1"NVIROI\H “NTAL ASSESSMENT
(ir), T3IE MISSION 3AS ALSO AGRIZD TRAT KO AID FUNDS
w0JuD B AP.ROVVD FOR PROCUREWENT 0F PESTICIDZES.~ THE
PROJT0T PAPER SECULD KzFLiCT TE=SZ UNDERSTANTIKGS.

7. PATMENT VERIFICATION

TAT MISSION IS REMINDED THAT ALL PROJEZCT PAPERS MUST
TOLLOY TYT GUIDANCE PROVIDED ON PAYMENT :VERIFICATION
PCLICY I THE MEMC FROM AA/M TO MISSION DIRECTCRS DATED
DVC“|3*° 3¢, 15283, PARTICULARLY PP 6-8, WHICE DzAL
SrEJIZ I“ALLY WITE PROJZCT PAPERS.

3, PROJICT PAPER APPROVAL AUTIORITY

FECAGSET OF TER LACS OF AN AGINCY CONSTNSTS, BASED ON TEZ-
PIL PRISINTATION, ON TEX LENDING RATE MOST APPROTRIATE -
ICR LAAD AND TEE FACT TZAT TEZ LAAD LOAN WOULD BE AN

UNGUARANTERD LOAN TO A PRIVATE ENTITY, T4E PROJECT PAPER
quu B REVIZYED AND A”PROV““ N WASEINGTON.® VEITEHZAD

er
73e a8
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ANNEX B

Page 1 of 4

PROJECT DESIGN SUMMARY Life of Projecr:

From FY __8¢ to FY___%2

LOGICAL FRAMELORX ONSTRUCTIONs THISISAN OPTIONAL @ e e it 1T

EXPORYT AGRIBUSINESS DEVELOPMENT, 596-0123

ORM WHICH CAN BE USED AS AN AID

T0 ORGANIZING DATA FOR THE PAR Dato Prepared:__Jul. 1o, o+

REPORT. IT NEED NOT BE RETAINED
OR SUBMITTED.)

PAGE 1}

NARRATIVE SUMMARY

[ OSJECTIVELY VERIFIABLE INDICATORS

MEANS OF VERIFICATION IMPORTANT £SSUMPTIC:S

Progrem ot Sector Gocl: The broader abjective 1o
which this groject centributes:

Lay the basis for long-term growth in
Central America ard Panama by removing
financial, renacement and marketing
constraints to nontraditional export
growth.

Moasures of Goal Achievement:

1. $ 27.0 million in non-
traditional agriculiural exports
generated over 3 year life of
project.

Assumptions for achieving goal targass:

1. Project monitoring and evalua-
tion plan.




Jo

A1Q 1833-23 (7-74)
UPMLOMENT )

PROJECT DESIGN SURMARY
LOGICAL FRAMEWGRK

ANNEX B
Life of Projec: Page 2 of 4

FromFY_L__s _toFy__29

1 . - .
Prejoct Title & Numbor: __EXPORT AGRIBUSINESS DEVELOPHENT, 596-0123 Tg:g',,‘;';g;f’éqdmn Fh-giilics
NARRATIVE SURMARY CBJECTIVELY VERIFIZBLE INDICATORS S PAGE 2
& ; h MEA S 2
o — I\EANS OF VERIFICATION IMPORTANT ASSUNPTICIS

Expan? nontraditianal agricultural
exports in Central America and Panama,
throuth loans by the latin Americap
Mritusiness Dewvelgment Corp. (LAAD)
to elicible agribusiness firms, ami
therelrr increase incames, generate
additicrial foreign exchange ard
e-ploent, amd indirectly enhance
other sectors of economic activity.

Conditions that will indicate Purpose hos been

achieved: End of project status.

1. Foreign exchange generated
from nontraditional agricultural
export sales equals 1.5 times
total project funiing of $18
million, or approximately $27
million over 3 year life of
rroject.

2. 3,600 new jobs created
based on formula of one jdb for
every $5000 of project loan
funds and total project furding
of $18 million. .

3. Income increased of: (a)
agribusiness sub-borrowers, (b)
employees of agribusiness sub~
borrowers, (c¢) small and medium
producers supplying raw materials
to sub-torrowers, {d) firms v
inwlved in indirect processirg,
transport, post-harvest pcking
and storage, ard marketing.

1. Project monitoring ard evalua-
tion plan.

Assumptions for achieving purpose;

1. Retention agrevments with
Central Banks continue in frrce
(these agreements pernit a jortian
of FX earned ahroad by sub-lor-
rowers to go directly to LAMD as
loan payment}.

2. Public sector policies af-
fecting nontraditional exports
will be -favorable or at least
will not deter sub-torrowers from
producing for export.
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ATQ 10209 £7-71)
BUPPLEMENT | .

PROJECT DESIGN SUMMARY
LCSGICAL FRAMEWORK

Praisct Title & Nvaber:_EXPORT AGRIBUSINESS_DEVELOPMENT, 596-0123

NARRATIVE SU'UAARY

- e—

OBJECTIVELY YERIFIASLE INDICATORS

ANNEX B
Life of Project: Page 3 of 4
From FY _84 to FY___8¢

Total U.S. Funding_§15 millica
Date Propored: AN

PaCEY

Outpute:

Kaognitude of Outputs:

MEANS OF VERIFICATION

UAPORTANT ASSUL.PTIZIS

Sub-loans made by IAAD to agribusiness
firms in Guatemala, Honduras, El
Salvador, Opbsta Rica, Panama and Belize
for such exports as fresh fruits and
vegetables, processed ard frozen
fruits and vegetables, flowers and
>rmnamntal plants, cardarom, sea-food,
nontraditional products derived from
treditional exports, {(e.g. decaf-
finated coffee, processed meat), wood
procucts, ‘ard dairy products. .

1. Average loan of $ 400,000,
15 loans per year over 3 year
pericd.

1.

IAAD reports.

Assumptiens for ochioving autputs:



)

AC WCI20 (7-78)
SUPPLEMENT I

Projact Title & Number: EXPORT AGRIBUSINE § DEVELOPMENT, 596-0123

PROJECT DESIGN SUMMARY

NARRATIVE SUMMARY
Inputs:

OBJECTIVELY VER!FIABLE INDICATORS

LOGICAL FRAMEWORK

ANNEX 8
Page 4 of 4
Life of Project: ’
From FY 86 1o FY__89

Total U.S. Fundin 16 ~i1}:
Date Propoudu:n rg] Sio =i l

)

1] N}

(i N

Activities and Types of Resciuxrces

Implomentetion Target (Typo and Quantity)

MEANS OF VERIFICATION

PAGE 4
IMPORTANT ASSUMPTIONS

1. RID and LAAD counterpart 1<_>an
furds.

2. 122D marketing assistance.

Level of Effort

1. $15 million of AID loan
furds.

2. $3 million of LAAD
cunterpart loan furds.

1.

ATD/LARD project agreements.

Assumptions for providing lnputs:
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PROJECT DESIGN ISSUES

Why LAAD-CA dcaes not make local currency loans for

agribusiness development when admittedly it can be less

risky and more economical for thelr subborrower clientele

(particularly in Guatemala and El Salvador).

1)

2)

3)

Dollars cannot always be purchased in a timely way on
the parallel markets of Central America. The
sovereign risk of Central Banks not having a
sufficient supply of dollars available for export
earners has been a problem in the past in the CA/P
region. Therefore, delays in obtaining FX through
Central Banks and other sources can offset the
economic advantages of securing local currency lcans

‘for agribusiness development. It is a fact that

exporters need dollars in a timely and efficient way
in order to meet their import requirements.
Furthermore, local currency liquidity for long term
development loans is becoming scarce in the CA/P
region. Very few institutions are currently making
long-term credit available to high risk agribusiness
subborrowers. In addition, banking regulations make

it difficult for financieras to afford the cost of
funds when on-lending rate ceilings make for
disincentives to lending long-term. For example, in
Costa Rica private financial institutions are having
to pay 23% interest on certificates of deposit, which
does not allow a sufficient spread for long-term local
currency loans to be made at the current rate of
approximately 25%. Thus, commercial banks and other
financial institutions in Costa Rica are for the most
part not making long-term development loans at this

time.

Qualifying for local currency term loans can be
difficult and complex given the existing commercial

bank loan processing systems, including collateral
requirements, delays in authorizing loans, etc. LAAD

borrowing is essentially much easier.

A
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4) Lastly, a local currency lending operation by LAAD
would require regional coordination of currency
values, and a matching of maturities and exchange
risks. LAAD's operational budget does not allow for
this type of costly and complex function, or is LAAD's
management in favor of such an arrangement.

Why is a three year life-of-project appropriate?

Based on existing demand identified in the region

($25 million) and the need for LAAD-CA to assume an even
stronger leadership role for Central American DFCs, ROCAP
believes it is in the best interests of the U.S. Government
to try to achieve the mid-term objectives of the NBCCA and
the CAI by authorizing a three-year project that will
include incremental funding up to $15 million. At the same
time the project will serve to secure LAAD-CA counterpart
funding ($3 million of LAAD's own funds).

~

Why should AID continue to fund LAAD-CA after having made three
loans already and the institution, by its own admission is
essentlially viable?

LAAD is a unique and highly qualified institution which can
facilitate achievement of NBCCA and CAI goals. Shortages
of new development funds over the next several years could
mean the absence of other qualified lending institutions in
the region - thus, there is a need to stick with a known
quantity that has proven its developmental impact in the
CA/P region and can continue to serve as the most effective
DFC in the region.

Iy
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INITIAL ENVIRONMENTAL EXAMINATION

Project Location

Project Title and Number:

Funding
. hife of Project
IEE Prepared by

Recommended Threshhold
Decision

Central America and Panama

Export Agribusiness Development
and Promotion (596-0123)

$15 Million
3 years (FY 86-89)

Frank Zadroga, REMS, ROCAP

-

Negative Determination based upon
actions outlined under Conclusions
and Recommendations, Section III.

m@/m/ RSt

Nadine Plaster

Title: D1rector, ROCAP
Date: i‘/LLQ/\(/)/ Sfi 9%

¢

(
L
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I. Project Description

The goal of the project is to lay the basis for .ong-term
growth in Central America and Panama by removing financial,
managerial and marketing constraints to non-traditional
agricultural export growth. The purpose of the project is to
expand non-traditional agricultural exports through growth in
agribusiness and agribusiness-related investments in Central
America and Panama.

In terms of impact, the project will: (1) provide
additional direct and indirect employment opportunities,
primarily for rural small farmers and unskiled or semi-skilled
labor in agroindustries; (2) increase income specifically in
yural areas; (3) increase production and productivity, primarily
in non-traditional agriculture; (4) expand extraregional
marketing opportunities; (5) facilitate new product and
technology development; and (6) increase foreign exchange
earnings.

The purpose of the project will be achieved by providing
capital, management and technical expertise to improve the
functioning of agricultural production, processing, distribution
and marketing systems. LAAD-CA will provide financing to
agribusiness opportunities which offer substantial potential for

impact on the six identified areas.

Most of the projects which will be financed under the loan
program include seafood, the freezing and canning of fruits and
vegetables, meat processing, wood products, sesame
decorticating, oil extraction, growing and processing of basic
grains, poultry and €gg production, hybrid seed production, cut
flowers and ornamental plants, and milk and dairy products.
LAAD-CA has acquired much useful experience in these industries
and has demonstrated their importance in employment, income and
foreign exchange rarnings.

II. .Identification and Evaluation of Environmental Impact

Given the nature of the project, i.e. that AID will lend
funds to LAAD-CA which will then lend to qualifying agribusiness
borrowers, it is only possible at this time to make a very
generalized statement about its environmental impact.
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LAAD-CA will on-lend AID resources to a diverse grouping of
agribusiness or agribusiness-related entities operating in the
CA/P region. HMany of the subprojects will be for established or
new agroindustrial processing plants, and it will be possible to
significantly mitigate the environmental effects of such
projects at the design stage. Since the tentative .
identification of activities qualifying for loans under the
project will cccur at the project paper stage, specific impacts
will be identified on a case by case basis.

Both aware of and sympathetic to environmental concerns, so
evidenced under three prior AID Loans, LAAD-CA has been taking
steps to identify and mitigate impacts of its subborrowers. As
part of each subproject feasibility analysis, LAAD-CA requires
that an opinion of the likely environmental impact be included.
This includes, for example, the type of activity to be financed,
its physical location, the technology to be employed and the
" magnitude and significance of any impact.

I1Y. Environmental Analysis

The subloan prcjects being considered involve a number of
activities of potential environmental significance, such as
procurement and production of pesticides, shrimp pond
construction, cattle and crop production, and the development of
new or expanded agroindustries and processing plants. As a
condition precedent to AID disbursement of funds, LAAD will
develop draft IEEs to be reviewed with the ROCAP REMS on a
case-by-case basis. For subloans determined to be
environmentally sensitive, field inspections will be carried out
by the REMS and a LAAD representative. In cases where potential
environmental impacts cannot be mitigated by slight
modifications in the project design by the borrower, or where
the exact nature of the impact cannot be determined by an
initial examination, further assessment work will be scheduled
and carried out. LAAD-CA has agreed to use AID loan funds only
for environmentally socund projects, and project proposals deemed
to have unmitigable significant impacts will not be elegible to
receive AID loar funds. Where additional environmental analysis
is needed beyond the capabilities of ROCAP's REMS and LAAD-CA
technical specialists, the borrower will be expected to finance
such studies.

.{Q\
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IV. Conclusions and Recommendations

This environmental examination has concluded that some of
the activities to be considered for loan financing under this
project have the potential for environmental impact. LAAD-CA
and ROCAP will work to ensure that environmental assessments
will be included under this project and that loan financing
pProvided by AID will be in compliance with relevant
environmental concerns and regulations.
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PROCUREMENT PLAN

The attached reference to HB 1, Supplement B, Chapter 19
describes the general AID Policy Guidelines which LAAD-CA will
be required to adhere to under the project. Initial project
implementation activities will include a procurement seminar to
be attended by LAAD-CA officials, which will explain in detail
all AID rules and regulations applicable to this project.

A waiver will be sought on a case by case basis if it is
appropriate to exclude project subborrowers from being required
to ship procurement imports only on flag 941 vessels.

d

)
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PROCUREMENT PLAN SECTION

CHAPTER 19

INTERMEDIATE CREDIT INSTITUTIONS

Policy
1. General

a. This chapter pertains to project assistance only.

b. This chapter states the policies applicable to the
procurement of goods and services with AID funds made available
to intermediate credit institutions (ICI's). The goods and
services in question are procured by the individuals or
entities that borrow from an ICI. When the ICI uses AID funds
to purchase goods or services for its own account Handbook 11
shall apply to such procurements.

c. The degree of control which AID may exercise over this
type of procurement is, as a practical matter, limited by the
fact that the subborrower may be separated from the AID
borrower by one or more intermediaries and, in addition, the
subborrowers frequently are small businessmen or farmers
unaccustomed and frequently incapable of responding to many of
the conditions normally laid down by an international financing
agency.

2. Dollar Procuremeg&

When an ICI or a subborrower uses AID funds to pay for the
procurement of goods and services with dollars (foreign
exchange), certain procurement policies for projects described
elsewhere are applicable. Please refer to Chapter 4,
Eligibility, Chapter 5, Source and Nationality (941), Chapter
7, Eligibility of Deliveries (941) Services, Chapter 10, Cargo
Preference (50/50), Chapter 11, Insurance, Chapter 17, Eligible
Prices, Commodities and Services, Chapter 22, Marking, and
Chapter 23, Small Business, of this Supplement. (Under a
special rule for ICI's, the small business notification
requirement; i.e., publication in "A.I.D. Financed Export
Opportunities," is applicable only to procurement under formal

competitive procedures.)
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3. Local Cost Procurement

There is a wide variation in the capacity of ICI
subborrowers to respond in an effective manner to the array of
conditions which AID usually applies to the procurement of
goods and services. Equally important is the fact that the
efficiency with which AID can use its limited implementation
guidance and monitoring resources also varies widely as between
different classes of subborrowers. For these reasons, policies
for local cost procurement are established according to the
class of subborrowers. It is understood that the dollar
amounts used to define categories of subloans will be converted
into reasonably equivalent local currency sums.
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P;gfgm m/ié?ﬁ %?,E 1084 TMNSI';:Z;S e AID HANDBOOK 1, Sup B
19A3

a. Subloans the Equivalent of $5,000 or less

(1) AID does not require adherence to any special procurement
policies when the ICI subloan to the ultimate borrower is the equivalent
of $5,000 or less. Prior to authorizing a loan to an ICI, AID will have
assured itself of the soundness and adequacy of the ICI's operational plans
and procedures, lending criteria, gquidelines, and credit manuals. More-
over, AID will have determined that the ICI can be expected to lend to
eligible subborrowers possessing the necessary capabilities to utilize the
subloan for the productive purposes intended.

(2) These considerations, plus recognition of the fmprobability
that AID could monitor compliance with procurement policies applied to
small subloans, have determined AID policy for this class of subborrowers.

b. Subloans Approved by AID and ill Procurement

The policies expressed in 19A3c 0f this Chapter are applicable when
AID's prior approval of subloans, in any amount, is required in
accordance with the terms of Lhe loan agreement, or where an ICI is
affecting local cost procurement for its own account.

¢c. Subloans the Equivalent of More than $5,000

(1) Where a cooperative or another analogous institution is pro-
curing local cost goods or services to satisfy the requirements of
subloans made to its members, the combined amceunt of such subloans will
det%rm1ne whether the provisions of 19A3a or 19A3c of This Chapter will
apply.

(2) The policies as they apply to ICI local cost financing of
subloans referred to in 19A of this Chapten, which are similar to those
policies prescribed in Chapter 18 of this Supplement are as follows:

{a) EXdgibility of Commodities

To the extent they are relevant, the policies described in Chapter 4,

0§ Zhis SuppLement are applicable to local cost financing under ICI's.

It should be noted, however, that the Commodity Eligibility List may

not specifically apply to projects, and that some goods ineligible for
importation under the Commodity Eligibility List could be eligible for
Tocal cost financing. Sand, gravel, and limestone are examples.

Needless to say, however, Statutory restrictions on certain commodities

as described in Chapter 4 cf this Supplement are applicable to local

cost financing of projects, e.q., abortion equipment, mrntor vehicles, etc.

(b) Indigenous Goods

1. Indigenous goods are those of local source and origin
that have been mined, grown, or produced in the cooperating country through
manufacture, processing, or assembly. If the locally produced goods

/\\b
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AID HANDBOOK 1, Sup B 18:50 Anril 24, 1984 19-3

19A3c(2)(b)1
Econtain imported components, a commercially recognized new commodity
should result that is substantially different in basic characteristics
or in purpose or utility from its components. Such goods may be

financed by AID without limitation.

2. However, caution should be exercised in financing
produced goods using components imported from other than Code 899 countries,
in order to avoid the unintended association of AID funds with products
directly identifiable with nonfree world sources.

(c) Imported Shelf Items

Imported shelf items are goods that are normally imported and kept in
stock, in the form in which imported, for sale to meet a general demand
in the country for the item; they are not goods which have been

specifically imported for use 1n an AID-financed project.

1. Shelf Items Imported from Code 941 Sources

Shelf items are eligible for local cost financing if they have been
produced in and imported from a country included in Geographic Code 941.

2. Shelf Items Having Their Source and Origin in
Countries Included in Geographic Code 899 but
not Geographic Code 941

Shelf items <in this category are eligible for financing if the price of
one unit of the goods does not exceed $5,000. For goods sold by units of
quantity; e.g., tons, barrels, etc., the unit to which the local currency
equivalent of $5,000 is applied is that which is customarily used in
quoting prices. The total amount of imported shelf item purchases from
free-world sources other than Ccde 941 may not exceed 10 percent of total
1ncal costs financed by AID for the project, or $25,000, whichever is
higher; however, in no case may the total amount of such purchases exceed
$250,000 without First obtaining a specific geographic source waiver.
Procurements in excess of the limits specified in this paragraph may be
authorized only as source waivers in accordance with the provisions and
limitations of Delegation of Authority No. 40 and any redelegation
thereunder (see 1902 of this Chapter).

3. Shelf Items Imported from Non.free World Sources

Imported shelf items produced in or imported from countries not included
in Geographic Code €99 are ineligible for AID financing.

4. Compliance

The ICI shall transmit the foregoing rules applicable to shelf {tem
procurement to subborrowers. Overall compliance for each project will be
monitored, and any country refund claims in accordance with the loan
agreements will be made as necessary.
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(d) Competition

1. ICI subborrowers are expected to follow the general
principle of competitive procurement which is applicable to all AID-
financed transactions. The pertinent expression of this principle is
given in 17A of Chapter 17 of this Supplement which states, "The
buyer shall pay no more than the lowest available competitive price including
transportation costs. The term 'reasonable price' as used in loan, grant,
and project agreements means the price which satisfies this test."

2. "The requirement that the buyer pay no more than the
lowest available competitive price will be satisfied if the buyer has
followed good commercial practices and accepts the most advantageous
competitive offerl/, price and other pertinent factors considered such
as quality of the goods and services, delivery time, transportation costs,
paymint t%rms, availability of spare parts, and installation and repair
services.'

3. "For procurement through formal competitive bidding
procedures, the Towest responsive bid will be accepted as meaning the
Towest competitive price."”

4. It is anticipated that private subborrowers under
ICI loans will normally follow negotiated procurement procedures.

(e) ICI Financing of Contracts for Services

The principléﬁ set forth in Chapter 12 of this Supplement are applicable
to service contracts financed by ICI's for their subborrowers.

(f) The Applicability of Statutory Restrictions to ICL
Local Cost Financing

The various provisions of the FAA which pertain to procurement are
appiicable to local cost financing by ICI's. However, the impact of
these provisions 1s generally minimal. The price provisions
(Sections 604(a) and (b) o4 the FAA] do not apply to project
assistance although this does not lessen AID's concern that reasonable
prices prevail in all transactions that it finances. Cargo preference
and the marine insurance restrictions are irrelevant since the commodi-
ties are procured within the conperating country. The Small Business
provision has no meaningful application since U.S. small businessman
normally do not accept payment in foreign currencies. To the extent
they are relevant, the restrictions on commodity eligibility described
in Chapter 4 of this Supplement, whether having their source in the
FAA or in AID policy, are applicable to local cost financing.

1/ In the case of sole source procurement, competitive offers are not
required.
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TRANS. ME MO NO, EFFECTIVE DATE PAGE NO,

AID HANDBOOK 1, Sup B 1B:57 September 10, 1984 19-5

198. Source of Policy

1. In a large measure, the policies stated in this chapter have the same
sources as those applicable to local cost financing. See the "Source of
Policy" section of Chapter 18, of this Supplement, The remainder of

the policies are based on an administrative determination of AID taking
into account the nature of ICI lending operations and AID's experience,
primarily in the Latin American region, with those operations.

2. The source of the policy on Small Business is Haqdbooklls, Chapter 6.

19C. Implementation of Policy

See Handbook 3 and Handbook 11.
19D. Waivers

1. Where this chapter refers to policies that have their primary
ctatements in other chapters of this Supplement, the waiver sections
of these other chapters are applicable; e.g., for waiver of commodity
eligibility, see Chapter 4 of this Supplement. For policies that
-are peculiar to ICI's; e.q., the application of requirements to
subloans of a certain size, the Geographic Assistant Administrators
have waiver authority.

2. Procurement of shelf items imported from the developed free
world sources in excess of the limits specified in 19A3¢(2)(c)]l may
be authorized only by source waivers in accordance with the
provisions of Delegation of Authority No. 40 and any redelegations

thereunder.l/

17 When the total value of such procurement exceeds $250,000, a
waiver by the responsible AA is required in accordance with
paragraphs 5B4b and 5B4c of Chapter 5 of this Supplement.
Likewise, when the total value of such procurement exceeds
$5,000,000, a waiver by the Administrator is required in
accordance with paragraphs 584b and 5Béc.




Demand Projections

(us $)

Product

Costa Rica

Construction materials
Fruits and vegetables

Beef processing

gut flowers and plants

Total

El Salwvador

Agro-chemicals

Fruits and vegetables
Dairy products

Beef processing
Fisheries

Cut flowers and plants

Total

Guatemala
Agro-chemicals
Fruits and vegetables
Oils and fats
Wood and furniture products

Total

Honduras
Warehousing
Fruits and vegetables
Cut flowers and plants

Total

Annex 1
Page 1 of 2

Amount

400,000
3,100,000
400,000

2,100,000

6,000,000

800,000
1,250,000
1,000,000

900,000

900,000

600,000

5,450,000

700,000
1,900,000
500,000

1,000,000

4,100,000

500,000
1,500,000

250,000

2,250,000
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Demand Projections
Product Amount
Panama
Construction materials 1,150,000
Dairy products 900,000
Fruits and vegetables 1,150,000
Beef processing 400,000
Oils and fats 1,000,000
Cut flowers and plants 500,000
Total 5,100,000

Grand Total $22,900,000
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21,856,321
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8,390,515

119,065
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Int, Esrned-ﬁérznus:ness
et R ol e
fnt. Sadned-Tine lepscils
Int. Expensa AID
Int. Eipenze Banke
Int, Expence Intercc. Loans
Other Funds Expenses

AID Overage Interest

TOTAL FUNDS COST
NET REVENUE FROM FUNDS
Other Income
Dividends Earped
EXPENSES
Personnel
‘Prof. Sves
Difice Exp.
Travel
Public Relations
Taxes
Other :
Depreciation & Aaortization
TOTAL DPERATING EXPENSES
GROSS INCOHE
PROVISION FOR LOAN LOSSES

NET INCOME

ﬁHﬁLfSIS

YIELD ON TOTAL ASSETS
SPREAD TA/COST OF FUNDS
SPREAD-TA/OPER EXP,
SPREAD-~TA/PROV FOR LDSSES

SPREAD-TA/NET INCOME

RETL (. Gl EQUITY

LEVERAGE

IS0 GF FINANCIAL STATENENTS £OR DEVELORHENT FINANCE CORPANIES.

1,950,454 6,399,878 5,593, 140
(15,95 3,265,485 2,575, 090
498,597 164,461

45,695 6,280,974 7,021,000
27,582
881, 000
372,875 6,445,335 7,902,000
2,387,006 3,176,002 74,230
57,750 500,000
3,711 {7,208 1,000,000
496,476 427,253
39,923 170, 622
74,362
88, 649
18, 652
6,236 :
54,543 251,911
22,130 12,788
820, 951 862,574 700,000
. iw

1,569,726 2,415,383 1,586,230
399,600 75,000

1,170,126 2,414,383 1,491,230

13.56 9.4 11,40
2.452 6.38 8.86
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1,03 0.00 0.08
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13,55 9.64 11.40
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1,50 1.28 11.32
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b4, 149

994,546
50,249

180,304

61,018

283,30
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3,150,816 2,209,055 844,090
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22,07 14.78 13,12

2,85 8,49 8.45

24,84 3.91 1,25

0.00 0,71 0,00
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22.07 14,78 13,12

-13.17 17,63 30,47

1,33

10,95 1,92
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§C(l) - COUNTRY CHECKLIST

Listed below are statutory criteria

applica
criteri
sources
Economi

ble generally to FAA funds, and
a applicable to individual fund
:+ Development Assistance and

¢ Support Fund.

A. GENERAL CRITERIA FOR COUNTRY
ELIGIBILITY 2

1.

2.

PAA Sec. 481(h)(l): FY 1986 - No
Continuina Resolution Sec.
£27, Has it been determined
~or certified to the Congress
by the President that the
government of the recipient
country has failed to take -
adeguate measures or_steps to
-prevent narcotic and
psychotropic drugs or other
controlled substances (as
listed in the schedules in
section 202 of the
‘Comprehensive Drug Abuse .and
Prevention Control Act of
1971) which are cultivated,
produced or processed
illicitly, in whole or in
part, in such country or
transported through such
country, from being .sold
illegally within the -
jurisdiction of such country
to United States Government
personnel or their dependents
or from entering the United
States unlawfully?

FAA Sec. 481(h)(4). Has the
President determined that the
recipient country has not
taken adeguate steps t2
prevent (a) the processing, in
whcle or in part, in such
country of narcotic and
psychotropic drugs or other
controlled substances, (b) the
transportation through such
country of narcotic and
psychotropic drugs or other
controlled substances, and (c)
the use of such country as a
refuge for illegal drug
traffickers?

AMNEX F
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3.

FAA Seoc. 620(c). 1If
acclnzanzo 1s £o a governzent,
is the governzeat linble as
debtor or unconditional
guerantor on any debt to a
U.S. citizen for goods or
services furnished or ordered
where (&) such citizen has
exhausted aveileble legal
remedies and (b) the debt is
not denied or contested by
such government?

47 FAA Sec. 620(e)(1). If

5.

6.

fr<lstance 1§ O & government,
1 . it (including government
agencies or subdivisions)
teken eny act.'.on which hes the

- effect of nationzlizing,

expropriating, or otherwise
gseizing ownership or control .
of property of U.S. citizens
or entities beneficially owned

- by thenm without taking steps

to discharge its obligations
toward sucnh citizens or
entities?

FAA Sec. 620(a). 620(f). 620D;

rY 1950 Contlnuing resotiution
Sec. 517, "Is recipient
country & Gommunist country?
If so, hss the President
determined that assistance to
the country ic important to
"the national interests of the
United States? Will
assistance be provided to
Angola, Cambodis, Cuba, Iraq,
Syria, Vietnam, Libya, or
.South Yemen? Will assistance
be provided to Afghanistan
without a certification?

FAA Sec. 62Q$j). Has the
country permitted, or failed
to take adequate measures to
prevent, the damage or
destruction by modb action of

U.S. property?

ANNEX F
Page 2 of 34

N/A

N/A-

No

T~
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7.

8.

10,

FAA Sec. 620(1)., Has the
country cei.cc to enter into
an agreement with OPIC? '

FAA Sec. 620(o): Fishermen's

Protective Act of 1967, as

ariended, 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 the Fishermen's
Protective Act been made?

FAA Sec. 620(g): FY 1986

. Continuinc Resoluction Sec,

518. (a) Has the government

of the recipient country been

in default for more than six
months on interest or
principal of any AID loan to
the country? (b) Eas 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 (or
continuing resolution)
appropriates funds?

PAA SEC. 620(s). If

contemplated assistance is
development loan or from
Economic Support Fund, has the
Adninistrator taken into
account the amount of foreign
exchange or other resources
which the country has spent on
military equipment?

iReference may be made to the
annual “Taking Into
Consideration® memo: “Yes,
taken into account by the
Adnministrator at time of

approval of Agency OYB.*® This.

approval by the Administrator
of the Operational Year Budget
can be the basis for an
affirmative answer during the
fiscal year unless significant
changes in circumstances

occur.)

7335 Y P OVLUYY
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No

Mo

No

Yes
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11. FAA Sec. 620(t). Has the
councry severea Giplozatic
relations with the Uaited
States? 1f so, have they been
resuced and have new bilateral
assistance egreercents been
negotiated and entered into
since such resumption?

No

12. FAA Sec. 620(u). - What is the N/a

payment status of the :

. country's U.N. obligations?

. If the country is‘:in arr-:ars
were such arreerages taken
into account by the AID
Administrator in determining
.the current AID Operational
Year Budget? (Reference may
be made to the Teking into
Consideration memo.)

13. FAA Sec. 620A. Has the
government ox the recipient
country aided or ebetted, by
granting senctuary from

- prosecution .to, aany individual
or group which has committed -
an act of international
terrorism?

14. ISDCA of 1985 Sec. 552(b).

"~ Has the Secretary orf State No
determined that the country is
a high terrorist threat
country after the Secretary of
Transportation nas determined,
pursuant to section 1115(e) (2)
of the Federal Aviation Act of
1958, that an airport in the
‘country does not maintain and
administer effective security
measures?

'No




15,

16.

17.

F2rA Qnc, 666. Does the

country ooject, on the basis
of race, religion, national
origin or sex, to the presence
of any officer or employee of
the U.S. who is present in
such country to carry out
economic development programs

under the FAA?

FAA Sec. 669, 670. Has the

country, after August 3, 1977,
delivered or received-nuclear
enrichment or reprocessing
equipment, materials, or
technology, without specified
arrangements or safeqguards?
Bas it transferred a nuclear

" explosive device to a

non-nuclear weapon state, or
if such a state, either
received or detonated a

nuclear explosive device?

(FAA Sec. 620E permits.a

special waiver of Sec. 669 for:

Pakistan.)

PAA Sec. 670. If the country-.

is a non-nuclear weapon state,

has it, on or dfter August 8§,
1985, exported illegally (or

attempted to export illegally).

from the United States any
material, equipment, or
technology which would
contribute significantly to
the ability of such country
to manufacture a nuclear
explosive device?

No

No- .

N/A

AXNEX F
‘Page 5 of 34



18.

9.

IS2CA of 1%3l-5ec,-720. Was

the country r2presenced at'
the Meetinz ¢f Minicters of
Foreign Affairs and Heads of
Delegations of the
Non-Aligned Countries to the
36th 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 account? (Reference
may be macde to the Taking
into Consideration memo.)

FY 1986 Continuina

Resolution Sec, 541,

Are any of the funds to be -
used for the performance of
abortions as a method of
family planning or to
motivate or coerce any

~person to practice abortions?

Are any of the funds to be
used to pay for the
performance of involuntary
sterilization as a method of

-family planning or to coerce.

or provide any financial
incentive to any person to
undergo sterilizations?

Are any of the funds to be
used to pay for any
biomedical research which
relates, in whole or in
part, to methods of, or the
performance of, abortions or
involuntary sterilization as
a means of family planning?

N/a

.N/a

ANNEX F
Page 6 of 3:
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20. FY 1986 Continuing
Kesoluricn. JLs tne
assiscance being made
available to any
organizaction or program

which has been determined as

supporting oT participeting
in the managezent of a

program of coercive abortion
on involuntary sterilization?

I1f assistance is from the
population functional
account, -are any of the
funds to be made available
to family plenning projects
which do not offer, either

directly or through referral

to or information about
access to, a broad range of
family planning methods and
services?

21. FY 1986 Continuing
Resoluction sec. >49. BHas
the recipzeat councry been
determined by the President
to have engaged in a
consistent patterm of
opposition to the foreign
policy of the United States?

22. . FY 1986 Coatinuing
Resolutiot sec. >:3. Has
The duly elected nead of
Government of the countIy
been deposed by military
coup or decree?

FUNDING SOURCE CRITERIA FOR |
TOUNTRY ELIGIBILL.I

1. Development Assistance
Country Criterlea

FAA Sec. 116. Has the
Department of State
determined that this
government has engaged

in & consistent pattern

of gross violations of
internationally recognized
human rights? If so, can it
be demonstrated that
contemplated assistance will
directly benefit the needy?

No

No

No

No

ANNEX

(
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2.

‘Econonic Suc-or

Sund

&
Ccountry Critaria No

FAA Sec. 5028. Bas it been

determined that the country
has engaged in a consistent
pattern of gross violations
of internationally
recognized human rights?

If so, has the country

made such significant
improvements in its human
righits record that
furnishing such assistance
is in the national interest?

ANNEX F

Page 8 of 34
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SC(2) PROCJELCYT CZEZTKLIST

Listed below are statutory criteria
applicable to projects. This section
is divicded into two parts. Part A.
includes criteria applicable to all
projects. Part B. applies to projects
fuided from specific sources only:
J.l. applies to all projects funded
with Development Assistance loans, and
B.3. applies to projects funded from

ESF.

CROSS REFERENCES: IS COUNTRY CHECKLIST
UP TO DATE? HAS
STANDARD ITE
CHECKLIST BEZEN
REVIEWZD FOR TEIS
- PROJECTI?

Al GENERAL CRITERIA FPOR PROJECT

1. PY 1986 Continuina Pesblution

Sec. 524: FPAA Sec. 634A.

Describe how authorizing and
appropriations cormittees of
Senate and House have been or
will be notified concerning
the project.

--2,—FAA Sec. 611(a)(l). Prior to
obligation in excess of
$500,000, will there be (a)
engineering, financial or
other plans necessary to
carry out the assistance and
(b) a reasonably firm estimte
of the cost to the U.S. of
the assistance?

3. FAA Sec. 6ll(a)(2). 1If
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?

CN’

N/A

(Y



4.

6..

FAA Sec. 6l1(b): FY 1986
ContinrvinGg Resolution Sec.
20l. If rfor water or
water-related land resource
construction, has project met
the principles, standards,
and procedures established
pursuant to the Water
Resources Planning Act (42
U.85.C. 1962, et seg.)? (See
AID Handbook 3 for new
guicdelines.)

FAA Sec. 611l(e). “If project

is capital assistance (e.g.,
construction), and all U.S.
assistance for it will exceed

$1 million, hes Kission

Director certified znd
Regional Assistant
Administrator taken into
consideration the country's

“capability effectively to
~maintain and utilize the

project?

PAA Sec. 209._515 project

susceptible td execution as
part of regional or
multilateral project? If so,
why is project not so
executed? Information and

conclusion whether assistance’

will encourage regional
development programs.

FAA Sec. 601(a). Information

and conclusions whether
pruv.ects will encourage .
efforts of the country to:

" (a) increase the flow of

international trade; (b)
foster private initiative and
competition; and (c)
encourage development and use
of cooperatives, and credit
unions, and savings and loan
associations; (d) discourage
monopolistic practices; (e)
improve technical efficiency
of industry, agriculture and
commerce; and (f) strengthen
free labor unions.

Yes, project encouraces
regional ‘development . -
programs

Yes



10
‘e

S.

PAA Sec, 601(%), Information
and conclusions on how
project will encourage U.S.
private trade and investment
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).

PAA Sec. 612(b), 636(h): FY
1986 Continuing Resolution
Sec., 507. Describe steps
taken to assure that, to the
maximum extent possible, the
country is contributing local
currencies to meet the cost
of contractual and other
services, and foreian
‘currencies owned by the U.S.
are utilized in lieu of
dollars.

10., FAA Sec. 612(d). Does the

11.

l2.

U0.S. own excess foreign
—¢urrency of thé country and,.
if so, what arrangements have
been made for its release?

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

FY 1986 Continuina Resolution

Sec. 522. 1If assistance is
for the production of any
commodity for export, is the
commodity likely to be in
surplus on world markets at
the time the resulting
productive capacity becomes
operative, and is such
assistance likely to cause
substantial injury to U.S.
‘producers of the same,
similar or competing
commodity? '

AMNMNEX P
Pace 11 of 4

Yes

Yes

N/A

Yes

No
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13. P22 118(c) 2nd (d). Does the Yos
project comply with the
environomental procedures set
forth in AID Reculation 1lé.
Does the project or program
take into consideration the
problem of the destruction of

tropical forests?

14, FAA 121(d). If a Sahel :
project, has a determination N/A
been made that the host
government has an adequate
sysen for accounting for and
controlling receipt and
expenditure of project funds

. (dollars or local currency
. .generated therefrom)?

15. FY 1986 Continuing Resoclution No
Sec. 533. 1Is disbursement of
the assistance conditioned
solely on the basis of the.
policies of any multilateral
institution?

16. ISDCA cf 1985 Sec. 310. For N/A
development assistance’ )
projects, nhow much of the
funds will be available only
for activities of
economically and sccially
disadvantaged enterprises,
historically black colleges
and universities, and private
and voluntary organizations
which are controlled by
individuals who are black
Americans, dispanic
Americans, or Native
Anericans, or who are
economically or socially
disadvantaged (including
women)?




B. FUNDING C2ITZRIA FOR PRQOJECT

1. Develoorent Assistance

Project Criteria

a.

FAA Sec. 102(a), 111,

113, 28l(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 of
appropriate technoloay,
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
sustained basis, using-
the appropriate 1.S.
institutions; (b} help
develop cooperatives,
especir lly by technical

- assist..nce, to assist

rural and urban poor to
help themselves toward
better life, and
otherwise 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, (e) utilize and
encourage regional

cooperation by developing

countries?

Project will make a .
positive contribution
on-all paints. '



d.

e.

FAA Sec., 103, 103A, 104,

175, 106, Dces the

. project fit the criteria

for the tyoe of funds
(functional account)
being used?

FAA Sec. 107, 1Is

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)?

PAA Sec. 110(a). Wil

the recipient country
provide at least 25% of
the costs of the program,
project, or activity with
respect to whch the:
assistance-is to be

“furnished (or is the

latter cost-sharing
requirement being waived
for a "relatively least .
developed country)?

FAA Sec. 122(b). Does

the activity give
reasonable promise of
contributing to the
development of economic
resources, or to the
increase of productive
capacities and
self-sustaining-economic

growth?

ANNEX F
Pace 14 of 34

Yes

Yes

Yes, through direct
countéerpart contribution
and subborrower capital
requirements. :

Yes



f.

. g;

FAA Sec. 128(b), If the
activity attempts to in-
crease the institutional
capabilities of private
organizations or the
government of the
country, or if it
attempts to stimulate
scientific and
technological research,
has it been designed and
will it be monitored to.
ensure that the ultimate
beneficiaries. are the
poor majority?

FAA Sec. 281(b).
Describe extent to which
program recognizes the
particular needs,
desires, and capacities
of the people of the
-country; utilizes the

. country's intellegtual’

resources to encourage
institutional

development; and supports

¢ivil education and
~training in skills
required for effective
participation in
. governmental processes
essential to
self-government.

ANNEX F
Page 15 of 34

Ves

Project will conform
to the extent
practicable.



2. Develorment Mssistance Project
! Critaria (Leoans Nplv)
a. FAA Sec. 122(b).

Information an conclusion on
capacity of the country to
repay the loan, at a
reasonable rate of interest.

FAA Sec. 620(d). 1If

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

? . Economic Supvort Fund Project

‘Criteria

a.

FAA Sec. 531(a). Will this"

" assistance promote economic

and political stabilitv? To
the maximum extent feasible,

-is this assistance

consistent with the policy
directions, purposes, and
programs of part I of the
PAA? ~

FAA Sec. 531(c). Will

assistance under this
chapter be used for
military, or paramilitary
activities? :

ISDCA of 1985 Sec. 207.

Will ESF funds be used to
finance the construction of,
or the operation or )
maintenance of, or the
supplying of fuel for, a
nuclear facility? 1If so,
has the President certified

N/A

N/A




d.

that such country is a
party to the Treaty on the
Non-Proliferation of Nuclear
Weapons or the Treaty

for the Prohibition of
Nuclear Weapons in Latin
America (the "Treaty of
Tlatelolco"), cooperates
fully with the IAEA, and
pursues nonproliferation
policies consistent with

those of -the United States?

FAA Sec. 609. IF

commodities are to be
granted so that sale
proceeds will accrue to the
tecipient country, have
Special Account
(counterpart) arrangement

s
been made? B

ANNEX F
Page 17 of 34



5C(3) - STANDARD ITEM CHECKLIST

Listed below are the statut O'j itens
which norrally will be covered
routlnely in those provisions of an
assistance agreenent deallng with its
implementation, or covered in the
agreement by imposing limits on
certain uses of funds. :

These items are arranged under the
general headings of (A) Procurement,
(B) Construction, and (C) Other

Restrictions.,
A. Procurement
1. FAA Sec. 6032, 'hre there

.2‘

arrangements to permit U.S..
small business to
participate equitably in the
furnishing of commodities
and services finance@?-

" FAA Sec. 604(a). Will -all

procurenent be from the U, S.
eXcept as otherwise
deternined by the President
Oor under delegation from

Chim??

"FAA Sec. 604(4JT If £he

cooperating country
discriminates against marine
insurance companies
authorized to do business in
the -U.S., will- commodities
be insured in the United
States against marine risk
with such a company?

FAA Sec. 604(e): ISDCA of

1980 Sec. 705(a). 1If

offshore procurement of
agricultural commodity or
product is to be financed,
is 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.s.)

ANNEX F
Page 18 of

Yes

Yes, .and' 941 code

N/A

N/A
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5

6.

7.

FMLA Sec. 604(a). will
eonstruction or encineering
services be procured from
firms of countries which
receive direct economic
assistance under the FAA and

which are otnerwise eligible-
. under Code 941, but which
‘have attained a competitive

capability in international
markets in cne of these
areas? Do these countries
permit United States firms
to compete for construction
or engineering services
financed from assistance
programs of these countries?

FAA Sec. 603. 1Is the
shipping excluded from
compliance with requiremeht
jn 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 carco
liners, and tankers)
financed shall be
transported on privately
"owned U.S. flag commercial.
—~Vvessels to the extent such
vessels are available at
fair and reasonable rates?

FAA Sec. 621. 1If technical
assistance 1is financed, will
such assistance be furnished
by private enterprise on a
contract basis to the
fullest extent practicable?
If the facilities of other
Federal agencies will be
utilized, are they
particularly suitable, not
competitive with private
enterprise, and made
available without undue
interference with domestic
programs?

ANNEX F

Page 192 of 3=

Yes, Yes

No, Waivers on case

.by case basis

N/A
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8. International Air
Transoporcation Fair Yes
conpetitlve rraccices Act,
1974, If air transporcation
of persons or property 1is
financed on grant basis,
will U.S. carriers be used
to the extent such service
is available?

9. FY 1986 Continuing ~
Resolution Sec. 504. If the
U.S.-Government -4s a party
to a contract for
procurement, .does the
contract ccntain a provision
authorizing termination uf

. such contract for the
convenience of the United
States?

Yes

‘B. Construction

1. FAA Sec. 601(&). If capital Yes
(e.g., construction)
project, will U.S.
engineering and professional
services be used?

2. PAA Sec. 611(c). 1If Yes
contracts ror construction
are to be financed, will.
they be let on a competitive
basis to-maximum extent
practicable?

3. FAA Sec. 620(k). If for Yes
construction of productive
enterprise, will aggregate
value of assistance to be
furnished by the U:S. not
exceed $100 million (except
for productive enterprises
in Egypt that were described

in the CP)?

\ 4



Ce.

Other Restrictions

1.

4,

FAA Sec, 122(%)., If

davelopnment loan, is
interest rate at least 2%
per annum during grace
period and at least 3% per

annum thereafter?

FAA Sec. 301(d). If fund is

established solely by U.S.
contributions and
administered by an
international organization,
does Conmptroller 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

Communist-bloc countries?

Will arrangements preclude
use of financing:

_a. FAA Sec. 104(f): FY 1986

Continuinag Resolution
Sec. 526. (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 to
any person to undergo

Yes

N/A

Yes

WA~

ANNEX T
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"ANNEX F
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sterilization; (3) to
pay for any biomedical
research which relates,
in whole or part, to
methods or the
performance of abortions
or involuntary

—sterilizations as a
means of family
planning; (4) to lobby
for abortion?

b. FAA Sec. 488. To Yes
reimburse persons, in
the form of cash
payments, whose illicit
drug crops are

eradicated?.

¢. FAA Sec. 620(ag). To A Yes
compensate owners for: :
expropriated .. .. ..

.nationalized property?

d. FAA Sec. 660. To .. _ _ Yes
“provide training or- - -
advice or provide any .
£inancial support for
police, prisons, or
other law enforcement
forces, except for
narcotirs programs? -

e.. FAA Sec..662. Por CIA Yes
activities? '
f. FAA Sec. 636(i). For Ves

purchase, sale,
long~-term lease,
exchange or guaranty of
the sale of motor
vehicles manufactured
outside U.S., unless a
waiver is obtained?



h.

i.

k.

1.

FY 198§ Continu
"""" Scec. 093,

To poy pcnsicns,

ennuities, retirement

' pay, or edjusted service

compensation for
military personnel?

FY 1986 Continuing
Resolution, Sec. -05.
To pay U.N. assessments,
arreesrages or dues?

FY 1986 Continuing
Resoiution, sSec. >06.

To carry out provisicns

of FAA section 209(d)
(Transfer of FAA funds
to multilateral
organizations for
lending)?

FY 1986 Continuing
Resolution, sec. »10.
To fipance tne export of

‘ puclear..equiprment, fuel,
‘or technology?

FY 1986 Continuing
Resolution, Sec. oll.’
For the purpoce o:

~ aiding the efforts of _

the government of such
country to repress the
legitimate rights of the
population of such
country.contrary to the
Universal Declaration of
Human Rights?

FY 1986 Continuing
Resoluction, Sec. o1l6.

. To be used ror publicity

or propaganda purposes
within U.S. not
authorized by Congress?

Yes

Yes

Yes

Yeé

Yes

Yes

ANNEX F .
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CHECKLIST

!')

3(A)2 HONZROSECT ASSISTA

The criteria licted in Par: A are
applicable generally to FAA funds, and
should be used irrespective of the '
progran's fundlng source, In Part B a
distinction is made between the
criteria applicable tc Economic

Support Fund assistance and the
criteria applicable to Develoament
Assistance. Selection of the criteria .
will depend on the funding source for

the program.

CROSS REFERENCES: IS5 COUNTRY
: CHECZLIST OP TO
DATE? IDINTIFY.
HAS STANDARD ITEM
CHECKLIST BEEN
REVIEWED?

A.  GENERAL CRITERIA FOR NONPROJECT
" ASSISTANCE

l. FY 1ysd Contiﬁﬁina-Resolutidﬂ N/A
- Sec. 524; FAL Sac, GL4A.

‘Describe how authorizing and'.
appropriations comnittees of
Senate and House have been or
will be nOLlf’Ed concerning

_ the projec .

2. PAA Sec, 61i(a)(2). 1If
further legislacive action is
required within recipient
country, what is basis for
reasonable expectation that
such action will be completed
An time to permit orderly
accomplishment of purpose of
the assistance?

3. FAA Sec. 209 1Is assistance
more efficigntly and
effectlvely given through
regional or multilateral
organizations? 1If

ANNEX F

Page 24 of 34
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4.

5.

6.

so0, why is assictance not so
given? Information and
conclusion whether assistance
will encourage regional
develecpment programse.

FAA Sec. 601(a) Information'

and conciusions whether
assistance will encourage
efforts of the country to:
(a) increase the flow of
international trade: ({(Db)
foster private initiative and
competition; (c) encourage
development and use of
cooperatives, credit unions,
and savings and loan
associations; (d) discourage’
monopolistic practices; (2).
improve technical efficiency -
of industry, agriculture, and
commerce; and (£) 'strengthen
free labor unions.

FAA Sec. 601(b) Information

and conclilusions on how .

_assistance will encourage U.S.

private trade and investment
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), 636(h); FY

1986 Continuina Resolut:on

Sec. 507. Describe steps

taken to assure that, to the

maximum extent possible, the
country is contributing local
currencies to meet the cost of
contractual and other
services, and foreign
currencies owned by the U.S.
are utilized in lieu of
dollars.

ANNEX T
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7.

10.

FAA Sec. 612(d). Does the

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

PAA Sec. 601(e). Will the'

assistance utilize competitive
Selection procedures for the
awarding of contracts, except
where applicable procurement
rules allow otherwise? -

FAA 121(d). If assistance is

being furnished under the
Sahel Development Program, has
a determination been made that
the host government has an

adequate system for accounting . .

for and controlling receipt
and expenditure of A.I.D.
funds? _

PY 198A Continuing Resqlution

Sec. 533. 1Is Gisbursement or

the assistance conditioned

solely on the basis of the ' .
policies of any multilateral .

institution? )

B. FUNDING CRITERIA FOR NONPROJECT

ASSISTANCE

— —— - ——

1.

Nonoroject Criteria for
Economic Suvport Funa

a. FAA Sec. 531(a). Will
this assistance promote
economic and political
stability? To the maximum

-extent feasible, is this

assistance consistent with the
policy directions, purposes,
and programs of part I of the
FAA?

b. FAA Sec. 531(c). WwWill
assistance under this chapter
be used for military, or
paramilitary activities?

Page 26 of 34




c. FAA Sec. 531(d). Will ESF
funds maae available for
commodity import programs oOr
other program assistance be
used to generate local
currencies? If so, will such
local currencies be available
to support activities
consistent with the objectives
of PAA sections 103 through

1062 .

d. ISDCA of 1985 Sec. 205,
Will ESF funcs made available
for commodity import programs
be used for the purchase of
agricultural comnmodities of
United States-origin? 1If so,
-what percentage of the-funds -
will be so used?

e.. ISDCA of 1985 Sec. 80l.
If ESF funds will be used to
finance imports by an African
country (under a commodity '
- import program or sector
program), will the agreement..
require that those imports be
used to meet long-term
development needs in those
countries in accordance with
_the following criteria?

(i) spare parts and other
imports shall be ‘allocated
on the basis of
evaluations, by A.I.D., of
the ability of likely
recipients to use such
spare parts and imports in
a maximally productive,
employ.icnt generating, and
cost effective way;

(1i) imports shall be
coordinated with
investments in accordance
with the recipient
country's plans for
promoting economic
development. A.I.D. shall

ANNEX F
Page 27 of 3:<
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essess such plans to
determine whether they will
effectively promote
economic aevelopment;

(iii) emphasis shall be
placed on imports for
agricultural activities
which will expand .
agricultural production,
particularly activities
which expand production for
export or production te
reduce reliance: on imported
agricultural products;

(iv) emphasis shall also
be placed on a.distribution
" "of imports having a2 broad
development impact in terms
of economic sectors and
geographic regions;

(v) in order to maximize
the likelihood that the
impor:s financed by the

- United States under the ESF’
Chepter are in addition to
imports which would
otherwize occur,
consideration shall be
given to historical
patterns of foreign
e¥xchange uses;

(vi){(A) seventy-five
percent of the foreign
Currencies generated by the
sale of such imports by the
government of the country
shall be Cdeposited in a
special account established
by that government and,
except as provided in .
subparagraph (8), shall be
available only for use in
accordance with the
agreement for economic
development activities



Section 102 o the Fﬁk and

(B) the 4greement shalj
fequire that the government
of the country make

requirer "ts of the Uniteq

Stateg Government.

commodities are to pe 9ranteg
S0 that Sale Proceeds will
accrue to the recipient

ANNEX F
Page 79 of 34



2.

Nonorodject Criteria for
Develcnnent Assistance

a. PAA Sec. 102(a); 111: 113:

23l(a). Extent to whicn
activity will (a) effectively
involve the poor in
development, by extending
access to economy at local
level; increasing
labor-intensive production and
the use of appropriate
technology, spreading
investnent out froh cities to
small towns and rural areas,
and insuring wide
participation of the poor in

the ben=2fits of development on

& sustained basis, using the
approprrate U.S. institutions;
(b) help develop cooperatives,
especially by technical
assistance, to asdist rural.
and urban poor to help

themselves toward better life,

and othecrwise encourage

“democratic private and local.
governmental institutions; (c)
support the self-help efforts
of develowing countries; (4d)
promote the participation of
.women in the national
economies of developing
countries and the improvement
of women's staitus; and (e)

utilize and encourage regional

cooperetion by developing
countries?

b. FAA Sec. 103, 103A, 104,
105, 106, 10/. 1Is assiscance
being made available:

(include only applicable
paragraph vhich corresponds to
source of funds used. If more
than one fund source is used
for assistance, include
relevant paragraph for each
fund source.)

N/A
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(1) [103] for agriculture,
rural developnent oOr
nutrition: if so (a) extent to
which activity is specifically
designed to increase
productivity and income of
rural poor; [103A] if for
agricultural research, full
account shall be taken of the
needs of small farmers, and
extensive use of field testing
to adapt basic research to
local conditions shall be
made: (b) extent to which
assistance is used in
coordination with efforts
carried out under Sec. 104 to
help improve nutrition of the
"people of developing countries
t-rough encouracement of
increased production of crogrs
with greater nutritional
value, improvement of
planning, research, and" .
education with respect to
nutrition, particularly with
reference to.inmprovenent and-
expanded use of indicenously -
pruduced foodstuffs; and the
undertaking of pilot or
demonstration of poor and
_vulnerable people; and (c)
extent to which activity
increases national food
security by improving food
policies and management and by
strengthening national food
reserves, with particular
concern for the needs of the
poor, through measures
encouraging domestic
production, building national
food reserves, expanding
available storage facilities,
reducing post harvest food
losses, and improving food
distribution.
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(2) [104] for Populatjion
planning uUnder sec, 104(b) or
health Under sec, 104(c); if
50, extent to which activity
emphasizes low-cost, .
integrated delivery Systems
for health, hutrition ang
family Planning for the
POoorest People, with
Particular attention to the
needs of mothers ang Young
children,_using-paramedical
and auxiliary medical ,
bPersonnel, ¢linies ang health
posts, Commercial distribution
8Ystems ang Other modes of
community research.,

(3) [105; 'fof”education,
public administration, or
humar rFesources development:
if so, (a) extent to which
Activity strengthens nonformal
education, makes formal
education more relevant,
&specially for rural families
and urban poor, or Strengthens
hanagenent Capability of
institutions eénabling the poor
to Participate ip development;
and (b) extent to which
assistance bProvides advanceg
education and training of
bPeople in developing countries
in such disciplines as are
fequired for Planning ang
implementation of public ang
private-development activities,

(4) 1106) for technical
assistance, énergy, research,
reconstruction, and selected
development problems: if so,
extent activity ig. (i)(a)
concerned with data


http:train.ng

collection and analysis, the
training of skilled oersonnel,
research on and development of
suitable energy sources, and
pilot projects to test new
methods of energy production:
and (b) facilitative of
geological and geophysical
survey work to locate
potential oil, naturel gas,
and coal reserves and to
encourage exploration for
potential oil, natural gas,
and coal reserves,’

(ii) technical cooperatibn
and development activities,
especially with U.S. private

and voluntary, or regional and

international aevelopment,
organlzatlons,

(iii) research into, and
evaluation of, econonig
developnent processes and
techniques;

{iv) reconstruction atter
natural or manmade disaster:

(v) for special development

provlems, and to enable proper:

utilization of earlier U.S.
infrastructure, etc.,.
assistance;

(vi) for special development,
especially small
labor-intensive enterprises,
marketing systems, and
financial or other
institutions to help urban
poor participate in econonic
and social development.
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(5) [107) 1is appropriate
effort placed 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.)

c. PAA 118(c) and (d). Does
the assistance comply with the
environmental procedures set
forth in AID Regulation 16.
Does the assistance take into
consideration the problem of
the destruction of tropical
forests?

t. FPFAA Sec. 281(b) Describe
extent to wnich the activity
recognizes the particular
needs, desires, and capacities
of the people of the country;
utilizes the country's
intellectual resources to
encourage institutional
development; and supports
civic education and training
in skills required for
effective participation in
governmental and political
processes essential to
self-government.

e, FAA Sec. 122(b) Does the
activity give reasonable
‘promise of contributing to the
development of economic

' resources, or to the. increase
of productive capacities and
self-sustaining economic
growth?
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MISSION DIRECTOR'S GRAY AMENDMENT CERTIFICATION

"I, Nadine Plaster, as Director of the Regional Office of
Central American Programs, hereby certify that the procurement
plan was developed with full consideration of maximally
involving Gray Amendment organizations in the provision of
required gyoods and services of LAAD-CA subborrowers, and that
the Agribusiness Export Development and Promotion Projec% is
appropriate for minority or Gray Amendment organizational
contracting."” '

oy @&u@%)

Nadine Plaster
Director

Dd 5, 1980

\Dite
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GRAY AMENDMENT OPPORTUNITIES

It is anticipated that Gray Amendment defined firms will
express interest in the provision of services and/or commodities
to be purchased by LAAD-CA and LAAD-CA subborrowers as a direct
result of loan activities financed under the project. Similar
consideration and encouragement for Gray Amendment firms will be
available through indirect procurement activities related to
project loan activities.

Given the ICI nature of the project, LAAD-CA is required to
comply with all AID procurement regulations stated in HB 1,
Supplement B, Chapter 19. '



