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AUTHORIZATION AMENDMENT

NAME OF COUNTRY : Dominican Republic

NAME OF PROJECT

Commercial Farming Systems
NUMBER OF PROJECT : 517-0214

NUMBER OF LOAN 517-T--066

Pursuant to Section 103 of the Foreign Assistance Act of 1961, as amended,
the Commercial Farming Systems Project for the Dominican Republic was
authorized on June 1, 1987. That authorization is hereby amended as follows:

1. In paragraph 2, the second sentence is amended to read as follows:

“"The Rural Financial Services component will be implemented under a
grant agreement with the Central Bank of the Dominican Republid; the
agribusiness credit component ("bridge credit”) will be implemented
through a loan agreement with the Technical Secretariat of the Presidency

("TSP"); and the Agricultural Technology Development component will be

implemented under a grant to the non-profit Agricultural Development

Foundation (ADF)."



2, In paragraph 3.d., Conditions Precedent to Disbursement, First

Disbursement (Loan), subsections (iii) and (iv) are to be replaced, and new

subsections (v), (vi), and (vii) shall be added, to read as follows:
"(iii) A description of the mechanism within the Technical
Secretariat of the Presidency by which the TSP shall perform its
functions under this Agreement and under its contract with the
Depository Bank.
"(iv) Evidence that the Depository Bank has the administrative and
financial management capabilities required to comply satisfactorily
with its responsibilities under the contract with the Technical
Secretariat of the Presidency;
"(v) A copy of the contract between the Technical Secretariat of the
Presidency and the Depository Bank, which fully describes the
responsibilities of the Depository Bank; the systems, criteria,
procedures and reports to be employed; tue fee arrangements; and the
structure of rates of interest to be used at all levels in the
program.
“(vi) A copy of the model contract to be utilized between the
Depository Bank and the Participating Financial Institutions (PFIs)
which describes the terms, conditions and procedures by which the
PFIs will gain access to project funds for their lines of credit as
well as the standard provisions to be contained in agreements between

the PFIs and their agribusiness borrowers.



“(vii) A project reporting plan that specifies the content and
frequency of reports that will be provided by the PFIs to the
Depository Bank, by the Depository Bank to the Technical BSecrecariat,
and by the Technical Secretariat to A,I.D."

3. In (e.), Special Covenants (Loan), the following language shall be

added:

a. At the end of paragraph e.(i) the sentence "The costs of evaluations

shall be paid from the Fund, which includes the contributions of A.I.D.

and the Borrower and any interest earned thereon, in the manner to be

indicated in Annex I to the Loan Agreement” shall be added.

b. An additional paragraph e.(iii) which shall read:
"(i11) Annual Audits: The Parties agree to establish a plan of
outside audits for the Project, the cost of which shall be paid from
the Fund, which includes the contribution of A,I.D. and the
Cooperating Country, and any inrerest earned on the principal in the
manner indicated in Annex 1. An independent audit firm will be
contracted by the TSP each year to perform a financial and compliance
audit in accordance with U.S. Government audit procedures. The
Cooperating Country will provide every reasonable assistance to
facilitate the performance of these audits and will provide copiles of

the complete audit reports to A.I.D. on a timely basis. In addition,



on request, TSP shall direct the auditors to provide any additional
reasonable supporting documentation or information requested by
A I.D."

4, The original authorization cited above remains in force except as

hereby amended.

Moo Wb

Thomas W. Stukel
Director
USAID/Dominican Republice

Q/l\[/??
"[ Date



PROJECT AUTHORIZATION

NAME OF COUNTRY/ENTITY: Dominican Republic
NAME OF PROJECT: Commercial Farming Systems
NUMBER OF PROJECT: 517-0214

1. Pursuaat to Section 103 of the Foreign Assistance Act of 1961, as aumended,
I hereby wuthorize the Commercial Farming Systems Project for the Domirican
Repubiic inveolving planned obiigations of not to exceed Ten Million United
States Dollars (US$10,000,000) in loan funds and Four Million Seven Hundred
Fifty Thousand United States Dollars (US$4,750,000) in grant funds over rhreau
years from the date of authorization, subject to the availability of f.wis in
accordance with the A.I.D. OYB/allotment process, to help in financing ‘.oreign
exchange and local currency costs for the project. The planned life c¢f che
project is five years from the date of initial obligation.

2, The Project consists of assistance to (1) improve the functioning { wural
financial systems that provide access to savings and credit to farmers
marketers of nontraditional agricultural products, (2) provide additional
credit tied to increased agribusiness outgrower contracting and (3) make
available improved production technology for producers of such products.

The Rural Financial Services component wili be implemented under a
loan—grant agreement with the Central Bank of the Dominican Republic, and the
Agricultural Technology Development component under a grant to the non-profit
Agricultural Development Foundation (ADF).

3. The Project Agreements which may be negotiated and executed by the
Officers 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,
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a. Interest Rate and Terms of Repayment

Th2 Cooperating Country shall repay the loan to A.I.D. in U.S.
bollars within tweaty-five (25) years from the date of the first disbursement
of the Loan, including a grace period of not to exceed ten (10) years. The
Cooperating Country shall pay to A,I.D. in U.S. Dollars interest from the Date
of first disbursement of the loan at the rate of (a) two percent (27%) per
annum for the first tive (9) years, (b) three percent (3%) per annum for the
next five (5) years, and (c) five percent (5%) per annum thereafter on the
outstanding disbursed balance of the Loan and on any due and unpaid interest
accrued thereon.

b. Source and Origin of Commodities, Mationality of Services -— Loan

Funded

Commedities financed by A.I.D. under the Project shall have their
source and origin in A.L.D. Geographic Code 941 and the Dominican Republic,
except as A.1.D. may otherwise agree in writing. Except for ocean shipping,
the suppliers of commodities or services shall have countries included in
A.I.D. Geographic Code 941 and the Dominican Republic as their place of
nationality, except as A.I.D. may otherwise agree in writing. Ocean shipping
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, other
countries in Code 941 and the Cooperating Country.

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

Commodities financed by A.I.D. under the Project shall have their
source and origin in the United States (A.I.D. Geographic Code 000) or the
Dominican Republic, except as A.1.D. may otherwise agree in writing. Except
for ocean shipping, the suppliers of commodities or services shall have the
Inited States or the Domlnican Republic as thelr place of nationality, except
as A,I,D. may otherwise agree in writing.

Ocean shipping, 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.



-3~

d. Conditions Precedent to Distursement

First Disbursement (Loan). Prior to the disbursement of auy [uuds

under the Loan, or to the issuance by A.I.D. of documentation pursiant '«
which disbursement will be made, the Borrower shall, except as the Pariics may
otherwise agree in writing, furnish to A.IL.D. in form and substance
satisfactory to A.IL.D.:

(i) An opinion of the legal advisor to the Borrower that the
Agreement has been duly authorized and executed on behalf of the Borrowei, aud
that it constitutes a valid and legally binding obligation of the Borrowwr in
accordance with all of its terms;

(ii) A statement of the name of the person who will represent the
Borrower, and of any additional representatives, together with a specim:a
signature of each percon specified in such statement;

(ii1) Written operational guidelines which describe, inter alia,6 all
of the procedures, including sub-lcan application forms, approval and
disbursement arrangements, use of recuperations, auditing and accounting
procedures, and the eligibility criteria which will be applied to the use of
A, I.D —-furnished loan funds; and

(iv) A copy of the agreement to be utilized between the Fondo para =l
Desarrollo Econdémico (FIDE) and the Participating Financial Institutions
(PFIs) which describes the terms, conditions, and procedures to be employed by
PFIs to access project funds for their lines of credit.

First Disbursement (RFS Grant). Prior to the disbursement of any

funds under the Grant for Rural Financial Services, or to the issuance by
A.1.D, of documentation pursuant to which disbursement will be made, the
Grantee shall, except as the Parties may otherwise agree in writing, furnish
to A.I.D. in form and substance satisfactory to A.I.D.:

(1) Evidence that the equipment and vehicles that have been funded by

AID for the Rural Savings Mobilization Project have been assigned for use by

the RFS component.



-ty

(1i) Procedures and financial controls/audit plans for the

Administrative lL.oan Fund and the Stabilization/Reserve Fund, and
(1ii) An initial implementation plan fcr the RFS component.
First Disbursement (Ag. Technology Development Grant)

Prior to the disbursement of any funds under the Grant for
Agricultural Technology Development, or to the issuance by A.I.D. of
documentat-ion pursuant to which disbursement will be made, the Grantee shall,
except as the Parties may otherwise agree in writing, furnish to A.I.D. in
form and substance satisfactory to A.I.D.:

(1) Evidence that the ADF has been legally incorporated, that the
Board of Directors and its operating committees have been named, and that a
fulltime Executive Director and financial manager have been appointed.

(11i) Evidence that the Endewment Fund has been established with an
agreed contribution by members of the ADF, and arrangements have beer made for
the GODR counterpart contributicn; and

(iii) Plans for management and control/audit of the Endowment Fund,
and certiiication by a CPA acceptable to A.I.D. that it has established an
appropriate financial management system for the AID funds.

Disbursement for Research Grants

Prior to the disbursement of any funds to researchers under the Graat
for Agricultural Technology Development, or to the issuance by A.I.D. of
documentation pursuant to which such disbursement will be made, the Grantee
shall, except as the Parties may otherwise agree in writing, furnish to A.I.D.
in form and substance satisfactory to A.I.D.:

(1) A draft research program, and

(ii) Operational procedures for making and supervising research
grants.

e. ' Special Covenants (Loan)

The cooperating country shall covenant as follows:

(1) Evaluation Plan. Except as A.I.D. may otherwise agree in

writing, the cooperating country will prepare and submit to A.I1.D., in form
and substance satisfactory to A.I,D., within 12 months of the signing of this

Agreement a time-phased plan for project evaluation,
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(1i) Support of Commercial Farming. Except as A,I1.D, may otherwise

agree in writing, the cooperating country:

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

(b) Aprees, for the repayment period of the loan, to utilize the
principal repayments made by the PFIs for lines of credit which meet the
original purpose and objectivec of the project;

(c) Agrees that loan funds will not be used for projects
involving the production or processing for export of sugar, citrus, Af:ican
palm o0il, nor for pesticides and severe chemical treatment such as tanneries
or extensive land clearing or road construction in hillside areas, nor for
traditional exports as defired under Dominican Law No. 69; and

(d) Agrees to take the necessary steps, censistent with guidance
to be furnished by A.L1.D., to assure that Project funds are not used to
increase agricultural expor+s to countries other than the United States when
those exports would cause substantial injury to U.S5. exporters of a similar

agricultural commodity.

" Date 7

G
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PROJECT PAPER ADDENDUM
Commercial Farming Systems: Bridge Credit Component
(Project No. 517-0214)

A. Purpose

The purpose of this addendum to the Project Paper is to describe a change
in the Bridge Credit component that has occurred since the PP and
Authorization were completed and signed on June 1, 1987, and its implications
for project management.

B. Background

At the time when we conducted the analyses for the project paper
(Fall/Winter 1986), we expected to continue to use the Central Bark's Fondo de
Inversion para el Desarrollo Econémico (FIDE) as the most appropriate channel
for the loan. FIDE had been the implementer of the loan component of the
Agribusiness Promotion Project. Some delays had been experienced in
processing credits, and the tendency of FIDE to second-guess ths private tanks
in their feasibility judgements on individual subloans was proving more
difficult to alter than expected. We were working with FIDE to improve ti.:
situation and believed that FIDE was performing respectably in adhering . the
purposes of the project and disbursing credits to the participating Financial
Institutions (qualified Private Commerciai and Development Banks), known -
PFIS. We further believed that, with an additional injection of Us$10 MZition
for the new program to on-lend to firms using outgrowers, we could continuc to
influence FIDE to become more agile and responsive in dealing with this ke
sector. Accordingly, in early June, we intended to sign a combined Loan-Grant
Agreement that would finance the Grant to continue and expand the Rural
Savings Mobilization Program and the Loan for the so-called Bridge Credit Fund
for outgrower—based Agribusiness.

While negotiations on final details were under way, USAID contracted for
an external audit of FIDE's stewardship of the Agribusiness Loan Fund, in
order to satisfy our financial analysis and payment verification requirements
and to confirm a number of indications we had of problems which we had been
observing since May of this year. The audit, completed in July 1987, found
that FIDE had failed to comply with the terms of the Loan Program in the
following significant ways:

- External audit programs of the PFIs and project evaluation plans had
not been initiated; FIDE was not monitoring final use of the funds or
PFIs' general performance.

- Subloan approvals were taking place over 11 weeks, rather than the
two weeks intended; and disbursements after approval were averaging 7
weeks rather than the stipulated 5 days.
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- Accounting and procurement records had not been properly maintained,
and the audited financial statements for the year ended 12/31/86 had
not been completed.

Based on these findings, in July USAID suspended further disbursements under
rhe Agribusiness Loan until these problems could he resolved.

In addition, during th> sawe period the Monetary Board and the Governor of
the Central Bank began taking aggressive steps to control the rapid
devaluation of the peso. Not only were strict controls imposed on foreign
exchange, and an official exchange rate established and set weekly at levels
below market exchange rates, but the Bank began to constrict the money supply,
partly by control at the monetary board level of all Loan approvals and
disbursements of FIDE and other Central Bank windows. We have concluded that
these controls have effectively undercut our efforts to improve the FIDE
procedures. Although these measures are described by the GODR as temporary,
we find that as loug as FIDE is subject to being an ad hoc instrument of
monetary policy, it cannot also respond adequately or independently to
agribusiness financing requirements.

We began to discuss with the Technical Secretariat of the Presidency (1SP)
approaches to resolving this issue so as to sign the Agreement., The
Jiscussions have focussed on alternatives to the Central Bank/FIDE model. The
fund mechanism described below has been accepted in principle as the best
alternative, With this approach, we expect to achieve the following:

(1) A sounder and more responsive Loan Fund;

{2) A precedent that may allow the separation of the handlirg of project
funds from cumbersome FIDE and other GODR disbursement procedures; and

(3) Development of a financial mechanism that may be applicabhle in our
local currency credit programs as well as DA projects.

This change affects the only the implementation mechanism of the Bridge Credit
Fund of the project. The goal, purpose, end of project indicators and inputs
or this and other components are not affected by this modification.

C. Description of the Fund Arrangement

This Bridge Credit Fund now will be set up and managed as described below.

1. Objective and General Description

The Fund, or Project funds, as used in this description, includes the
contributions of AID and the GODR, and any Iinterest earned on such
contributions. USAID will make a loan of US$10 million to the GODR to help
create the Fund which will function as described below. The GCDR will previde

NV
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in local currency the equivalent of US$2.5 million in counterpart to initiate
the Fund. By tte end of the Project, the Fund is expected to increase ti:
incomes and commercial farming experiences for approximately 6,000 farmncis.

Loans will be chamnelled to agribusinesses that draw a signific:at
percentage of thelr raw materials (measured by value, from these
farqner-outgrowers. Utilizing the loans provided under the Fund, the
agribusinesses will be able to provide support to the outgrowers (commonly
called "bridge credit”) in the form of cash, inputs such as feed, fertilizer
and pesticides, and services such as land preparation and/or technical au-ice
by trained agronomists or horticulturists. At the end of the cropping period,
the agribusinesses will calculate the balance of credit extended to the
farmer-outgrowers against the purchase price of the production that was
accepted for packing or processing by the firm, and will settle accounts
accordingly.

2. Levels of Participation

The fund will involve the following operational levels: AID and :the
GODR will make local currency funds available to the Banco de Reservas
("Depository Bank”) which will have primary responsibility for implements: ion
of the program. Using such resources, the Depository Bank will extend 1li:os
of credit to various participating financial institutions (the "FFIs"}. i.ch
of the PFIs, in turr, will make loans available to private Dominican and joint
venture agribusiness companies and who use small farmer outgrowers to produce
non—traditional agricultural, aquecultural or livestock products primarily
produced for export or to substitute for imports.

3. Operation of Fund
Subject to the more specific agrecment of the Parties which will be
described in Project Implementation Letters, the Fund will be established in

accordance with the following general description:

a. Loane for Agribusiness Borrowers

Pris will make loans to their agribusiness customers for use as
bridge credit to farmer—outgrowers as described above. AID and the TSP will
agree upon standard contractual terms which will be included in documentation
covering such loans, including but not limited to requirements conforming to
AlD procurement reguiztions, reporting requiremeats, and audit rights. The
agribusiness borrowers must employ the proceeds of their loans to supply
production inputs and cash (for production related expenses) to farmers with
whom tne borrowers have contracted for raw material supplies.

b. Lines of Credit for Participating Financial Institutions

Eac'. of the PFls will contract directly with the Depository Bank
to open a line of credit under which funds could be drawn for immediate
disbursement for the funding requirements of the agribusiness customer loans.
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The standard contractual terms governing such lines of credit will be subject
to the mutual approval of AID and the 1SP. Using analysis and recommendations
made initially by the Depository Bank, ALD and the 'WSP shall jointly decide
which PFIs are qualified to apply to the Fund, and the limits placed on their
lires of crecit. The TSP and AID will seek to allow a sufficiently broad
number of institutions to participate in order to encourage competition and to
learn from the variety of experiences and approaches involved.

c. Contract With Depository Bank

The Banco de Reservas ("Depository Bank"”), selected by the TSP,
will receive and disburse both AID and GODR funds contributed to the Fund.
The TSP will contract directly with the Depository Bank for this purpose. AID
shall have approval rights concerning the terms ai | conditions of this
contract. The duties of the Depository Bank will be set forth in such
contract and will include, but are not limited to, the following:

(1) %valuate and make recommendations to the TSP concerning the
banks which wish to become PFIs;

(2) Make recommendiations to the TSP concerning the levels of
the various credit lines to be opened for the PVis and the terms
thereof;

(3) Contract directly with the Pfls to establish the lines of
credit available to them, based on a standard contract that has
been jointly approved by AIL and the TsP; and

(4) Report periodically to the TSP concerning the status of
loans made by the PFls and the use of loan funds by the
agribusiness customers, the frequency and format of such reports
to be specified by the ISP,

The compensation of the Depository Bank will be established with the mutual
approval of AID and the TSP, It will be reasonable in amount and funded, to

the extent possible, by the interest paid by the PlFis.

d. Disbursement of AID and Host Country Resources.

The Bridge Credit Fund will be composed of the local currency
equivaleat of US$12,500,000 (1JS$10,000,000 from ALD and the equivalent of US
2,500,000 from GODR resources) and any interest earned on such principal.

These funds will be disbursed in the following manner:

(1) The GODR will make an initial contribution of local
currency equivalent of Us$2,500,000 to the Fund, which will be
retained in an interest bearing account by the Depository Rank,
of which the equivalent of US$300,000 shall be available for
audit and evaluation expenses.
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(2) The Depository Bank will thereafter solicit initial loan
applications from the PFIs.

(3) AID will disburse, through such procedures as shall be
mutually agreed upoun, local currency in an amount sufficient to
fund such loans. AID shall continue to fund all subsequent
approved loans to PFIs up to a total of the equivalent of
US$10,000,000; and

(4) The Depository Bank shall be required to utilize not more
than the equivalent of US$2,200,000 of the equivalent of
Us$2,500,000 on account to temporarily fund PFI loan requests
pending actual receipt of the disbursements of AID funds to be
used for permanent funding. Following AID disbursements
totalling US$10,000,000, the Depository Bank shall use the
equivalent of US$2,200,000 and principal and interest payments
by PFIs (net of fees and expenses as specified in the Depcouitoary
Bank's contract with the 1SP) for subsequent PFI loan requests.

e. Loan Approval

Once standard contract terms have been agreed upon, neither ALD
nor the TSP shall become involved in the decisicns of the Depository Bank
regarding PFI loans for funding, nor in the process by which the PFIs soiicit
and approve agribusiness borrowers for funding. Monitoring will be proviiead,
and audits will be performed by the Depository Bank and the TSP once
operations begin., It Is the intent of the TSP and AID to allow funds to ilaw
promptly to the agribusinesses which are the end users and to assure the f!,
and their customers that funds can b immediately drawn to meet disbursement
requests under their respective lines of credit, once established. For this
reason, the Depository Bank will retain a working capital reserve of
Us$2,200,000 equivalent to be invested in such instruments as AID and the TSP
may apprcve, when not otherwise required for temporary loan funding as
described above. Interest earned on loans made will be relent in the same
manaer as principal.

f. Interest Rates

AID and the TSP, using the recommendations of the Depository
Bank, will jolntly agree upon interest rate provisions applicable to each
level of the program. It is the intent of the parties that loans be extended
to agribusinesses at interest rates which approximate market rates. This
structure of interest rates will be subject to periodic review and adjustment
by AID and the TSP.

g. Disposition of Funds at Project End

The funds and/or loan assets held by the Depository Bank at the
time the AID loan is fully repaid shall be used for such purposes as the 1SP
or 1ts successor shall direct.
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4, Audit and Evaluation Requirements

The TSP will establish an audit plan as part of the Bridge Credit
program. There will be at least three general audit areas, all financed by
the Fund: audits of the Depository Bank; audits of PFI performance, and
audits of bridge credits extended by the PFI borrowers. The Depository Bank
annually will furnish the 1SP with a certifiefd audit of its managemeent of
the Fund. (The TSP will also audit the Depository Bank as part of its general
audits of its local currency program.) The PFI's utilization of bridge credit
loans will also be audited as often as necessary by the Depository Bank, paid
by interest earned by the Fund. During the initial 18 months of the Project,
audits of PFI's will be more frequent than they will be as the program
progresses,

Projec. evaluations will be carried cut by TSP and/or AID, and will
include but not be limited to: (a) evaluation of progress toward achievement
of the purpose of the Fund (6,000 outgrowers financed); (b) identification and
evaluation of problem areas or constraints which may be inhibiting progress;
(c) assessment of how problems may be overcome; and (d) evaluation, to the
degree feasible, of the overall development impact of the Project.

The Borrower will prepare and submit to AID within 3 months of the
signing of this Agreement a time phased plan for the audits and evaluations
described above. AID reserves the right, independently from the above, to
carry out such additional audits and evaluations as it deems necessary to
ensure the successful implementation and impact of this Project.

D. Detailed Provisions

The foregoing description is also contained in Annex I to the Loan
Lgreement. The following points will be provided in Implementation lLetters
and/or incorporated into the various contracts at each stage of the program.

The TSP will, in consultation with AID, establish the regulations
governing the use of the Fund, including rules governing the contractual
relationship between the Denository Bank and PFis, and incorporate such
regulations in its contract with the Depository Bank. The amount of the line
ot credit established with each qualified PFI wiil be fixed by the Depository
Bank in consultation with TSP and AID as described above. The amount of the
line of credit may be increased or decreased according to PFI performance in
making eligible subloans.

The TSP will also undertake its own audits of its local currency programs
as a whole, which will include audit of the Bridge Credit Fund as
appropriate. The TSP agrees to undertake whatever action necessary to remedy
any failure by the Depository Bank to manage the Fund as agreed.

Normally, once the Depository Bank disburses funds to a PFL, these funds
will remain with the PFI as a line of credit for &4 specified number of years,
during which the PFI will pay interest to the Depository Bank. They will be

N \\g
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maintained in a separate Bridge Credit Fund account established by each PII.
The PFIs will be required to continue relending these funds for bridge c~:dits
during the specified period using the eligibility criteria established under
this Project. Should a PFI find that it cannot relend all reflows for
specified purposes, it will be free to return funds to ths Depository Bunk.
Repayments of these funds by the PFls to the Depository Bank will begin after
a specified grace period. The TSP and AID will establish the period of cuch
PFI's line of credit and its grace period based upon the recommendatiuns of
the Depository Bank.

Requests for disbursement will be sent by the Depository Bank to the "52,
and TSP will forward such requests to AID within three work days. The
Depository Bank will base disbursement projections on data submitted by
each PFI for the subloans made under its line of credit. Depository Bank
disbursement requests will be accompanied by lists of the PFIs, and the
subloans proposed for financing (their purpose, amount and borrowers' namas).

The Depository Bank will verify that PFI accounting is sound and that
subloan documentation is in order. In cases where the Depository Bank
identifies violations, penalties will be assessed based on the severity c¢i the
violation at the discretion of the Depository Bank, TSP, and USAID., Pena::ies
can include suspension from eligibility to participate in the Program (i.:.

make more subloans), reimbursement of outstanding credit line balances, :.:
being declared ineligible for this and other AID refinancing lines.

The Depository Bank will analyze the qualifications of PFIs applying o
participate in the Program, and recommend to the ISP whether they are
eligible. The Depository Bank will assess the financial soundness of PFIs
applying for eligibility and their prospects for lending for bridge credits.
It will also recommend to the ISP the level of the line of credit to extend to
applying PFIs. The Depository Bank will study the financial strength of the
P¥Is, the scope and soundness of their agribusiness portfolios, the capacity
of their staffs to identify, appraise and monitor agribusiness loans, and
known demand for subloan financing from their customers. PFIs also will be
assessed in terms of their previous performance with the Agribusiness Loan
Fund managed by the Central Bank (FIDE), and their standing with the Dominican
banking authorities. Based on this analysis, PFIs will be recommended for
participation in the Program and allocated a line of credit, following TSP and
AID concurrence.

The Depository Bank will oversee use of Fund resources by PFIs in
accordance with Depository Bank/PFI contracts by establishing and enforcing
PFI reporting requirements and adequate monitoring procedures using its oun
staff and outside auditors. To aid in evaluations, PFI reporting requirements
will include data on the nature of subloans and their socio—economic impact,
in addition to accounting for Fund resources.

The Depository Bank will also be responsible for monitoring PFIs' use of
the reflows of Fund resources in their lines of credit, and reallocating Fund
resources among eligible PFIs as necessary.
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Yor the 1life of the AID loan, the Depository Bank will utilize the
repayments made by the PFIs to the Fund for lines of credit which meet the
original purpose and objectives of the Project.

The PFIs will manage Fund resources lent to them in accordance with their
contracts with the Depository Bank. They will monitor borrowers' use of
subloan proceeds to ensure that funds are being used for intended purposes.

The PFIs will assume full commercial risk for subloans. Thus, the
responsibility for review, appraisal and determination of creditworthiness
will remain with them. Should PFIs and/or their clients require technical
assistance to determine a subloan's viability, this can be made available
through JACC/DR (technical feasibility) and the Assoclation of Development
Banks Feasibility Study Fund Program (financial feasibility). PFIs will
review subloan applications based upon sound commercial and development
banking criteria. Their review will determine that subloans are financially
and technically viable, that the borrowers can manage payments, that
sufficient equity is invested, and that collateral is reasonable. The maximum
size subloan will be RD$6 million. (Loans can be pooled among a group of
banks.).

During the life of their loan agrecments with the Depository Bank, the
rFIs will be required to submit periodic reports on the status of subloans as
well as a forecast of future disbursement requirements. PFIs will be
obligated to maintain the documentation which was used to appraise each
subloan. They will also maintain separvate accounts for their credit lines,
including initial disbursements and loan recuperations.

Fach PFI will furnish the Depository Bank with copies of its certified
annual audit and stockholders report.

Market rates of interest will be maintained, within the guidelines
established by the Monetary Board and recognizing prevailing conditions in
Dominican financial markets. (The structure of interest rates includes end
user rates, spreads, maturities, grace periods, percentage of subloans
financed, and the like.)

The agribusiness borrowers must employ the proceeds of their loans to
supply production inputs and cash (for production related expenses) to farmers
with whom the borrowers have contracted for raw material supplies. If it
should be determined by either the participating PFI or the Trustee Bank that
a subloan borrower 1is not employing loan proceeds according its subloan
contract, and if this condition is not remedied in 30 days, the subloan will
be called due and payable by the PFI, and the borrower will be denied future
access to the PFI's line of credit.

E. Implications for USAID Implementation

Moving to a Depository Bank arrangement may initially involve additional
workload for the Private Enterprise Division and staff offices, in order to
(a) assure that the Depository Bank and the TSP understand their roles and

4‘\'
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functions (and the role of the PFIs), (b) set up final disbursement
mechanisms, and (c) see that all parties are fully aware and supportiw.
such matters as the criteria for PFI participation, eligibility criteriu:
subloans, record—keeping and reporting requirements, and auditing/eval-
responsibilities.

The content of the standard contracts at each level will have to be

determined, along with the structure of interest rates and fees, which wi:

require active USAID involvement. Evaluation and audit plans will hc . -
reviewed and approved.

liowever, once these initial steps have been taken, we expect that the

system will require less persistent attention than has been required ‘x
relationship with FIDE. The trustee will be relatively isolated from

government policy and political concerns, and able to perform a professi: -

responsive service with direct accountability estsablished through the tr
agreement.
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I. SUMMARY AND RECOMMENDATIONS

A. Summary of the Problem

Commercial agriculture in the Dominican Republic encompasses crops
that are grown primarily for export as well as import substitution crops.
The traditional export crops are sugar, coffee, cacao and tchacco.
Non-traditicnal export and import substitution crops (which are the focus of
this project) include such products as winter fruits and vegetables, corn and
sorghum, and industrial tomatoes. The production system for these crops
relies heavily on small or medium~scale farmers, many of whom work closely
with agribusinesses that store, package, process and market the production of
these farmers, and provide the growers with cash and in~kind credit (widely
known as "bridge loans”), technical advice, and services such as land
preparation.

A number of factors are constraining the continued growth of this
production system for non-traditional products. Among them, two key
limitations have been identified for treatment by this project:

- Imperfections in the financial markets serving agriculture,

including lack of liquidity, lack of access to credit (partly a
function of high costs and risks), and inappropriate regulation

and pelicies for the ev»ansion of rural banking; and

- Insufficient technology development to adapt higher yielding
varieties to local conditions and to protect crops against
pests.

These factors limit the realization of the foreign excha ge earning potential
of the sector, and limit the benefits to smaller producers of linkages with
agribusinesses having market outlets,

B. Project Summary

The Commercial Farming Systems Project will have a total budget of
$28.53 million, of which AID will finance $10.0 million in loan funds, and
$4.75 million in grant funds. The project is designed to reduce both the
financing and the technclogy problems so as to increase production by
small/medium scale farmers of non-traditional crops.

Building on USAID's successful pilot effort in rural savings
mobilization, the project will support the extension of rural financial
services to smaller clients, concentrating in geographic arveas cf highest
agribusiness activity. This component will involve both technical assistance
and financial strengthening for base-level rural banking institutious,
concentrating on credit unions (CUs) that can provide financial services to
farmer and non-farmer clients. The CUs can channel savings from increased
rural incomes (earned from crop production) to borrowers tc meet both

production and non-farm credit needs in the local areas.



In addition to the Agrinuitural Bank (BAGRIMLA -- which currently
offers two savings instruments and lends to small rural clients through 31
branches), ClUs represent a cost-effective institutional network for providing
rural financial services. Besldec capturing excess funds from those clients
who have them and lending to those who lack them, CUs can become retailers of
financial services for other financial intermediaries. However, they must
first be placed on a sound financial footiug. The project will fund technical
assistance and training for credit union/banking specialists and for CU
officials; and will also provide continuing assistance to consolidate the
reforms occurring in the BAGRICQLA, and to the Central Bank for policy studies
and vecommendations almed at improving the operation of the financial system
so that credit will flow more easily to the rural areas.

To help alleviate the liquidity problem, the project will provide
loan funds through the mechanism in the Central Bank established for the
Agribusiness Prometion Project. These funds will be channeled through
participating private banks to agribusinesses that rely significantly on small
farmer outgrowers.

The project will strengthen private sector ~apacity to respond
rac.:dly to the short- and medium—term research and J(c.elopment requirements of
an expanding non-traditional production system. The preoject will support the
creation of a private research foundation whose purpose will be to provide
financing of high quality, user-defined research in such areas as variety
testing and pest control, utilizing the talents and facilities in the existing
research system of the GODR, as well as the universitiles, private consulting
and agrochemizal firms, and the larger agribusinesses. Th» project will
finance the startup costs ol the Agricultural Development Foundation,
establish an endowment fund (financed with ESF local currency proceeds and
matching private sector contributions), and provide intensive training for key
mewbers of the research communitly.

The project's components, taken together, are intended to reduce the
costs and risks inherent in a commerciz] farming system based on small to
medium scale farmers, Operational and policy improvements in the financial
system, with interventions from the level of the rural CU to the BAGRICLA and
the deliberations of the Monetary Board, along with increased liquidity,
should provide better access to credit for farmers, at less cost. Increased
use of improved technology should increase yields and rates of return in
farming, as well as reduce the risk of crop losses due to unknown or
uncortrolled pests. The project will encourage outgrower relationships based
on both finance and technology. These relationships also help reduce risk
because the agribusinesses know their outgrowers, they provide the grower with
tecr.nical assistance, and they guarantee a market for the product.

c. Organization and Implementation Arrangements

The project's components will be implemented by Dominican
institutions with which AID is currently working. The grant-funded Rural



Financial Services component will pe carried out by the Rural Savings
Mobilization (RSM) Office of the Central Bank, which has managed the Rural
Savings Mobilization Project, and the loan for bridge credit will be channeled
through the Central Bank's Economic Development Fund (FIDE), utilizing the
lending mechanism established for the Agribusiness Promotion Fund. As the
project matures, the key functions of the RSM Office will be assumed by a
credit union association to be organized among the participating CUs, and the
Central Bank will phace out the RSM Office as a separate entity.

The technology development component will be implemented by a grant
to the foundation now established by the National Council of Businessmen
(CNHE). The CNHE is currently implementing a USAID-sponsored Development
Training Project. The Agricultural Development Foundation is an independent
entity, though members of tha CNHE are among the funding members. USAID's
Agriculture/Rural Development Division and Private Enterprise Divisions will
cooperate to monitor the project. ARD will implement the Agricultural
Technology Development component and the Rural Financial Services activities
of the RSM Office, while the PED will work with the Central Bank on the bridge
credit fund under Rural Financial Services. This approach to project
administration builds on established relationships of the Divisions with the
above Dominican entities, and on USAID teamwork during project development.
These implementation arrangements are shown in Figure 1 on the following page.

D. Findings and Recommendations

The Project Development Team finds that the Commercial Farming
Systems Project is technically, financially, economically, and
administratively feasible, and socially sound. There is ample demand for the
services and funds that the project will provide, and high probability that
the project will prcduce the intended results. Accordingly, the Team
recommends that the Project be authorized as follows:

Component Borrowar/Grantee AID Counterpart Total
(US$000/Equivalents)
Rural Financial
Services/Bridge Central Bank (G) 2,115 2,051 4,166
Credit Central Bank (L) 10,000 2,500 12,500
Agric. Technology
Development Ag . Dev. Found. (G) 2,635 29,231 11,866
TOTAL 14,750 13,782 28,532

G



Figure 1

Commercial Farming Systems Project
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II. BACKGROUND AND PROJECT RATIONALE

A, Profile of Commercial Farming

The Dominican Republic has potential to increase substantially the
production of non-traditional crops, both those grown for export, as well as
import substitution products, particularly in irrigated areas of the country.
Agribusinesses have targeted these areas for the production of high value
fruits and vegetables for the export market., During 1986, non-traditional
agricultural exports reached a level of US$53.5 million, comparced to under
US$20 million in 1979. The country also has an opportunity to save foreign
exchange through the production of feedgrains such as corn and sorghum. 1In
1984, the Dominican Republic imported over US$40 million in feedgrains,
compared to US$29 million in 1982.

Many agribusinesses currently producing for export as well as for
domestic markets are utilizing outgrower contracts with small and medium sized
producers to supply quality agricultural products. The agribusinesses that
use outgrower contracts frequently provide the farmer a complete crop
production package, technical assistance, and a market for the non-traditional
product. From a developmental viewpoint, the linkages established between
agribusinesses and smaller producers are a critical element in the future
strengthening and expansion of a viable, market-oriented small/medium
commercial farming system that could be the backbone of a dynamic rural
sector. These linkages reduce risk from the producer point of view.
Agribusinesses tend tn deliver technical support and credit more efficiently
to farmers than do the public agencies in the agriculture sector.

B. Constraints to the Expansion of Linkages Between Small Farmers and
Agribusiness

There are two major constraints that limit private sector
realization of agricultural diversification efforts through a system that
links smaller producers with agribusinesses having market outlets. These are
(1) imperfections and lack of liquidity 1ir the rural financial markets serving
agriculture, and (2) lack of adequate technology development.

1. Imperfections in Rural Financial Markets Serving Agriculture

The private banking industry (commercial and development banks)
is providing financial services in the rural areas of the D.R. to a limited
extent. However, their clients are the relatively large commercial farmers.
In 1984, the proportion of the loan portfolios of the private commercial and
development banks directed to agricultural production were only 6% and 8%
respectively. Financial services for smaller clients have been restricted by
higher operating costs, higher risk associated with financing agricultural
production, and overly restrictive banking practices and regulations which
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have resulted in a variety of institutions, each offering a specific financial
service, but few that can meet multiple needs for checking, savings, and
various types of loans.

The public sector Agricultural Bank (BAGRICOLA) has a
well-distributed branch network, a mandate to serve small tarmers and offers a
wider range of minimum/maximum limits on lending as well as lower interest
rates to borrowers., Unfortunately, it has historically sutfered from high
loan arrearages, low interect income compared to transaction costs and a
dependence on GUDR and international donor transfers to capitalize its lending
operations. At the same time as intlows of funds trom both capital transfers
and amortizations have slowed, demand tor financing has risen with increased
costs of production. A widening supply-demand credit gap has resulted. To
balance the supply of funds with demand, BAGRLCOLA has relied on credit
rationing mechanisms such as lengthy loan processing procedures which
effectively dissuade borrowers., Loaun applications are frequently approved but
rarely disbursed in a timely wanner. As a consequence, many individual
farmers and agribusinesscs try Lo avoid dealing with BAGRLCOLA,

Nevertheless, BAGRICOLA continues to pe a major player in the
agricultural sector, In an effort to wean the bank from its dependency on
GODR and intevnational donor transfers, the USALD recently approved a loan to
BAGRICOLA trom PL 480 local currency through the Central Bank., This loan
carries an interest of nine percent per year which is approximately the cost
of mobilizing savings, thus these resources will not undermine the savings
program. Making these resources available as a loan to BAGRICOLA will also
prcevide an incentive for the bank to recoup the sub-loans,

non—regulated intormal financial institutions, such as small
lending houses and individual money-lenders, provide services in rural areas.,
However, they require high collateral and/or high rates of interest, often
exceeding 604 per annum, Farmers borrow for agricultural purposes from these
lenders only as a last resort. Also, these non-regulated financial
institutions offer no checking or savings services to rural clients,

These financial market imperfections affect both export and
domestic agricultural production by agribusinesses and individual farmers.
Agribusinesses, facing the above conditions, have turned to financing contract
growers directly, either from their own resources or from private bank loans.
Thus far, this approach has been w{fective in spurring the participation of
smaller producers in agricultural diversification. Agribusinesses are now
finding that expansion of the outgrower system is limited by the lack of
overall liquidity, as well as the restrictive collateral requirements of the
private banks. Currently, the private banking sector requires land and other
capital assets as collateral for working capital loans. Those agribusinesses
who want outgrowers to supply their operations generally have little or no
land and thus do not have the required collateral to qualify as borrowers,
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2. Lack of Adequate Technology Development to Support Private
Sector Apricultural Diversification Ffforts

Increasing production of non-traditional crops over the pas:
four years has heightened the demand for improved technology. The lack .
technology support and development to adequately service this sub-sector his
resulted in crop losses due to the inability to control diseases and othe.
pests. It has also limited the adoption of improved varieties and cultivac:
practices by farmers. Some agribusinesses that are currently involved in
export crops with expatriate partners have found their own solutions. Th.oze
firms have introduced crop varieties and technical production packages, with
continuing adaptation/refinement of the technology by expatriate crop
specialists. However, even well-established firms have technical producticn
needs that range from pest/disease problems, requiring qulck diagnosis and
treatment, to more lengthy adaptive research. TIndividual farmers producinu:
import substitution crops through linkages with purely local firms seldom i uvc
access to new methods to improve their yields and reduce risks. For exampie,
cucumber production in the Azua valley was rulned by the lack of timely
diagnosis and treatment of a mosalc virus. This caused significant financia!
losses to an agribusiness and its contract outgrowers. Serious and unresniv.:d
nematode problems experienced by a small company exporting papayas to the U,. .
have forced it to utilize a field rotation piroduction scheme that essentially
converts a perennial crop into an annual. Costs of production have increased
and it may no longer be able economically to produce for export.

In recent years, the public agricultural research system has
demonstrated an inability to carry out and disseminate relevant research in
most of the basic food crops.* Relevant and reliable information on
non-traditional crop production and varlety ada;:ation is almost
non-existent. While a new semi-autonomous Dominican Agricultural Research
Institute (IDIA) has been chartered by law, it has not yet been organized, and
if it is, will likely concentrate its resources primarily on domestic food and
some of the traditional export crops. The universities, private consulting
and agrochemical firms as well as agribusinesses in many instances possess the
technical skill to carry out this type of applied research, but lack the
access to funding, technical information and guidance that would identify real
needs of farmers, and ge! the practical results into their hands. No
mechanism currently exists to help agribusiness firms resclve immediate crop
production problems or to carry out medZum term cpplied research.

* One of the few notable successes has been in rice research and this was
accomplished with significant assistance from the International Research
Center, CIAT, and a Taiwanese Mission.
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C. Relationship of Proposed Project to USAID's Development Strategy and

Other Projects

The Mission's overall developmental goal, as stated in the FY
1986-91 CDSS, is to assist in developing sustained and equitably distributed
economic growth in the Dominican Republic. The target beneficiaries of the
Mission's strategy are the urban and rural poor,

The FY-1987/88 Action Plan defines the Mission's involvement in
agriculture. The objective i3 to rapidly diversify the agricultural sector
into non~traditional crops with the potential to increase small farmer
incomes, rural employment, and carn/save foreign exchange. USAID's program is
directed toward the improvement of rural financial market services to smaller
clients, the development of cost-effective private sector-led applied and
adaptive resedrch that can be disseminated throughout the sector, and
rational and sustainable utilization of the country's resource base through
efforts to promote sugar diversification, irrigation efficiency at the system
and farm level, and watershed management .

The proposed project directly relates to the objectives of the CDSS
and the specific activities that will help to achieve the goals and objective
of the current aciion Plan, expanding the opportunities for small farmers to
produce higher—-value crops more efficiently. This project is a key element of
the USAID's agricultural diversification strategy, and demonstrates our
reliance on an expanced rele for the private sector to promote agricultural
Improvements,

This project complements the Agribusiness Promotion Project
(517-0186) because it addresses fleld level technology and credit problems
that impede the full expansion of small farmer-agribusiness linkages. This
proje~t will also complement the On-Farm Water Management Project (517-0159),
which has been refocused to improve the operation/maintenance of irrigation
systems by user groups and the utilization of appropriate on-farm water
managemert practices to increase yields., Irrigation-related improvements are
a key factor in raising productivity of non-traditional crops, and will be
integrated with cechnology packages used directly by the agribusinesses or
extended to contract farmers. The rural financial markets activity of the
proposed project also vbullds on the Mission's pilot Rural Savings Mobilization
Project (517-0179).

Inder our local currenzy program, we are supporting a number of the
GODR's agricultural loan activities that increase credit to small and medium
producers for both basic foods and non-traditional crops. We are currently
working with a group of banking specialists to develop a collateral guarantee
fund that will reduce one of the constraints frequently encountered by
agriculturalists seeking credit, namely the high requirements for fixed assets
to secure their financing.



D. Relationship to AID Agricultural Sector Policy

The activities of this project are in accord with both the A.I.1%.
Sector Strategy in Agriculture (November 1983) as well as the A,I.D. E;IIE;
Paper on Food and Agricultural Development (May 1982, Page 4) which states:
"A.I.D. will also encourage: (1) an expanded role where appropriate for
private enterprise in the provision of agricultural research and the
disseminatiun of improved technology as well as in the processing,
preservation, and marketing of agricultural commodities; (2) research and
other institutions that expand access by low-income; small producers to
improved technology, productive resources and services..."

E. Other Donor Activities

Other donors have provided few resources to develop small farmer
agribusiness linkages, and none to support applied research on non-traditiona:
crops. In the area cf rural financial institutions, the Inter—American
Development Bank (IDB) has provided a loan to the Federation of Savings and
Loan Cooperatives (FEDOCCOP). However, because of FEDOCOOPS's severe
financial difficulties, disbursements have been stopped. An IDB
Agroindustrial loan fer US$90 million was recently approved by the Dominican
Congress. This complements and expands on the USAID-supported agribusiness
project, but falls short of meeting known demand.

Because of the experience of the IDB loan to the Cooperative
Federation, the USAID Rural Savings Mobilization Project has concentrated its
activities on base-level credit unions, rather than on the second-level
cooperative entities., We cenclude that this project builds on current USAID
activities to promote agribusiness expansion and rural savings mobilization
that do not duplicate or compete with activities of other donors. Our support
for applied research on non-traditional crops is an emerging need that other
donors may be encouraged tc reinforce in the future.

ITI. PROJECT DESCRIPTION

A. Goal and Purpose

The goal of this project 1s to contribute to sustained and equitably
distributed economic growth in the D.R. by accelerating the movement of the
agricultural sector 1nto non-traditional crops, thereby increasing small
farmer incomes and rural employment, and earning or saving foreign exchange.

The purpose of this project is to increase production of
non~traditional crops through expanded farmer linkages with agribusinesses and
direct access to credit and improved technology.



_10_

B. Project Strategy and Rationale

The project wlill seek to achieve the purpose by:

1. Expanding and strengthening base-level rural financial
institutions that can capture savings of farm and non-farm rural clients,
on-lend to rural clients, and establish banking relationships with private
banks to further increase access to financial services for small rural clients.

2. Fxpanding linkages between small/medium scale producers and
agribusinesses by offering additional credit that 1s tied to increased
agribusiness-outgrower contra<ting; and

3. Developing a private sector—led institution to more effectively
guide and finance the development, adaptation, and dissemination of
agricultural production technology.

The project concept has evolved since it was presented in the
FY 1987 CP. At that time, we were looking at a number of factors in the
commercial farming system, including water delivery and management, farmer
associations, farmer relationships with Input suppliers and marketing firms,
and the network of local collection and storage facilities. USAID's Project
Team sponsored several analyses to more clearly define the key constraints to
increased non-traditional export and domestic crop production involving
small/medium scale producers*. As these analyses were carried out, we found
that certain factors were of less importance chan originally believed, and
that some ¢f the constraints were being treated by other activities., The
result was a narrowed project focus. For example, we learned that although
many small farmer organizanions (SFOs) exist, thelr role ar intormediaries
between growers of non-traditional crops and agribusiness is minor. Local
development associations and SFOs are presently very weak in organizational
and technical skills, and lack a strong business orientation. In another
area, USAID is presently working on water delivery and management under the
On-Farm Water Managemen: Project, which has recently been redesigned and
extended to take more of an action orientation toward involving INDRHI in a
partnership with water users in system rehabilitation, operations and
maintenance, and on-farm productivity increases. We found that the expansion
of storage facilities is occurring chrough private sector initiative, as
farmers and firms draw on the credit programs that USAID supports through the
Local Currency Program and Agribusiness Promotion Project.

* National Cooperative Business Association, Lipking Small Farmer
Organizations to Non-Traditional Agribusiness in the Dominican

Repubiic.

Development Associates, Inc., Preliminary Analyses for the

Development of the Commercial Farming Systems Project.
Ohio State University, Concept Paper— Banking Technology Transfer

and the Expansion of Rural Banking in the Dominican Republic.
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The remaining factors that emerged consistently in the studics
were the financial problems that limit access to smaller loans by producers of
non-traditional crops, and the unavailability of improved technology.

C. Expected Impact/Achievements

At the c.nclusion of this five year project, the following key
outputs (among others) will be achieved:

- At least 31 credit unions will provide financial services to
19,000 smaller rural clients;

- Policy and procedural changes that promote rural banking
institutions will be established and implemented;

- 30 agribusinesses using outgrower contracts will have been

financed, involving 6,000 small and medium-scale producers; and will genera'e
approximately US$12 million of increased value added in agriculture per vea:

beginning in year 4;

- The private sectuor—financed and directed agricultural resecavch
foundation will have assumed increased responsibility for sponsoring
technology develepment ard transfer; and

- Over 2000 individuals will have received training in rural
financial institution management and non-traditional crop production, mostly

in-country.

D. PROJECT COMPONENTS

The project's components, one to improve the financial services
available to commercial farmers, including additional credit for
outgrower—-linked agribusinesses, and a second directed at technology needs,

are described below,.

1. Rural Financial Services

a. Objectives/Expected Impact

The objectives of this project component are:
(1) to promote the development and expaunsion of financially viable, base-level
rural financial institutions, such as credit unions, to provide cost-effec.ive
savings/lending financial services to rural households; (2) to improve the
Central Bank's ability to formulate, and implement sound rural banking
policies and procedures; (3) to consolidate rural financial services policy
and management improvements in the Agricultural Bank (BAGRICOLA) resulting
from the Rural Savings Mobilization (RSM) project; and (4) to increase the
flow of credit to agribusinesses that rely on cutgrowers.
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Achievement of these objectives will be indicated by:

1) 31 viable credit unions (CUs), providing fianancial
services to over 19,000 rural households and mobilizing savings deposits
estimated in excess of RD$18.0 million (approximately US$6.0 million) from a
base of 4 that have mobilized RD$4.8 million;

2) A self-financing credit union assoclation, comprised of
the CUs strengthened under this project, managing a stabilization/reserve fund
to provide financial stability, as well as assisting CUs to obtain advice and
training;

3) Increased savings mobilization and consolidated
institutional reforms in BAGRIMLA, to a point where savings mobilized from
the public reach a level of RD$26 million, compared to RD$12 million at
present;

4) Strengthensad capacity in the Central Bank to analyze
and establish banking policy and procedures which will result in interest rate
policies and banking regulations to foster the development of a sound
financial intermediation system, miarked by improved volume and quality of
financial services in the rural arcas; and

5) A Bridge Credit Fund that reaches as many as 6,000
farmers through agribusinesses which use outgrowers.

b. Approach, Activities and Organizetions

In order to achieve the above objectives, the project will
seek to (1) technically strengthen existing credit unions through field-level
training, advisory services, and administrative loans; (2) provide these CUs
with financial stability during liquidity problems through a
stabilization/reserve fund; (3) assure long-term support through a CU
assoclation, (4) improve the policy and interest rate environment for rural
banking, and (5) provide the Bridge Credit Fund which will be a new loan to
FIDE in the Central Bank, to be managed under the same terms and conditions as
the Agribusiness Promotion Loan.

1) Credit Union Strengthening and Expansion/Administrative
Loan Fund

This activity will expand the results of the RSM

project beyond its pilot effort by providing direct technical assistance and
administrative support loans to selected CUs to improve their accounting and

financial management systems. These will cnable CUs to offer viable savings
and lending services, and will promote the adoption of the policies developed

by the RSM project. The CUs have been selected because of the potential
coverage they can provide. TFollowing the BAGRICOLA (with 31 branch offices),

there are 21 CU candidates for this activity identified so far (with

“/?5\
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possibilities of more). They constitute a potentially cost-effective neti: s
for providing rural financial services to large numbers of rural clients uith
relatively small volume transactions (i.e. small value loans and small val.e
savings accounts).

The Central Bank Rural Savings Mobilization staff will select four to
six additional CUs per ycar to participate in the program. Among the coiteri:
to be used to select an existing CU for the program are:

- The econowsn grow:h potential of the municipality or vown;g
- Interest of the credit union membership in participatling.

- Status and amount of outstanding debt with second level
cooperatives or other organizations (to reduce the rict
that savings mobilized would be subject to legal
proceedings in a bankrupt credit union); and

- A minimum level of financial health and indications of
managerial capacity potential in the institution.

The RSM Office In the Central Bank now employs a phased methodology for
strengthening of CUs. This methodology is based on experience with the
original four pilot CUs, and is now being applied with two more. The field
staff and the Coordinator visit the candidate CU, and meet with the key
officers of the CU. The team explains the purposes of and benefits to be
derived from savings mobilization, and the kinds of changes that this will
require. They analyze the financial and accounting operations and financial
status of the CU over the last four to six yecars, and report their findings to
the CU officers, along with recommendations for changes in interest rate
policies, finarcial operations and controls. The team also assesses the size
and trends of the community that the CU serves, to determine whether there 1s a
promising financial market for expanded capture of savings, and for production
and consumer lending. Recommendations also include matters related to the
physical appearance and security of the CU's site, the need for fulltime
trained staff with operational authority, and a suggested timetable of changes
and advice and training that the RSM unit can provide.

After a couple of weeks, RSM representatives visit the CU again to
determine whether the officers have begun to make the suggested changes (some
of them, such as raising interest paid and charged, and reducing delinquency
can be quite dramatic). The team defines what help the CU needs, and whether
there is a receptive attitude to carry the strengthening program forward. If
the response has been positive, the advisory and training assistance to the CU
is intensified, and the unit provides funds that the CU may need to improve its
physical plant, begin to recruit staff, and purchase necessary equipment, such
as a safe. During the pilot phase, these funds were granted by the

N\
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project; henceforth they will be loaned. 'This is the basic assistance
technique, combined with the training activities for the CUs, that will be
employed and improved on by the REM staff and advisors under this project.

Annex J-2, Table 3 provides a list of surveyed CUs that could
participate in the program. Credit unions located In areas of significant
non-traditional crop productlion would be given preference. However, iIn order
to ensure portfolio diversification and reduce geographic and seasonal risk,
CUs in different areas of the country will also be selected.

Mnce assessed and selected under the above criteria, a credit union
will receive intensive technical assistance to review and reorient its
management , portfolio composition, reserves, accounting practices, collection
methods and other policies and procedures in order to ensure successful
financial management. The RSM Project found that CUs initiating rural savings
deposit mobilization activitics need to make minimal infrastructure
improvements and hire staff with accounting experience, to encourage existing
or potential members to place their savings in a credit union. Because of the
pilot nature of that project, these costs were covered by grants for
administrative improvements provided by the RSM Project to the Cus. This will
be modified under this project. The CUs that show a willingness to adopt
reforms will have access to the same facility on a loan basis. The existing
fund will be expanded and be knewn as the Administrative loan Fund. CUs can
borrow for improved facilities and e¢quipment, and some of the operating costs
assoclated with an expansion of financial services.

Administrative loans will be structured to be a positive boost without
being a burden to the participating CUs. Based upon projected cash flows of a
hypothetical CU, average administrative loan could be repaid within six
years. The typical CU would also b2 expeceted to reach a breakeven point
within 12 to 18 months of joiving the program. The RSM office will continue
to control this fund until the CU association is ready to take it over, and
which time the Central Bank will transfer the portfolio of the administrative
loan fund to the association. 'The reflows would then be used by the
association for further expansion of the program. We estimate that thils fund
would require RD$1.2 million (US$400,000) in local currency over the five year
life of project.

2) Stabilization/Reserve Fund

The Stabilization/Reserve Fund now being managed by the
RSM Office will be expanded. This was established in order to minimize the
pertfolio diversification and seasonal risks that any financial institution
linked to a local rural economy faces (See Section IV-B-1, Technical
Analysis). These include unexpected draw-downs on members' deposits 1n the
CU; or declines in loan repayments as a result of a temporary condition (such
as drought) that may affect the local economy. This fund will be used solely
to provide short-term credit (3-6 month maximum) for CUs experlencing these

0\
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temporary liquidity shortfall situations. The CU accessing the fund woul:
the banking institutions directly fcr the use of these funds. The interes|
rate charged the CU should be high enough to discourage its use for routi. -

on—-lending to members.

CUs will capitalize the Stabilization/Reserve Fuud by
depositing 4 minimum of ten percent of all resources they mobilize from . '
accounts, passbook savings accounts, time deposits or other such deposit
liabilities. This will be drawn from their existing 207 reserve requireme:
(held as cash, or deposited elsewhere), and would be simply transferred
this Stabilization Fund. These funds will be reinvested in financial
certificates or other similar financial instruments with a high rate of
return. A line of credit would be obtained from the bank designated by t
RSM Office (or CU association) to hold the Fund, which could be accessed -

CU experiencing temporary cash flow problems.

The interest raie differential or margin between wha.
CUs would receive from deposits into the Fund and the earnings of the Fun-'
investments will be used to pay the expenses of the credit union associati.
(monthly meetings, promotional activities), and to capitalize the Fund. 7
individual CU will earn a rate of interest at least equal to the rate pa:.
a passbook savings account in a commercial bank. We estimate that CUs wil!
contribute approximately RD$1.8 million to the Fund during the five years
the project. Annex J-2 shows that such a contribution, combined with a
minimum membership fee, can be expected to generate sufficient resources t:
capiltalize the fund, and cover the costs of the credit union association

operations.

During the life of project, the Stabilization Fund wil
be managed by the RSM Office. The Office will approve access to the line o
credit upon review of a CU's request to utilize it. 1If a CU should decide
withdraw from the Fund, its share will be returned to it. HManagement of *h
Fund will be turned over to the credit union association by the end of the
project, following an assessment of the assoclation's ability to manage it.

Technical assistance will be provided under the projec
to establish the Fund mechanism, the management procedures for the operatio
of the Fund, and ultimate transfer of the fund to the credit union
association. The plan is that this transfer process would begin in year 4 of
the project, after training the CU asscciation staff.

3) Credit Union Association

The Institutional Analysis conducted for this project
identified a need for a credit union association to serve as a representative
body for the CUs, able tn (a) provide a forum for discussion of technical

issues among CUs; (b) take over management of the Stabilization/Reserve Fund ;
and (c) continue to arrange training and advisory services to promote and
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develop additional CUs once AID support terminates. The project will assist
the four original RSM CUs to establish the association. Technical assistance
will be provided to develop a time-phased organizational plan for the
asscciation to gradually evolve into an institution previding cost-reccverable
services, such as those mentioned above, and such others as the base-level Cls
consider necessary.

This association is not conceived as an institution with
a large staff of techniciaus, building, and high operating costs. At the end
of the project, it will have a staff of two or three persons that can manage
the administrative loan and stabilization/reserve funds, and contract for
training or advisory services, By the end of the project, the association
will also be providing guidance throuph promotional seminars, targeted at
specific communities or pgroups that are interected in developing or
strengthening the Cls in theiv areas.  To reducc costs and provide relevant
premotional and organizational assistance to these potential CUs, existing
CU managers and members would be involved in developing such institutions.
The project will provide funds to support the devalopment of the association
initially, but through the Stabilization/Reserve Fund's revenue—generating
mechanism described above, only cast recoverable services would be provided to

existing association members.

4) Central Bonk Policv Improvement and Agricultural Bank
Management Consoltidation

The RSM Project demonstrated the value of providing
experienced expatriate banking/monetary policy and banking management
~echnical assistance to the Central Bank and the BAGRICOLA., That project had
a significant impact on Central Bank interest rate and other ftinancial
policies =ad regulations, The RSM Project was also responsible for the
Agricultural Bank's transformation from a one-sided (lending) institution to a
full-service savings/lending financial intermediary which mobilized over
US$4.0 million equivalent in cavings betwecn 1984 and 1987,

As indicated in Annex J-1, Technical Analysis, the supply
of rural financial services is strongly influenced by the regulatory and
policy envirounment of the financial market. These policies and regulations
determine the allocation of funds among sectors of economic activity, and
affect the relative profitability of different classes of loans and of deposit
mobilization instruments. Important policy reforms are needed to strengthen
rural financial markets, but these reforms cannoi be undertaken in isolation
from general issues of market structure and regulation.

USAID and the Central Bank agree that there is a
continuing need to provide such assistance. Specialists can assist the
monetary authorities to analyze and develop specific recommendations regarding
issues that are important to the GODX and the USAID's policy dialogue. Among
some of the issues identified by Central Bank management are: (a) the
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appropriate incentives to promote rural branching and bank decentralizati~:,
(b) the feasibility and organization of a deposit insurance mechanism to
redude risk to rural hanks; (c) the regulation of various types of financ' :!
institutions; (d) the need to revise targeted lending programs and interes:
rate policies; (e) the structlire and application of simplified legal-reserv.
requirements; and (f) other complex issues of agricultural and general finance.

The above list is illustrative of the types of issues
that may be studied during the coursc of this project. As savings deposit:
increase, we anticipate that an insurance scheme to protect the depositor will
be desirable. The current legal reserve structure is extremely complicat .
with well over 100 different rates applied, depending on circumstances. 7Tiii.
situation reduces the effectiveness of reserve requirements as a policy
instrument and complicates the lending policies of the banking sector,.
Evidence suggests that the current system restricts credit flows to the
agricultural sector.

Under the R3M project, some work was initiated on the unregulated
financial institutions and their impact on rural financial markets. Work or
this topic will be continued. Targeted lending and interest rate policies
will need continued monitoring. Another area to be addressed is the
establishment of incentives to promote rural branch baaking.

Under the guidance of a Central Bank policy committee that has been
working with the RSM staff and advisors, the RSM Office will request and
monltor the short-term technical assistance to be provided by the project fc:
policy studies. The policy committee will identify relevant policy issues and
review the position papers developed under the project,

Similar short-term technical assistance will also be available to the
Agricultural Bank in both policy and bank management areas. BAGRIQOLA has a
significant presence in the rural sector as both a lender and increasingly as
a mobilizer of rural savings. USAID also channels significant amounts of
local currency resourcec turough the Bank. Areas of short—-term technical
assistance that will be required for BAGRIMCLA are: branch level
management/operations training, intecrest rate policy, and rromotion of banking
relationships with CUs. These services will be provided under the existing
institutional mechanism between the RSM Office and the BAGRTCOLA's Programming
and Savings Mobilization Departments. We estimate that with this assistance
about RD$15 million (approximately US$5 million) additional deposits can be
mcbilized by the BAGRIMOLA.

5. Bridge Credit Fund

USAID will make a new loan of US$1C million to the

Central Bank. This will increase the liquidity in the banking system that
supports commercial farming, meeting a portion of known credit demand.

e
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By the end of the project, the Fund will have:

1) Provided new or additional financing for at least 30
agribusiness ventures using outgrowers; and

2) Increased income and commercial farming experience
for 6,000 farmers in irrigated areas producing
non-traditional crops.

The bridge loan arrangement, described below, offers
strong potential for improving Dominican small-farm agriculture. As
Dominicans are identifying increasing possibilities for export of
non—traditional products, such as winter fruits auad vegetables, bridge loan
financing for agribusiness-farmer contracts is considered a viable credit
modality in order to e¢ncourage production, raise agribusiness and farmer
incomes, create more empioyment, and earn foreign exchange. The arrangement
is viewed as having the advantage of permitting firms tc undertake highly
controlled production, but without having to own land or hire field labor. It
is perceived as having the further advantage of involving large numbers of
small farmers who typically de not have access to formal market credit, thus
alleviating rural poverty and improving rural income distribution,

Loans will be channelled to agribusinesses that draw a

significant percentage of thelr raw materials measured by volume from
outgrowers, The Fund is to help meet the demand for the working capital needc

of agribusiness utilizing outgrower production, to enco:.rage on-lending to
small farmers and to provide credit to assist the expansion or development of
agribusiness accessing outgrower production., Utilizing the loans provided
under this component, the agritusiuess wiii be able to provide support to the
outgrowers (commonly called "bridge credit”) in the form of cash, inputs such
as feed, fertilizer and pesticides, and services such as land preparation
and/or technical advice by trained agronomists or horticulturists. At the end
of the cropping period, the agribusiness will calculate the balance of credit
extended to the small farmer against the purchase price of the melons or
cucumbers that were accepted for packing or processing by the firs, and will
settle accounts accordingly.

This Bridge Credit Fund will be set up and managed on the
same terms as the loan fund now operating in the Agribusiness Promotion
Project (see ¢ - Inputs, below). The Agribusiness Promotion project has
disbursed 75 percent of the approximately $48 million combined resources of
! the loan and the local currency couunterpart. Demand studies conducted by AID
and the InterAmerican Development Bank in 1985 and updated for this project
show that this amount meets less that 20 percent of the need for financing of

fixed assets and werking capital for Agribusinesses (See Section V-E).
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c. Inputs

1) A.1.D. Resources

Long-term Technical Assistance (US$890,000): The project
will provide grant funds to finance both short and long-term tecknical
assistance to the RSM Office. The long-term technical assistance will be.
provided by a banking and finance specialist who will be contracted for &
4-1/2 year period. This specialist will assist the coordinator of the Centr.:
Bank's RSM Office to plan and implement the credit union
strengthening/Administrative Loan Fund program; expand the
Stabilization/Reserve Fund; and provide assistance with the transfer of ke
functions to the CU association. This specialist will also assist in the
programming of additional short-term technical assistance for these activiii.s
and for the policy studies. This individual will have previous experienc- 7 .
banking and operation of base-level CUs and second-level organizations.

Short-term Technical Assistance ($921,000): The A.I.D.
grant will provide funds for short-term advisors in the areas of
banking/finance (particularly portfolio management and margin analysis),
accounting, and second-level CU organizations. 'These individuals will suppc
the long—term advisor by providing intensive training to the accounting and
banking/finance technicians working in the RSM Office of the Central Bank.
This in-country training will cover (a) the financial evaluation of CUs
selected tc participate in the program, (b) planning and delivery of techric.!
assistance to the participating CUs, (c¢) planning and delivery of training
programs for CU personnel, and (d) establishing financial performance targets
and evaluation of the CUs receiving assistance. The second level organization
specialist will assist the CU association to develop a program of services for
member CUs as well as assist in the transfer from the Central Bank of the
Stabilization/Reserve Fund. A computer/information specialist will also help
selected CUs, the credit union association and the RSM Office to improve
systems for the operation of thelr accounts, especially for the
Administrative Loan and Stabilization/Reserve Tunds, as well as setting up
computerized performance tracking systems. Over the LOP, an estimated 44
person months of extornal short-term technical assistance is planned to assist
in the credit union strengthening and expansion activity.

The project will provide 20 person months of short—-term
services by banking/monetary policy and bank management specialists to assist
the Central Bank authorities and the Agricultural Baznk in the design and
execution of policy studies and management lmprovements. The Central Bank
will participate in the selection of the expatriate specialists.

Annex H provides a scope of work for the long-term advisor
and detailed cost estimates for all advisors.
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Commodities (US$52,500): The Project will finance the
purchase of three four-wheel drive vehicles to support this component's
activities. One will be for the use of the project advisor and two for the
RSM Office techniciang., The velhicles and computer equipment purchased with
exicting RSM Froject grant and local currency counterpart funds will be

ransferred to support the expanded Rural Savings Mobilization Office under
this Project.

Credit unfons will not require specialized computing
equipment. The RSM Project has demonstrated that most CUs can best carry out
and understand financial management and day-to-day accounting operations when
these are performed manually. However, should a credit union experience
significant expansion ot savings and lending volumes, it could utilize its
internal working capital or the Administrative Loan FMund to finance a computer.

2) Training (USQ&Q,OOO): Training for credit union managers
and the association staif will be conducted by the technical assistance
advisors provided under the Project. This type of training has been conducted
in—country through two or three—day short courses and has proven to be very
effective under the RSM Project.  As the project ends, tralning will be
contracted with local institutions bv the CU association.

Topics such as development of credit union accounting
systems, preparation of balance shects and profit and loss statements,
interest rate margin analysis, loan pertfolio management and diversification,
liquidity management, and marketing of services will be covered., Staff of all
participating CUs will be cxpected to attend a basic series of practical
training sessions covering these topics. We estimate that five individuals
from each credit unicn will receive formal course training -- a total of
approximately 160 individuals over the life of project. In additiorn, the
credit union association’s staff and board of directors (15 Individuals) will
be trained in investment policy, interest rate margin analysis, and
development/marketing of services to member CUs., Four training seminars per
year for BAGRIQOLA staff will also be financed, with approximately 50
participants per seminar, for a total of 1000 participants during the
five-year life of the project. These seminars would mainly train participants
in loan portfolio management and savings mobilization techniques.

In addition to the above in-—country training (to be financed
by counterpart, as shown below), a total of 15 participants will be financed
under the A.T.D. grant to recelve a two week course given bv INCAE in Miami,
Florida. This INCAE course will train bank managers from CUs, BAGRICOLA
branch offices, and the CU aszsociation in advanced banking and financial
management. See Annex G for detailed training plans and costs.
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Bridge Credit Fund (410,000,000): The AID loan will be ..
25 years with a 10-year grace period. Interest will be 2 percent for the
first five years of the grace period, 3 percent for the second five years .-
5 percent for the remaining 15-year repayment perlod. The Central Bank wi! '
on-lend through FIDE, its department for channelling lcng-term (and some
short-term export financing) credits to private firms through local comn. .o
and development banks. The participating barks (which in turn finance ti.
agribusinesses) will on-lend at a rate approaching market terms, establist
by the Monetary Board in consultation with USAID., These will be the same
banks that have qualified as Participating Financing Institutions (PFIs) . .
the Agribusiness Promotion Project. The criteria, procedures, and monite: o
mechanisms that are now established and operational under the Agribusines-
Promotion Project for the Central Bank, and between FIDE and the PFIs, wit:
incorporated in this new loan agreecment, with the added proviso that restv:.tc
subloans to outgrower—based firms. An assessment of this arrangement as i:
has been operating since 1986 is provided in Section V-C.2.

Audits and Evaluations ($189,000): These funds will be us-
for annual outside audits of the Administrative Loan Fkund, the
Stabilization/Reserve Fund, and the operations of the RSM Oifice and the CU
association, as well as for the conduct of a mid-term evaluation of projec:
effectiveness.

2) GODR Resources

Short—-term Technical Assistance ($333,600): 20 person
months of short-term technical assistance in banking/monetary policy and barnt
management will be financed with local currency counterpart. Studies will be
conducted primarily by bank staff wlth the assistance of Dominican specialist
in rural finance and related policies and banking procedures, contracted by
the RSM Office. This model has been working effectively under the RSM
Project.

Commodities ($11,000): Commodities such as office
furnishings and office equipment for the RSM Office or CU assnciation will be
purchased locally, or provided by grants-in—aid. Annex F presents a detailes
listing of these commodities.

Training ($326,000): Local currency programmed through th
RSM will be used to pay per diems, rental of space and other logistical cost:
of the in-country training described above.

Administrative Loan Fund ($386,000): The Central Bank wil.
add funds to the existing administrative grant fund, converting it to a loan
fund. This will be incrementally funded as the CU assistance activity's

clientele expands.
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Personnel and Operating Costs of RSM Office ($898,000) :
Local currency counterpart will finance ten professional and support staff in
the RSM Office consisting of a project coordinator, five technicians with
accounting or banking backgrounds, a computer/data management technician, an
administrative assistant, a seecretary and messenger/chauffeur. The five
technicians will work directly with the ClUs and the CU association. Three
Peace Corps volunteers will also be working with the local technicians and
have their per diems covered by the RSM Office. A summary budget is provided
in Section III-E, and a detailed budget in Annex T,

Bridge Credit Phng~($2,500): The Central Bank will provide
counterpart funds to augment the A.I.D. portion of the Bridge Credit Fund.
These will be on-lent under the same terms as the A,T.D. contribution.

2. Agricultural Techuology Development and Support

a.  Objectives/Fxpected lmpact

The objectives of this project component are: 1) in the
medium term (one to two years), to improve agricultural production technology
for producers/exporters of non-traditional crops (NTCs); and 2) in the long
term (three to four years), to develop a private sector organization that
provides directioan, training, inancial and technical assistance for certain
kinds of agricultural technology development ocecurring in both the private and
public sectors.

These objectives will be accomplished by the:

1) Promotion of ecornomically justifiable research that will
develop some 15 improved production technology packages responsive to the
needs of NTC producers;

2) Establishment of a rapid-response capability to assist
agribusinesses experiencing major production problems with state-of-the-art
technology and technical expertise;

3) Improvement of the quality of locally conducted
agricultural research, resulting from intensive skills training of 60
Dominican researchers;

4) Provision of 4 source of technical information to support
present and potential researchers and producers of NTCs as indicated by the
establishment of a Foundation Information Center, and the organization of
seminars or technical conferences; and

5) Establishment of a private sector supported endowment
fund to provide for the long-term financial viability of the Foundation.

\jék
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b. Operations, Activities and Organization

1) Operations and Activities

A non-profit, private sector-directed foundation has heci
established in the Dominican Republic, with the cooperation of the Natianal

Council of Businessmen (CNHE). The Agricultural Development Foundation { ...
was chartered on April 17, 1987, by Presidential decree, as a non-profit,
independent entity, eligible to receive financial support for its endowme: -
fund from the GODR, international donors and the private sector. Intere
earnings on the endowment will finance agricultural research and operating
expenses. The Foundation will also have the right to publish, and the
capability to disseminate all research information obtained through its
activities.

The Research Program: The ADF will develop a research
program that defines the crops and the technical areas of interest that wil!
receive its funding. The research program will establish the ADF's prioriti.u
for the research community.

The staff and resident advisor of the Foundation wii!
draft the program, which will be reviewed on an annual basis and approved by
the Board of Directors, as one of its overall responsibilities, discussed
below. Initially, the program will focus on supporting the development of
improved agricultural production technology for producers and exporters of
non—traditional crops. Programs developed in later years could and probably
will be focused on other technical areas or crops that are important to the
country.

Mode of Operation: The ADF will finance work under
contracts with researchers in the existing agricultural research community
which consists of government research centers, university research stations,
and agribusinesses. In this way, the ADF will not duplicate existing
facilities and human resources that are underutilized due to limited budget
support for operational costs and materials. The ADF will be able to finance
the operational or marginal costs, thereby increasing the utilization of human
and physical resources that are already in place.

On-Farm Research: The ADF will emphasize on-farm
research involving the ultimate users of the technology, i.e. the
agribusinesses and their outgrowers. When ADF contracts research with
scientists in either public or private sector organizations, they will be
expected to work closely with collaborators that have a stake in the final
results. For example, a researcher in a public institution (such as SEA) or a
private entity (such as an agribusiness or a university) would receive a
research grant to carry out a given field trial to test an agronomic variable
that has been identified as economically important for a given production
technology needed by a firm or group of outgrowers. The proposed design for
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the trial would be reviewed and if necessary improved upon by a crop
speclalist-researcher (local or expatriate) who is specialized in the
production of that crop. After final review and approval of the design, the
Foundaticn would provide the research grant to finance required material
inputs (seed, chemicals, etc.), while the ag-ibusiness or researcher working
in the public institution, in collaboration with a grower, would supply all
the remaining inputs (land, soil preparation, irrigation, and labor) necessary
to set up the trial. In some instances, short—term technical assistance from
a local specialist (e.g. a plant pathologist), who is not avallable in the
institution or firm originating the proposal, will be required to ensure the
proper management and/or analysis of a given research trial. In those cases,
the research grant will also finance this short-term local expertise. The
Foundation will also provide limited supervision at key moments to monitor the
management of the trial (planting, data collection, etc.) to give technical
guidance, ensure the quality of the final results, and guide their
dissemination to a broad community of users. Once the Foundation has
sufficient experience with and confidence in a given researcher, this initial
monitoring will be phased out. The Foundation will support the dissemination
of any significant results from the trial, although experience has shown that
once the participant grower begins to use the improved technology, 1t will not
take long for others to become aware of the practice.

One advantage of this appruach is that expert assistance
is provided by the Crop Specialist Researcher during the design of a trial to
avoid testing variables that have already been proven to be insignifi-ant, and
by the Foundation's staff scientist, to ensure the proper management of the
trial. The Foundation would also have firsthand knowledge of the reliabillty
of the information obtained. Finally, the results will be ecasier to
disseminate due to the involvement of the growers.

Although the majority of Foundation research will likely
be conducted on growers' farms, some production problems are better solved in
the semi-controlled environment of a research station. In those cases as
well, the Foundation will ensure the proper design and management of the field
trial thrcugh the provision of limited monitoring.

During the first year of the project, the Foundation will
be fucussed on organizational activities, with limited research grant activity
that may support the develcpment of two or three technology packages. By
years four and five, the Foundation should be supporting six or seven per year,

Sources of Research Proposals: The ADF will obtain
research proposals by three different means. Some will be unsolicited, others
will be solicited from qualified sources, and others will be developed
in-house by the Foundation staff. Except for the latter, the cost of proposal
preparation will be borne by the authors. No matter how a proposal is

obtained, it will be reviewed by the ADF staff, and a recommendation will be
submitted to the Executive Committee of the Board of Directors. The criteria

&
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for judging proposals may vary depending upon the type of research to be
funded. General criteria for most areas of research will include:

=~ Compliance with the Foundation's stated program emphas: ;:
- Economic justification that stresses near-term returns;

- Participation of a collaborator; and

- Technical soundness.

More specific criteria for celected crops will be
prepared by the Foundation and these criteria for selection of research
projects will be made known in advance to the research community. The
Foundaticn staff will be expected to support only those proposals which mcs
the established criteria and priorities. Occasionally, ADF staff may assiv::
researchers to develop sound piroposals that would contribute to the attaicue:!
of the Foundation's program objectives.

An Executive Committee of members of the Foundation':
Board of Directors and invited specialists will review and approve each
proposal based on analysis and recommendation of the ADF staff. The commitiece
also might approve technically scund proposals that do not fall within the
Foundation's program, if they determine that they were innovative enough Lo de
of interest, or that they deal with a problem of national importance (e.g. the
ountbreak of a disease affecting an important crop).

Financial Management:; The research grants will be made
to individuals based on the budget submitted with the proposal. Shorter
studies (of less than two months' duration) will be financed by an advance to
be liquidated by the researcher when his or her work is complete. Long-range
efforts will be financed by partial advances, supported by periodic accouutii:
to the Foundation's financial manager.

Information Services: The ADF will establish an
Information Center to collect agricultural technology information (both
national and international); to publish and disseminate the results of
research that the ADF sponsors; and to sponsor an annual seminar or woriishop,
as well as other less formal field days at locations where the selected crops

are grown. The Information Center will be managed by a locally hired person
with knowledge of information management (i.e. computetr and library

experience) and dissemination. The Center will have a budget to finance the
acquisition of essential agricultural periodicals and technical journals. It

will also be equipped with a microcomputer for analysis and storage of
research data and other technical iuformation obtained as a result of the

Foundation's research program and contacts with the international community.
The Center will serve as a source of technical information for anyone
requiring specific knowledge of production technology for various locally
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grown non-traditional crops and commercial practices utilized in other
countries. The Center will also develop a cost effective system to actively
disseminate this technical information to users. 1t is anticipated that the
Center will utilize written material (i.e. pamphlets, bulletins, etc.) and
limited use of radio and television to carry out its objectives.

2) Organization

The Foundation will have the following main
organizational features (See Annex J-4: Agricultural Development Foundation
General Bylaws):

The Foundation will have a General Assembly consisting of
individuals who have contributed financially to the establishment of the
Foundation. To ensure that the Foundation maintains private sector support
and conducts relevant research, General Assembly membership will include any
interested individual, company, or organization which makes a set minimum

financial contribution to the Foundation. Members will represent the broad
spectrum of the Dominican agricultural sector, including banking, industry,

agribusiness, and producers' associations. An annual membership fee will be
charged to active uembers, the amount of which will be determined by the Board
of Directors. The General Assembly will meet at least once a year to elect
members to the Board of Directors and be informed of the Foundation's various
activities,

The Board of Directors will consist of 7 to 15 members
from the General Assembly., Directors will be elected to the Board for
two-year terms, with half the Board elected each year. To Insure continuity
during the initial years of the Foundation, one half of the members of the
Board will be elected for three-year terms in the first election.

The main functions of the Board will be to:

o Establish foundation policy as to the types of research
to be financed;

o Approve the Research Program developed by the foundation
staff;

o Hire and fire the Executive Director;

o Approve all major contracts for technical assistance or
commodities;

o Give final approval to all research projects;
o Manage the Endowment Fund; and

o Select an auditing firm acceptable to 4ID to conduct an
annual audit of the Foundation's operations and endowment,
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The full board will meet every three months to approvs=
major operational policies and the overall resecarch strategy. Responsibility
for making other decisions will rest in the hands of committees formed fii: .,
members of the board.

The use of committees will alleviate the problem of
making decisions in a large group. The most important committee, the
Executive Committec, will be responsible for reviewing and approving all
research proposals. An Endowment Committeec will make all decisions regardin,

the financial management of the endowment fund.
The ADF staff will be as small as possible to avoid using
excessive amounts of endowment income (not to exceed 257 by year 4) to cover

operating and overhead expenses. The main functions of the Foundation staff
will be to:

o Procure technical assistance and locally sourced
commodities;

o Develop and monitor the research program;

o Review and select appropriate research proposals for
decision by Executive Committee;

o Coordinate technical assistance (short, medium, and
long-term) provided through the foundation;

o Monitor field trials and other research activities;
o Evaluate research results;

0 Maintain a source of technical information and ensure i:s
distribution to users;

0 Coordinate training activities:

o Maintain liaison and information exchanges with
international agricultural research centers,
universities, and other sources of information and
technical expertise; and

0o Perform accounting and secretarial duties.

A listing of Foundation personnel and their functions is
provided in Figure 2.



Figure 2: Foundation Personnel and Functions

Personnel Direct Hire or Functions
Contract

Foundation Staff

Executive Director DH Manage Foundation, act as secretary at
Board meetings, carry out public relations
and fund raising activities, hire
personnel, represent Foundation at
official functions, oversee program
formulation.

Scientist DH Supervise/mcnitor field trials and other
research,
Ag . Economist DH Analyze proposals for economic/financial

soundness, and analyze the economic impact
of completed research.

Information Specialist DH Develop and administer information
management and dissemination.

Financial Manager DH Maintain Foundation operating and grant
accounts/liquidate advances.

3 Secretaries DH Receptionist and secretarial duties.
Driver/Messenger DH Chauffeur and messenger.

Expatriate Technical Advisors

Senior Scientist/ C Responsible for developing and monitoring

Horticulturist research program, and to¢ review proposals
and make recommendations to Executive
Director. Provide foundation management
expertlse as needed by Executive Director.
Implement fruit and vegetable program.

Research Methods Trainer c Conduct training courses locally for
researchers.
Short-Term Specialists C Conduct management training program for

ADF staff; provide technical expertise to
researchers and agribusinesses,
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The endowment fund will be capitalized by GODR owned 1ucal
currency proceeds from PL 480 Title I or ESF, and private sector contribiiions
during the life of the project. The Foundation's Board of Directors will
appoint three of its members to an Endowment Committee that will be
responsible for managing the fund. Endowment funds wili be invested in secure

firnancial instruments, such as mortgage certificates, that will ensure wmzximum
yields without risking the long-term viability of the fund.

We have assumed that a 167% rate of return will be
realized on endowment fund investments. With an average annual 8% inflation
rate projected for the five-year period of the project, the erdowment func
should have an estimated 8% real rate of return. As previously stated,
endowment earnings will “e used to cover personnel and operating costs, as
well as for research grants. A more detailed analysis of Foundation financing
is provided in Section V-F-3 of this document.

c. Inputs

1) A.I.D. Resources

Long-Term Technical Assistance (US$890,000): The
project will provide a grant to finance both short- and long-term technical
assistance to the Foundation. A total of 54 person-months of long-term
technical assistance will be provided by a Senior Scientist specialized in
horticultural research. The Senior Scientist will assist the Executive
Director in the conceptualization and implementation of the Foundation's
research program, and to provide guidance in the operation of a research
foundation. This individual will have previous experience in the management
and operation of a foundation or similar organization such as an international
agricultural research center. The Senior Scientist will also have extensive
experience in fruit and vegetable production research and will be responsible
for developing and carrying out a program in this area that will enable the
Foundation to have an early impact on several crops which are currently
experiencing significant export growth. This person will also provide other
guidancz to the ADF by training staff, assisting in the coordination of
tralning activities for local researchers and producers, and will help
organize and participate in Foundation sponsored technical seminars and
conferences,

Short-Term Technical Assistance ($768,000): The AID
grant will also provide funds for a total of 53 person-months of short-term
advisors. A total of 37 person—months of this short-term technical assistance
will be directed toward designing research trials for specific crops and
rapidly responding to urgent production problems that present themselves. For
example, as agribusiresses encounter serious production or pest problems which
cannot be readily resolved, the services of technical experts specialized in
those particular problem arcas will be available through the Foundation's
technical assistance contractor, on a short-term, quick-response basis. It is
expected that the majority of these short-term consultancies will last no more

{‘;&';ik
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than one or two weeks. Requests for longer term assistance will likely
involve more direct participation by specialists in designing or supasrvising
research, rather than short-term trouble shooting. 1In those cases, the
agribusiness woild be required to submit a formal reseavch proposal to the
Foundation. The ADF will provide the services of a research specialist to

help in the design and monitoring of the proposed trial.

A total of 16 person—months of shurt-term technical
assistance will be provided by a specialist in research methods who will

conduct two basic research skills courses simultaneously in—country. In the
mornings, classes would be offered in research design and controls, and in the
evening in computer-based statistical analysis, for example. These courses
will last 4 months each and will be given once a year begirning in the second
year c¢f the project.

The main sources of this short-term assistance will
include local and U.S5. universities, international research centers, private
compar® < and consulting firms, as well as knowledgeable individuals. This
ass: ace to the Foundation and its grantees will be provided under the AID
Direct Contract method with a task order mechanism as one of its provisions,
which will tap into the various institutions to supply the expertise.

Commodities (U53132,500): A limited am int of
commodities will be procured under the project for this component. These
commoditics will consist mostly of office equipment, furniture and supplies; 4
four—wheel drive vehicles; and micro-computers for word processing, research
data analysis, and technical information management.

The Foundation normally will not directly procure the
various agricultural inputs and materials that will be used by researchers in
foundation-financed field trials. These commodities will instead L purchased
locally ia small amounts as nceded bv the researchers, using their grant funds.

Tne detailed commodities list is provided in Annex F.

Training (US$498,600): The project will finance
short-term technical training for local researchers, and other individuals
involved in technology development or utilization (i.e. growers). These
training activities will be conducted in-country, in the U.S. and in other LAC
countries. A total of 60 participants will receive the two technical courses
given locally by the university instructor, described above. The Foundation's
contractor will give the courses at one of the universities or research
centers. The project will also finance observation/training trips to NTC
production areas outside of the counsty for both local researchers and
producers to expose them to the latest technology that is in use. An
estimated 90 participants will take part in this training.
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The Foundation will also organize, during the life of
the project, a total of 4 technical seminars or conferences for researchers
and producers to facilitate information exchanges and dissemination. It is
expected that more than 120 individuals will take part in these events, and
internationally recognized experts on specific production problems or
technologies will be invited to inform participants of recent breakthroughs or
possible avenues for investigation.

The training plan and cost estimates are provided in
Annex G,

Foundation Operating Costs ($180,000) and Subgrants
($96,000): The initial operating costs and research subgrants of the
Foundation will be financed by AID for a 1-1/2-year period when endowment
earnings will be insufficient to cover these costs. The operating expenses : :
be financed include parsonrel and field research monitoring costs, A limitzd
number of subgrants for research will be made, to establish the ADF's preser: -
in the research community. After this 1-1/2-year pe lod, these expenses wili
be entirely funded by earnings from the endowment fund.

Audits and Evaluation ($79,000): The project will
finance annual outside audits of the Foundation's operations and its endowmant
fund, and a mid~term evaluation of its management effectiveness and outputs.

2) Counterpart Resources

Endowment Fund Capitalization ($6,233,000): Local
currency equivalent of $6,233,000 from GODR and local private sector
contributions will be used to capitalize the Endowment Fund. The GODR will
provide a total of $5.0 million, to be incrementally funded. The privata
sector contribution will also be provided incrementally during this same
period, and will total $1,233,000. (S:e Section V-F-2, Foundation Financial
Analysis).

Foundation Operating Costs ($624,000) and Subgrants
($2,373,000): These amounts, totalling $2,997,000, are financed by the
estimated income from the endowmeat fund, which will be applied over the iife
of project to the Foundation's operations and research program.

E. Cost Estimates, Financial Plan, and Financial Capacity

1. Overvigz

The financial plan for the project is summarized in Tables 1 and
2 on the following pages. Table 1 distributes the AID and counterpart budgets
by component and input by year, while Table 2 shows the allocation of AID ard
counte:part resources agalnst major outputs or objectives. The detailed cost
estimates for the various line items are contained in Annexes for the various



Table 1
QOMMERCIAL FARMING SYSTEMS
SUMMARY CUST ESTIMATE AND FINANCIAL PLAN (US$000)

YEAR 1 YEAR 2 YEAR 3 YEAR 4 YEAR 5 TOTAL
Components/ A.L.D. Ccp A.IL.D. ce A.L.D. CcP A.L.D. CF A.L.D. cp Equivalent*
Tnputs FX LC LC FX LC LC EFX Lo LC FX LC LC FX LC LC AID Counterpart
1.Rural Financial
Services .
A. Long-term T.A. 93 185 194 204 214 8990
3. Shorc-term T.A. 156 56 163 60 172 €6 195 72 235 79 921 333
C. Coomodities 53 11 - - - - - - - - - - - - 53 11
D. Training 12 64 13 44 12 73 12 54 13 91 62 326
E. Admin Loan Fund
Capital 67 78 99 77 64 385
F. Operating Costs 147 162 178 196 215 898
G. Audits 30 32 35 38 41 176
H. Evaluation 13 13
I. Contingencies 17 17 21 20 22 97
J. Bridge Credit Loan 3,333 833 3,333 833 3,334 834 10,000 2,500
314 3,363 1,195 36l 3,365 1,194 391 3,369 1,271 411 38 419 362 41 471 12,115 4,550
2.Ag. Technology
Development
A. Long-Term T.A. 93 185 194 204 214 890
B. Short-Term T.A. 65 163 172 180 188 768
C. Conamodities 105 28 133
D. Training 27 54 64 54 64 54 63 54 64 498
E. Endowment Fund
Capital 2,100 2,067 2,066 6,233
F. Operating Costs 103 77 78 168 182 196 180 624
G. Research Grants 49 4 258 498 816 801 96 2,373
H. Audits 10 11 12 12 13 58
I. Evaluations 12 12
Subtotal 290 190 2,100 402 199 2,503 420 88 2,732 438 75 938 456 77 997 2,635 9,230
Total 604 3,352 3,295 763 3,564 3,597 g1l 3,457 4,003 849 113 1,417 918 119 1,468 14,750 13,78¢
* Exchange Ra’ US31.00=RD$3.00




Project Outputs
AID

Rural Financial Services

31 Credit Unions Strengthened
Self-financed CU Association

BAGRICOLA Institut. Reforms
C. Bank Analytical Capacity
Bridge Credit Loan Fund

Subtotal

Ar. Technology Development

Operating Foundation
15 Improved Tech. Packages
Rapid T.A. Capability

Improved Local Research Cap.

Information Disseminated

Subtotal

TOTAL

Counterpart Agencies

Rural Financial Services

CUs strengthened
Central Bank Analytical
Capacity/Reforms

Self-Financed CU Association

BAGRIOLA Reforms
Bridge Credit Fund

Subtot: .

Ag . Technology Development

Operating Foundation

Tech. Packages
Rapid T.A.

Improved Local Research
Information Disseminated

Subtotal

TOTAL

Table

2

<

COMMERCIAL FARMING SYSTEMS FINANCIAL PLAN
PROJECT INPUT/ OUTPUT COSTS (US3000)

————————— Inputs
Technical
Assistance Training Commodities
1322
203
62
286 53
1,811 62 53
222 118
935
267
234 498
15
1,658 498 133
3,469 560 186
50 200
100 11
100 109
83 17
333 326 11
(4} [+] 0
333 326 11

-

Operating Misec.

Capital Costs Costs Total
189 1511

203

62

339

10, 000 10,000
10,000 --0- 189 12,115
276 70 686

935

267

732

15

-0- 276 70 2,635
10,000 276 259 14,750
386 299 97 1,033
299 416

200 409

99 199

2,500 2,500
2,886 897 97 4,551
6,233 208 6,441
208 2,373 2,581

0

208 208

6,223 524 1,373 9,230
9,11¢ iLikd 2,470 13,780

. LT T -
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components and cost items, and are cited in the summary discussion below. As
part of each component there is a discussion of the financial management
capability, vulnerability and audit coverage of the implementing agencies.

In Table 2 we find that 73% of the project's grant resources are
dedicated to technical assistance, and of that, 73% (or $2,523,000) is to

support credit union strengthening, improved technology packages and rapid TA
for production problems. 12% of the grant total is directed at training, with

the largest portion for Iimproving local rescarchers' skills., 157 of the
combined grant amount is distributed among commodities, operating costs and
miscellaneous costs, with the largest share going to support the new ADF's
startup costs.

2. Rural Financial Scrvices

The total cost of this component is estimated at US$10,000,000
loan, US$2,114,680 in grant funds and local currency equivalent to
US$4,550,740 in counterpart funding. AID financing will be a government—to
government grant to the Central Bank that will be incrementally funded. The
AID Grant will be used to {inance the following items for the RSM Office:
Short and long-term technical assistance (see Annex H), vehicles (See Annex
F), audits, training, and one mid-term evaluation (Sece Section V). The local
currency counterpart hudget for the grant is provided in summary in Table 3,
below, and in more detail in Annex 1.

Table 3: Rural Financial Services Counterpart Budget (US$000)

Line Item YEAR 1 YEAR 2 YEAR 3 YEAR 4 YEAR 5 TOTAL
A. Banking Policy S-T T.A, 55.80 60.70 66.07 72,00 78.76 333,33
B. Office Equipment, etc. 10.70 - 10.70
C. Training 76.67 58.67 89,10 71.8% 110.73 407.05
Credit Union Training 46.67 25.67 52,80 29.04 63,89 218.06
CU Association Training 2.92 2.92 5.84
BAGRIOLA Training 16.67 18.33 20.17 22 18 24,40 101.75
Dissemination, Publications 13.33 14.67 16.13 17.75 19.52 81.40
N, Administrative Loan Fund 66.67 78.33 99,33 77.33 63.90 385.57
E. Operating Costs 133.73 147.10 161.81 178.00 195.80  816.44
Personnel 69.98 76.98 84.68 93.15 102.46  427.26
Operations 63.75 70.12 77.13 84.85 93.33 389.18
F. Contingencies 17.18 17.24 20.82 19.96 22.46 97.66
TOTAL 360.74 362.04 437,13 419.18 471.64 2050.75

Exchange Rate US$1.00 = RD$3.00

Ce\
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The financial management capacity of the RSM Office in the Central
Bank has been well established under the Rural Savings Mobilization Project,
both with respect to maintaining accounts related to operations, as well as
for the administrative grants and the Stabilization/Reserve fund. The Office
has personnel who are already trained and experlenced in accounting, financial

management, financial analysis, banking and business administration.

The loan to the Central Bank for the Bridge Credit Fund will be &t
standard terms, incorporating the conditions incorporated in the Agribusiness
Promotion Fund. FIDE is audited regularly by the local affiliate of Peat,
Marwick, Mitchell and Co., international CPA firm. The most recent audit
report shows that FIDE's financial statements fairly represent FIDE's
financial condition and that the system of internal control, in general, is
adequate.

3. Agricultural Technology Development and Support

The total cost of this component is estimated at US$2,635,320
grant and local currency equivalent to $U$9,230,667 in counterpart funding.
AID financing will be in the form of a nongoverumental organizations grant tc
the ADF that will be obligated incrementally. The GODR (or AID under PL 480
Title I Section 108) will provide a total of US$5.0 million equivalent in
local currency that will be disbursed over a three-year period, subject to
private sector counterpart support for the Foundation that will be equivalent
in local currency to US$1,233,000. An additional LC equivaient of US$2,997,000
will be generated in the endowment fund during LOP and contributed to the
project. The AID Grant will be used for foundation overhead and operating
costs during the first 1-1/2 years of the project, to fund initial grant and
operaring expenses, commodity procurement, short and long-term technical
asslstance, training activities, and evaluations and audits.

Detailed analysis of the ADF's costs and finances are provided
in Section V-F-3, and in Annex J-3. AID technical assistance is detailed in
Annex H, commodities in Annex F, and training in Annex G.

As the ADF is a newly organizing institution, we cannot assess
its financial management capacity, vulnerability and audit coverage at this
time. USAID will require that its systems for managing the endowment,
operational budget, and grants program be evaluated by an acceptable CPA firm
before making the initial grant disbursement. The ADF's founding statute
calls for an annual outside audit, and we will assure that this is conducted
by a reputable firm,
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F. Methods of Implementation and Financing

Table 4 provides the summary of methods of implementation and
financing, and is presented on the following page. Arrangements for each
component are discussed below.

1. Rural Financial Services Grant and Loan

Technical assistance will be arranged through an AID Direct
contract with a personal services contractor, and by buying into the S&T
project entitled Experimental Approaches to Rural Savings (936-5315), which
has been a useful vehicle for technical assistance under the RSM project, and
will be the preferred source for both short-term technical assistance to this
component. The S&T project manager has confirmed by cable the possibility of
buying into this project, which will continue until December, 1988 (State
110901, 4/14/87). A follcw-on project is anticipated, that will offer simila
opportunities for ordering agreements with universities and firms in the same
technical areas. Since the project vehicles will be grant financed,
procurement will be restricted to U.S. source and origin. The preferred means
of acquisition will be through direct A.I.D. procurement, due to the lack of
experlence of the RSM with A.I.D. procurement regulations. A.I.D. procured
the vehicles under the RSM Project. The vehicle procurement will be carried
out by obtaining bids from U.S. and local dealers of U.S. cars.

AID will provide direct advance dishursements to the Central
Bank for the Bridge Credit Fund. Technical liaison and monitoring will be
provided by the agribusiness promotion staff of the Private Enterprise
Division at no cost to the Commercial Farming Project.

3. Agricultural Technology Development and Support

Technical asslstance will be contracted by USAID under a
competitive bid procedure, for one organization, whether firm or university,
to provide both the long-term advisors, and rapld—-response access to
short-term specialists from a variety of sources. The Regional Contracting
Officer will work with the Project Team to prepare a solicitation that will
encompass an IQC mechanism. The Foundaticn's Executive Director will actively
participate in the selection of the contractor. Since the commodities
(especially vehicles and micro-computers) will be grant financed, procurement
will be restricted to U.S. source and origin. The preferred means of
acquisition for those commodities will therefore be direct AID procurement due
to the limited amount involved and the probable lack of experience with AID
procurement regulations of the Foundation staff to be hired. Locally
available furniture, office equipment, and materials will be procured by
USAID, or provided as grants in aid.



Type of Assistance

Table 4

METHODS OF IMPLEMENTATION AND FINANCING
(AID Inputs)

Implementation
Method

Financing
Method

Cost (US$000)

1. Rural Financial Services
A. Long-Term TA

Short-Term TA

Vehicles

Training

Audits

Evaluation

. Bridge Credit Loan

UBTOTAL

naHammonw™

2. Ag. Tech. Devl. & Support
A. Technical Assistance
B. Commodities
Vehicles
Computers
0ff. Equipment
Off./Furniture
D. Training
In—-Country
Overseas
Conferences
. Operating Costs
Research Grants
Audits
. Evaluation
SUBTOTAL

- oM

TOTAL

* May be profit or non-profit

AID Direct PSC

AID Direct Buy-In S&T/RD
AiID Direct P.O.

Direct Placement/USAID
AID Direct Contract/Profit
AID Direct Contract/Profit
ICI

AID Direct Contract®

AID Direct P.O.

AID Direct P.O., - GSA Sched.
AID Direct P.0O. - GSA Sched.

Grant in aid or H.C. Proc.

H.C. Contract

Direct Placement/USAID
H.C. Contract

H.C. Contract

H.C. Contract

AID Direct Contract/Profit
AID Direct Contract/Profit

Direct Pay
Direct Fay
Direct Pay
Direct Pay
Direct Pay
Direct Pay
Direct Pay

Direct Reimbursement

Direct Pay
Direct Pay
Direct Pay
N/A or Direct Reimb.

Direct Reimbursement
Direct Pay
Direct Reimbursement
Direct Reimbursement
Direct Reimbursement
Direct Pay
Direct Pay

89G. 00
921.00
53.00
62.00
176.00
13.00
10,000.00
12,115.00

1,658.00

133.00
70.00
25.00
10.00
28.00

498.00
249.00
243,00
6.00

180.00

96.00

58.00

12.00

2,635.00

14,750.60

_LE_
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IV IMPLEMENTATION PLANS

A, USAID and Counterpart Management

Management of the grant for the RSF component will be the
responsibility of the Rural Savings Mobilization Office in the Central Bank,
headed by a National Coordirator. This office will maintain its current
status, which has demonstrated its strong technical and administrative skills
and flexibility. Staff continuity is also desirable, in order to take
advantage of skills, contacts, and experience accumularved during
implementation of the RSM project. The office will expand 1ts staff, to allow
it to provide direct technical assistance to a growing number of CUs.

The Agriculture and Rural Developmernt Division, with support from
Sector Team members, will carry out the implementation responsibilities within
USAID,

The Bridge Credit Fund will be managed by FIDE, in collaboration with
the PFIs. Within USAID, implementation and monitoring responsibility will be
in the Private Enterprise Division, which has a working relationship with the
Central Bank for the Agribusiness Promotion Project.

The Agricultural Technology Component will be managed by
the Agricultural! Development Foundation's Executive Director, who will be
selected by the Board of Directors and charged with overseeing the daily
operations of the Foundation and the various project activities to be carried
out by the staff and contract technical advisors. He or she will coordinate
these activities closely with the USAID project officer.

The Agriculture and Rural Development Division will carry out the
implementaticn responsibilities within USAID., Additional Mission support will
be provided by other USAID offices as appropriate (e.g. Capital Resources
Development Office, Management Office, and Office of the Controller).

B. Implementation Targets

Figure 3 on the following pages presents an overall implementation
and expenditure plan, which shows when principal outputs will be achieved and
when the major inputs will be in place. The plan will be the basis for
further detailed annual plans to be prepared jointly with the implementing
agencies, technical advisors, and USAID staff.

-

C. Reporting, Monitoring and Evaluation

Each component will have a separate reporting system. In the case of
the RFS and the Bridge Loan, the existing reporting systems used for Rural
Savings and Agribusiness will be reviewed befcre Implementation Letters are
issued, to assure that those systems meet AID's requirements under the
Commercial Farming Systems project.



Rural Financial Services

PURPOSE/OUTPUTS

Credit Unions

Mobilizing savings/lending (No.)

Joining CU Assn.
Bagricola Management
Consolidated
Credit Union Assn.
Organized
Trained/managing funds
RSM Unit Phased out
Bridge Credit Lines

disbursed to PFls

($ nmillion value)

KEY INPUTS-RFS

Long—term advisor
Start Selection (month)
Sign Contract (month)
At post (month)
Commitment ($000)

Expenditure level ($000)

COMMERCIAL FARMING SYSTEMS — Summary Implementation Plan

YEAR 1

2.0

-
£ e 1~

400

Figure 3

YEAR 2

15

5.0

490
185

YEAR 3

19

3.0

194

YEAR 4

25

204

YEAR 5

31

214

—6E_
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Page 2

COMMERCIAL FARMING SYSTEMS - Summary Implementation Plan
YEAR 1 YEAR 2 YEAR 3 YEAR 4 YEAR 5
Short—-term services
Amend Coop Agreement (month) 7
Policy Advisor (number visits) 8

Banking/finance Advisor/
trainers (number visits) 4 4 4 4

Expend. Level ($000) 156 163 172 195 236
Procure Vehicles
Start PIO/C (month)

Receive vehicles

o |Joo

Commitment ($000) 53
Expenditure ($000) 53
Disburse Bridge Fund ($ million) 5.0 5.0
“onduct Audits (number entities) 3 3 3 4
Expend. ($000) 42 45 45 44
Conduct mid-term evaluation X
Expend. ($000) 13
TOTAL EXPENDITURES RFS
Agricultural Technology

DeveloEment
PURPOSE/OUTPUTS

Organize Foundation

Board/Committees (month)

jo |~

Staff in place

Financial/Grant
System in place

|H
o

_0{7_



COMMERCIAL FARMING SYSTEMS — Summary Implementation Plan

Information Center ope.ating (mo.)

Research Program Approved (month)
Research Grants Approved ($000 value)
Quick Response system operating
Technology packages disseminated
Persons trained

In—-country (No.)

Participants leave (No.)
KEY INPUTS - ATD

Technical Assistance
Start Selection (month)
Sign Contract
At post
Commitment ($000)
Start ST services (month)
Expend. level ($000)
Endowment Fund

Tranche amount ($000)

YEAR 1

10
49

10

6

10

11

700

158

(2100)

15
20

1,000
1

348

(2067)

YEAR 3

366

(2066)

YEAR 4

384

Page 3

YEAR 5

_‘[{7—



raining Events (number)

In-country
Participants
Commit. ($000)
Expend. ($000)

xmodities

Vehicle - start (month)
Vehicle - Arrive (month)
Computer - Start (month)
Computer - Arrive (month)
Office Eqt/Furn start (month)
Office Eqt/Furn deliver (month)
Commit. ($000)

Experd. ($000)

snduct Audit

snduct mid-term evaluation

Expend. ($000))

JTAL EXPENDITURES ATD

JTAL PROJECT
{PENDITURES

COMMERCIAL FARMING SYSTEM - Summary Implementation Plan

YEAR 1

243

=

IH
[CHER IR

105
105

10
300

5,602

YEAR 2

27

11
447

5,867

YEAR 3

118

24
508

932

YEAR 4

118

13
515

959

Page 4

YEAR 5

118

14
534

928
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The Agricultural Technology reporting will be geared to the ADF's
work plan, to be updated annually, with reports submitted on a quarterly basis
once full operations have commenced.

These reports, along with field visits to the target areas, to
research centers and CUs, will be the basis for monitoring.

We expect to do a midterm evaluation of each component, to look at
management and organizational Issues. An impact evaluation may be carried out
as part of a broader sectoral analysis of USAID's efforts in a number of
related projects aimed at improving the quality and quantity of
non-traditional exports and strengthening the commercial farming/agribusiness
system to raise rural incoumes.

D. Negotiation Status, Conditions, and Covenants

1. Summary

Negotiations with the various institutions that will carry ocut
the project are well advanced. The Central Bank is already working closely
with USAID on the RSM and Agribusiness Promotion projects, and key Bank staif
understand the linkages between this project and ongoing efforts. The CNHE s
representatives have been working closely with us on approaches to meeting che
need for agricultural technology for more than two years, and have completed
the process of chartering the ADF. The founding firms are committed to
providing both policy and financial support.

Annex K, The Draft Project Authorization, specifies the
conditions and covenants in more detail. 1In addition to the standard
provisions and conditions precedent, the following project-specific conditions
and covenants will be incorporated in agreements,

2. Rural Financial Services

- Conditions Precedent to First Disbursement (RFS Grant)

The Central Bank .11 provide evidence that the equipment and
vehicles that have been funded by AID for the Rural Savings Mobilization
Project have been assigned for use by the RFS component. Any balance of local
currency funds will also be included.

The Central Bank will submit for AID's approval its procedures
and financial controls/audit plans for the Administrative Loan Fund, the
Stabilization/Reserve Fund, and its procedures for overseeing the Bridge
Credit Fund.

The Central Bank will submit for AID's approval its first annual
implementation plan for tue RGF component, including identified CUs to be
trained and advised; plans for working with the BAGRICOLA, policy studies to
be carried cut, and initial steps to organize a credit union association.
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- Conditions Precedent to First Disbursement (Loan)

The Central Bank will submit for AID's approval its operational
guidelines and contracts with the PFIs to be applied to the use of AID funds
for the Bridge Credit Fund, essentially a reaffirmation of those established
for the Agribusiness loan Fund, with the added proviso that these funds will
be on-lent only for agribusiness ventures that use small/medium-scale
outgrowers for significant portions of their production.

Covenants {loan)

These will be the same as those established for the Agribusiness

Promotion Project, i.e. consultations regarding interest rates to be charged,
and periodic meetings with other participating institutions to review project

progress.

3. Agricultural Technology Development

- Conditions Precedent to First Disbursement (Grant)

The ADF will provide evidence that it has been legally
incorporated, that the Board of Directors and its operating committees have
been named, and that a fulltime Fxecutive Director and financial manager have
been appointed.

The ADF will provide evidence that the Endowment Fund has been

established with an agreed contribution by members of the Foundation, and that
arrangements :atisfactory to AID have been made with the Technical Secretariat

of the Preside..y for the counterpart contribution.

The ADF will submit for AID's approval its plans for management
and control/audit of the Endowment Fund, and certification by a CPA acceptable
to AID that it has established an appropriate financial management system for

the AID funds.

- Conditions Precede:t to Disbursement for Research Grants

The ADF will submit for AID's approval its first research

program.
The ADF will submit for AID's approval its operational
procedures for making and supervising research grants.
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V. PROJECT ANALYSES AND SUMMARIES

A, Introductig&

This section provides the summary analyses. These are generally
summaries of more lengtnhy studies prepared during prniject development. Annex
J provides more detailed discussion of economic and financial assessments. In
most instances the analyses are component-specific, as each was the subject of
one or more studies.

B. Technical Analyses

1. Rural Ficancial Services

a. Provision of Rural Financial Services

Despite sustained growth of financial intermediation, the
country's rural population has enjoyed very limited access to financial
services. Fewer than 10 percent of all farmers have been reached,
sporadically, by the Agricultural Bank, while the proportion of farm and
non—~farm rural households with access to permanent and reliable bank credit
lines or tc deposit services has been smaller still, This situation
reflects: (1) the high transaction costs for banking institutions of
providing these services to a disperse clientele of small borrowers and
depositors; (2) the high risks associated with financing agriculture, in
general, and of leading to a heterogeneous population of small farmers, in
particular; and (3) banking policies, regulations, and practices which have
reduced the operating margins of financial institutions. These factors also
while impose additional transaction costs on them, and restricte the types of
loans and deposit instruments allowed to each class of institution.

Rigid intervention has included interest-rate controls,
nigh and cumbersome reserve requirements, selective credit controls, and
restrictions on entry to and competition in financial markets under Central
Bank regulation. Extreme specialization has further segmented markets in
non~economic ways. The resulting credit rationing and loan fragmentation,
coupled with complex procedures, expensive for both lenders and borrowers,
have made operations in the rural areas unattractive. The break—even point
for a commercial bank branch of RD$1.3 million (US$430,000) in deposits makes
servicing many rural areas unprofitable.

One result has been a major concentration in Santo Domingo
and Santiago of the banking infrastructure, deposits mobilized, and credit
flows. While almost 50 percent of all commercial bank branches are scattered
throughout the rest of the country, only 18 percent of all commercial bank
deposits (checking, savings and term accounts) have been mobilized and only 10
percent of all credit has been granted outside the two major cities. The
dynamic non-regulated market, which represents 30 percent of all financial
activity, 1s nighly concentrated in these two major urban centers as well,

)
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Rural informal credit sources (money lenders), on the other hand, charge 10-20
percent per montn (120~240 percent per year) on loans and provide no savings
deposit services, to capture local resources for on-lending to small rural
borrowers.

The pilot Rural Savings Mobilization Project has
demonstrated that the factors constraining the provision of financial services
to the rural population can be etfectively addressed, particularly in the most
remote rural areas where no banking services have been available. With regard
to the high transaction costs associated witnh providing financial services to
a dispersed clientele, the RS3M Project has shown that theve costs can be and
were lowered for the BAGRICOLA by spreading overhead costs from its lending
asctivities to also include saviangs mobilization activities. [In addition, the
four credit unions that were strengthened under the RSM Project demonstrated
the feasitility of raising interest rates to theilr borrowers to help offset
the higher transaction costs associated with delivering financial services in
the rural areas while at tihe same time still attracting substantial numbers of
borrowers. While market interest rates were charged to borrcwers, the
BAGRICOLA and tne credit unions attracted over 40,000 and 6,000 rurai
depositors respectively, despite the relatively low interest rate paid to
depositors. The RSil project therefore demonstrated that through a combination
of spreading overhead costs to more than one financial service and adjustiag
interest rates to reflect actual costs, nigh cransactlon costs in the rural
areas can be managed effectively.

The RSH project also demonstrated that, by being closer to
and raowing better tne rural clientele it serves, rural financial institucions
can reduce the higher risks involved in financing agricultural activities and
in lending to a heterogencous population. While lending activities increased
at the BAGRICOLA iand the credit unions, due primarily to increased
availability from savings mobilization activitles, loan delinquency ratios
were dramatically reduced. This strongly suggzests that the model developed by
the RSM project reduces the risks associated with rural lending activities.

With regard to the limitations caused by banking policies
and regulations, which have negatively atfected the provision of rural
financial services, the RuM project was able to obtain some reforms that
alleviated the restrictions on the operating margins and types of loans and
deposit instruments allowed in rural areas. These changes demonstrate that
policy and regulation reforms can be obtained, that additlonsl reforms are
possible, and that the financial institutions involved in the project could
effectively operate within the modified banking policy and regulatory
environment,

The RSt model, which will be employed In the proposed
Project, effectively addressed the problem of high transaction costs, reduced
the risk of providing financial services to a rural population, and improved
tne policy environment witnhin which the rural financial institutions must
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work. Based on the positive results and experience gained in the RSM project,
the project development team believes that the Rural Financial Services

component of the proposed project is technically feasible.

b. Banking Technologies for Credit Unions

Despite the fragility of CUs in most developing countries,
the RSM project developed a technical assistance package that resulted in the
successful turnaround of 4 CUs. This package includes: (1) a better
understanding of the role of a credit union as an intermediary between savers
and borrowers and the ILmplications for interest-rate and surplus policiesy (2)
proficiency in basic accounting and allocation of accountability; (3)
financial management skills, including asset and liquidity wanagement, loan
risk analysis, portfolio diversification, loan recovery, liability management
and banking relatioaships, and pricing of tinancial products; (4) sxills in
information management, interpretation of economic and financial data,
strategic planning and decision—-making; and (5) marketing skills for the
expansion of financial services.

In order to upgrade their physical installations and to
cover the initial costs of new staff (manager, accountant, cashier), CUs need
additional cash flow while activity expansion generates sufficient revenues to
cover these startup costs. To meet this need, the administrative grant
activity started under the RSM Project will be expanded, and converted to an
Administrative Loan Fund.

Despite limited portfolio diversification, geographic
concentration and seasonal cash-flow patterns increase lending and liquidity
risks for CUs. Sudden and frequent deposit withdrawals in the early stages of
the mobilization effort sometimes reflect the desire of new depositors to test
the ability of the credit union to return the funds deposited, given the
absence of formal deposit insurance. To assist CUs to face temporary liquidity
problems, the RSM Project team devised the Stabilization/Reserve Fund, which
has been an important resource to the pilot CUs, and will be expanded as well,

C. Bridge Credit Fi.nd

This summary covers both the demand for and technical and
financial aspects of the Bridge Credit Fund component.

Demand Assessment

A demand analysis for the ongoing Agribusiness Prowmotion
Project (517-0L36) was conducted in 1985 by surveying a substantial number of
existing non—-traditional agribusinesses. The analysis concluded that by
mid—-1988 the demand for long-term capital would be at least US$126 million.
More recently, the Inter—-American Development Bank's loan appraisal for their
Agroindustrial Credit Project (DR-011l4) established the demand for all types
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of credits to the agroindustrial sector tu be US$200 million. This demand
estimate, together with the demand of US$50 million which has already been met
under the AID Agribusiness Promotion Project, Indicates a total demand of
US$250 million for long, short and medium-term credit in the sector. The new
I0B loan to the agribusiness sector will be 0US$120 million while the ongoing
AlD agribusiness loan totals approximately U3$50 million, including
counterpart monies, for a total of US$170 million. Using the demand figure of
US$250 million cited above, this leaves a deficit in all types of credit
available to the agribusiness sector of approximately US$80 million.

Experience witn the existing AID Agribusiness Loan
indicates tnat disbursements of this loan are running well ahead of
projections, indicating continuing strong demand. As stated above, the
experience gained thus far from the ongoiny Agribusiness louan fund indicates
that the demand for Bridge Credits nas been approximately 18% of total loans
approved under that project. However, the project team believes that a Bridge
Credit demand factor of 18% is conservative because the Agribusiness loan
fund's principal goal was to provide long-term credits while shovr-term bridge
credit loans were held down. The team therefore estimates the real demand for
Bridge Credit to be between 24% and 30% of the projected deficit of US$80
million. This provides a range in demand of between US$19.2 million and US$24
million for this type of credit. Therefore, the team concludes that there
should be a strong demand for the $10 million to be provided by the Bridge
Credit Fund.

Technical Aspects of FIDE Bridge Credit Loan Fund

The terms and conditions under whici the Bridge Credit
fund will function will be nearly the same as those for the existing
Agribusiness Loan fund. As with that fund, the bridge fund will be created by
a loan from AID for US$10 million for a term of 25 years. The Central Bank
will manage this loan through FIDE, an internal division of the bank. FIDE in
turn will on-lend the fund to participating financial institutions (PFIs).

All commercial risk will be borne by the PFIs themselves. The terms,
conditions and covenants for this loan will, with the minor exception of the
end-user target, be the same as the successful apgribusiness loan fund model.
On the basis of prior experience with that model, the team believes that the
Bridge Credit Fund will be successfully administered by FIDE.

The following materials describe the major characteristics
of the pridge fund's technical and financial structure:

Interest rate policy: Because of the uncertainties
related to inflation in the D.R., we have agreed that interest rates in this
program should be adjusted periodically to reflect upward or downward
pressures, This adjustment will be based upon Monetary Board resolutions,
keepiny in mind that the end user should pay a positive real interest rate.

;o

B
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Currently, effective interest rates charged to end
borrowers range from about 4% to 24% in the regulated banking systew. Thesz
rates include tne interest itself plus fees, commissions and closing costs.
The low end represents loans from FIDE funds to firms located in the Haitian
border area. At the upper end are rates charged to borrowers from the PFIg"
own resources. In the middle, clients are borrowing from FIDE at 157 (FIDE
makes loans to PFIs at 10%, which when combined with a spread of 5%, equals
15%4). Tne five percentage point spread has proven sufficientely attractive to
motivate and sustaln bank participation in their type of program, while it s
not so hign as to provide the banks with excessive profits.

We have scructured the interest rate policy for this loan
to be consistent with Agency policy and to be reflective of country
conditions, including a variety of factors such as the currently high versus
historical low rates of inflation in tne D.R., the risk of agribusiness
projects and thelr normally low to moderate returns on investment, a business
and banking community that is inexperienced in non-traditional export
projects, the heretofore low cost of FIDE funds, and the competitive
disadvantage of development banks ~-- whicn are the priacipal source of this
type of financing. The team believes that the proposed interest rate
structure 1s both realistic and fair and, tnerefore, proposes a 15 percent
end-user rate, a 5 percent margin and a cost of funds of 10 percent for the
PFls.

Subloan Term: The original Agribusiness Loan fund model
of a 12-year line of credit from FIDE to the PFIs will be employed. This term
is equal to the maximum term available to the PFIs' clients. Unlike other
FIDE credit mechanisms, under the Bridge Credit fund (as in the case of the
Agribusiness loan fund), the PFIs will be allowed to retain recuperations for
relending for similar purposes to qualified sub-project borrowers, thus
establishing a new specialized line of credit facility within the PFI's,

Risk/Reward on Bridge Credit Loans: The bridge credit
mechanism is used by agribusinesses and outgrowers for both high-risk export
crops, such as melons, and to produce foods for the Dominican market,
including rice and tomatoes. The Agribusiness Loan allocated approximately 18
percent of its recourses for short-term working capital credits, although a
number of firms have taken medium-term (three year) loans, and used them for
crop-cycle credits to their farmer—suppliers. In this situation, the
agroenterprise (which might be a fruit packer or a rice mill) takes the risk
with the farmers, cdministers the credit activity, and relieves the banking
community of tnis risk and high transaction costs. This spreading of risk
seems to be working to the satisfaction of all parties involved. As the
Agribusiness loaun had a built-in preference for long-~term, capital investment
loans, the Bridge Credit Fund will meet an apparent need, with positive
benefits for the sector.
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In conclusion, the Bridge Credit Fund will be meeting a real
demand. It will be administered through an existing system that has proven
effective, and the balance of risk and reward is apparently positive,
suggesting that this Fuand will have a life that extends well past the
termination of tne Project.

2. Agricultural Technology Development and Support

a. Demand for Improved Technology

While a precise determination of the local demand for
improved NTC production technology has not bheen made, several factors suggest
that this demand will grow in the near term.

The variety and amount of non-traditional agricultural
products presently being exported from the DR exceed 150 different products
and range from miniscule amounts to large volumes. Exports of these
commodities are increasing as indicated by the fact that during the last five
years the total volumes increased 20 percent, while the dollar values of NTC
exports have increased over 30 percent. The opportunity for research and
technology development in an atmosphere where so many commodities are being
increasingly exported is great. Many of these commodities have not yet
reached their potential in terms of the U.S. market,.

Secondly, public sector researchers, who constitute the
ma jor portion of tie Dominican research system, have concentrated their
efforts on pasic grains, domestic food crops, and traditional crops. Very
little research is being conducted on export—-oriented NTCs.

Lastly, a comparison between actual yields in tie U.S. and
the D.R. for several NTCs, suggests that considerable increases in yields can
be obtained if the required research were conducted. For example the yield
data for four selected NTCs, presented in the following table, averages 507
lower than "good"” U.S5. yields:

YIELDS POUNDS PER HECTARE

CROP DR us %DLF
Cantaloupe 14,820 49,400 70.0
Eggplant 48,10C 61,800 22.2
Dry Onion 24,050 98,800 75.7
Peppers 32,000 49,400 35.2
AVERAGE 29,742 64,850 50.8

On the basis of these figures, significant increases in
production for many of the NTCs already being produced in the DR should be
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attainable over the short and medium term. Most of the research that will b:
required will probably be focused on adaptive work, such as variety trials,
soil nutrition studies, and the testing of improved pest control measures.

The unrealized market potential of many NTC's, the
relatively limited availability of locally generated and adapted NTC
production technology, and the high potential for NTC yield increases are
factors wiich suggest that conslderable demand exists for the NTC technology
that the foundatfion will assist in developing.

b, Availabilicy of NTC Technology

Only a limited amount of NTC production technology is
being developed in the DR. As a rule, agribusinesses utilize production
technology developed in otiner countries withouc subjecting it to much
modification. Problems arising from inadequate adaptation of this technology,
because it was developed under different growing conditions, is one of the
principal reasoans for poor yields.

Many NIC producers and exporters are too small to be able
to afford the services of an expatrilate technician specialized in their
particular production problem or crop. This means that many local producers
eitner have to learn to live with the problem and its subsequent low yields by
planting increased acreage, or they must snift production to other crops.

Producers and expcrters of non—-traditional products in the
DR need an organization that is a reliable source of technical information and
assistance responsive to their specialized needs. The Foundation will not
only support the generation of NTC technology adapted to these specialized
needs, but will also make use of both local and international technical
resources to provide timely information and assistance.

C. Institutional Analyses

1. Overview

USAID's analysis of factors affecting the commercial farming
system sought to identify those that had the potential to be rapidly and
effectively improved so as to increase production. No one iastitution in the
Dominican Republic touches on all of the factors. Therefore, we tapped into
the experience and knowledge of several public and private entities, and as we
narrowed the focus to a short list of constraints appropriate for us to work
on, our institutional analysis was developed by component, which is how it is
presented below.

2. Rural Financial Services

A number of institutional alternatives were considered for the
promotion of base—level rural financial services: (a) expansion of commercial
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and development bank branches into the rural areasj; (b) promotion of existing,
"Casas de Prestamo de Menor Cuantfa"” (small loan houses) or the creation of
small Independent rural banks; (c¢) utilization of existing second-level
cooperative federatlons as institutional chaanels to develop and strengthen
bagse-level CUs; and (d) utilization of the current Central Bank institutional
arrangements, to promote based-level financlal retail organizations,
preferentially CUs.

a) Commercial/Development Bank Expansion

Gustavo Gémez' report found tnat despite reduced capital
and reserve requirements for commercial/development bank branches, these
institutions still target _lients base who are relatively large depositors and
borrowers. In the case of development banks, restrictions on their
instruments for funds mobilization and concentration on medium and long~term
lending limit their ability to act as base-level financial institutions.
Commercial banks do provide bridge-ioan financing for agricultural production
and have extended lines of credit to some RSM project CUs. They offer deposit
facilities in larger towns and are excellent conduits for agribusiness loans
directly to companies. However, tne lack of profitability of providing
base-level rural finaacial services is difficult to overcome for these
urban-based, centralized intermediaries.

D) Casas de Préstamos de Menor Cuantia

The Project Team also wexplored ths 2lternative of
utilizing existing lending institutions such as pawnshop-type operations
(casas de préstamos de menor cuantfa and loformal moneylenders) as possible
candidates to develop into full-servlce rural savings and lending
institutions. This alternative was rejected for the following reasons: (1)
legal restrictions and sole ownership considerations made their selectlon less
desirable tnan other alternatives already identified (CUs); (2) given the
present efforts on the part of the Central Bank to regulate these entities,
their inclusion in this project was made more difficult; and (3) by offering
savings services they too would require assistance in developing accounting
systems and financial management techniques. They would need just as much
training and advisory help as the CUs.

c) Working with Existing Second—Level Cooperative Institutions

This alternative was carefully analyzed by the Project
team in three separate reports carried out by financial and credit union
experts. The Dominican Confederation of Cooperatives (CODOCOOP) and the
Federation of Multiple Service and Savings/Loan Cooperatives (FEDOCOOP) seemed
likely candidates. The Mission had provided local-currency financling to the
former and the latter had received assistance from the IDB through COLAC,
Unfortunately, in-depth financial analyses of these institutions revealed them
to be near bankruptcy due to past lending policies and now unrecoverable loans
and to a poor management record. If project resources were channeled to these
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institutions, they could easily be Immobilized by legal proceedings by
creditors of these institutions. Project funds may then be lost in bailing
them out or in satisfying pre-existing creditors or wasted in supporting an
overstaffed operation vulnerable to political intrusions. In addition,
cooperatives no longer contribute to these organizations, because they did ot
provide the tecihnical assistance or liquidity management services that
cooperatives need. Our analysis showed a lack of a strong business mentality
within tne secoad-level organizations, coupled witn largely uarecoverable lnan
portfolios. Moreover, thelr leadership has resisted the policies of the RSH
project pilot effort. We councluded that a program to expand base level
financial institutions would nave to utilize most of its resources to
resuscitate moribund orpganizatlions before focusing on the base-level
organizations. Tne team decided that the bottom~up strategy atilized in the
R5M project was still advisable,

This is not to imply that other second-level organizations
could not be valuable and necessary conduits for technical assistance and as
liquidity management entities., Rather, we concluded that a different strategy
and aprroach is nzeded to provide the services that base-level institutions
would require from a second-level organization, and be even more cost
effective.

d) The Central Bank

The selection of the Central Bank as the major
implementing entity for the CU activities under the rural financial markets
component has several advantages, for the following reasons:

1) It 1s a kuown entity which has provided leadership and
effective management of the pilot RSM project activities
with tne CUs and the Agricultural Bank,

2) The Bank recommends banking policy and procedural changes
to the Monetary Board. Tune RSM project has helped Lo open
the way for USAID's policy dialogue agendas on
interest-rate policy and the liberalization of savings
instruments to promote savings mobilization in the
Agricultural Bank. Policy assistance and related studies
continue to be critical elements in improving the
operation of rural financial markets.

3) The Bank can channel local currency resources through its
credit window to CUs and commercial banks, and can expand
the operation of its liquidity management (reserve fund),
which currently operates under the RSM project.

4) The RSM office has been an effective mechanism for
integrating the diverse and complex components of the RSM
project. TIts expertlse and experience may be usefully
employed by the new project.
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The Rural Savings Mobilizatilon office is attached to the
Finance Department of the Central Bank, which is responsible for carrying out
financial and feasibility analvses of financial institutions, and rescarch on
monetary policy and audits of financial institutions,

The principal disadvantage of using the Central Bank as an
implementing agency ls that it is not normally a technical assistance entity
fer promoting either CUs or other financial institutions. The RSM project,
however, showed that the office was capable of implementing this program
successfully and to the advantapge of all parties involved,

e. Central Bank/FIDE

USAID's Project Development Team considered a number of
options to meet the evident immediate need for increased liquidity in the
agriculture-oriented banking svstem, and a number of Institutional channels
through which to provide it. ‘These included channelling additional funds to
the BAGRICOLA, or through the credit union or cooperative structure. While
these may remain options for a future project, or an expansion of this one,
for reasons discussed above, we concluded that new credit would not reach the
small to medium scale farming seyment tfast conough to have notable impact. We
concluded that adding funds to the Agribusiness Promotion Project mechanism in
FIDE would be thce best choice, and that this should be done via a new loan
restricted to outgrower—-based firms,

The FLDE mechanism has proven etfective to date, although
FIDE continues to conduct duplicative analysis and reviews of work done by the
PFIs, which have the ftull commercial risk, The automatic disburseument system
has not worked as smoothly as desired, particularly when it appears to
conflict with other aspects of the Central Bank/Monetary Board policies
regarding control of the exchange rate, woney in circulation, and servicing of
debt. Nevertheless, the PFIs are showing increased ability to assess the
feasibility of projects presented to them, skills whichi are being strengthened
by training programs financed by the Agribusiness Promotion Grant., USAID
expects that as tuis skill is demonstrated to FIDE, and through continuous
efforts by ocur project advisors with the Bank, that the rate of approvals and
disbursements that regulate the flow of funds to the PFIs for sound project
will accelerate. This is a continuing matter for both staff activity and
policy dialogue witn the Bank and the Board.

USAID currently supports other projects with the Central
Bank, including the Snall Industry Program, Rural Savings and Mobilizations
and the Agribusiness Promotion Project., In addition, the World Bank and the
IDB currently have industrial/agricultural programs with the Central Bank.
The Central Baunk has many years of experience with donor agencles in managing
specific credits directed through the country's private commercial and
development banks. Although their procedures at times have been cumbersome,
the Central Bank has always proven itself as one of the country's most
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responsible administrators. Thus, except for emphasizing changes required
under the Agribusiness Promotion Project, we do not believe the Bank will r:-q
to employ additional staff to manage the bridge credit fund. The experienc-
under the Agribusiness Promotion Project suggests that FIDE is capable of
managing the credit component to AID's satisfaction.

£. Sub-Lending Institutions

Interviews were conducted with 18 development banks, 2
commercial banks and 2 government institutions as part of the demand and
institutional analysis conducted by LAAD for the Agribusiness Promotion
Project. The findings of that study remainec valid,

Commercial Banks: The Latin American Agribusiness
Development Corporation (LAAD recommended that the commercial banks be
eligible for several reasons. Among these were that several commercial banks
have agribusiness loans outstanding, all of which originated with FIDE funds.
Several banks also own development banks. Thus, short- and the long-term
financing needs can be combined and provided from two sources. Finally, some
banks have tranches in rural areas not currently reached by the development
banks; thus, these banks have clients which can be served and supervised
through comwercial networks. Somc 14 commercial banks are participating.

Development Banks: All of the 18 development banks will
be eligible to participate. Of these, there are 15 currently participating.
The analysis and determination as to which banks should participate was basea
on the bank's financial strength (ability to borrow, degree of leverage,
quality of portfolio, arrearages, etc.); capacity of staff to appraise and
monitor agribusiness projects; size and type of current agribusiness
portfolio; branch office network; and existing demand for new project funds.
The 15 eligible banks constitute those banks best able to successfully
accomplish the project's objectives (based on above factors). This analysis
also facilitates a Central Bank/FIDE transition to a "line of credit" program
rather than a sub-project disbursement approach. Since these banks are the
strongest and most capable of carrying out the program, as proved under the
Agrobusiness Promotion and because thiey have the greatest number of
sub-projects meeting the criteria of this credlt component, USAID and the
Central Bank can be better assured tnat this new AID loan will be implemented
effectively and rapidly.

3. Agricultural Technology Development

a. Alternative Organizations

The International Service for National Agricultural
Research (ISNAR) conducted an in-depth evaluation of the Dominican
agricultural research system in 1983, Based on that evaluation and more
recent studies on the subject, the Mission considered several alternative
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local organizations as possible entities 1n which to promote research to
improve production tectinology for growers and exporters of non—traditional
crops. The following organizations were amony those considered:

GODR Secretariate of Agriculture (SEA) The Department of
Research for Agriculture and Livestock (DIA) is the SEA organization
responsible for couducting most of the public sector's apricultural research.
DIA is composed of a central directorate and 6 regional certers located
throughout the country with a total of 20 experiment stations.

Although DIA has cornsiderable human and physical resources
at its disposal, it has been characterized as beingz relatively ineffectual at
conducting meaningful agricultural research. The causes of this institutional
weakness have been contributed to several factors including: politicization
of the system; abseance of a research program with clearly defined plans and
goals; chronic lack of budget support for research materials and equipments
low salaries that fail to attract or retain qualified professionals and
consequently causes a rapld turnover of statfy poorly trained employees that
have limited expericnce and insufficient s. pervision and a lack of continuity
between rescarch activities from one year to the next.

Dominican Institute of Agriculture and Livestock Research
(IDIA): Basod on the [SNAR evaluation, the GODR, during the last
administration, proposed to separate DA personnel and facilities from SEA and
form a new autonowous orzganization (LDIA) modeled after the U.S. Land Grant
College system. Althouzh a law creating IDIA was passed by the Dominican
Congress, the original concept of a quasi-private sector directed research
system was somenow lost. [t now appears that I[DIA, if made operational, would
remain under the direct control ol S5ia due to a heavy public sector
representation on its boavd. IDIA will, therefore, probably retain all the
institutional weaknesses of DIA and will have merely undergone a name change,

Universitiest Dominican universities conduct a limited
amount of agriculvural research, most of wnich is associated with theslis
requirements for obtaining an I[ngeniero Agrénomo degree. The university which
is most active in this research is the Universidad Auténoma de Santo Domingo
(UASD). UASD maintains an experiment station near Santo Domingo where
approximately 50 students at any one time are conducting research activities
in conjunction with their thesis studies.

UASD suffers from some but not all of the same afflictions
as DIA, such as: low salaries for faculty; virtually no research budget; and
facilicies oriented toward teaching and production rather than research. The
types of research activities that are performed are not directed toward
solving current problems, but are intended for teaching purposes and often
cover topics that have already been extensively researched.
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The Instituto superior de Agricultura (ISA) is a local
university in Santiago that has had an active role in agricultural research.
However, a large portion of ISA's research has been directed toward
agribusiness administration, farm management, and agricultural policy areas.
As with UASD, most of the research is coucentrated in the thesis preparation
at the undergraduate level. Although ISA established a production research
organization and facilities near Santiago In the early 1960s, this center is
now operated py ana is part of DIA.

Auribusiness Research Activitiess gribusinesses have
also been actively conducting research in the DR. For example, the Gulf and
Western company has done extensive researci primarily in sugar cane variety
trials and agronomic practices, as well as the development of their own breed
of Brahman cattle referred to as "Romana Red"”. This company has also
conducted some diversification work on citrus, avocados, beans, and various
vegetables crops. The locally owned fertilizer company FERQUIDO has also
carried out an intensive program of soil) analysis and fertilizer trials and
finances some student thesis work In soll sclence. And the local tomato
processing Industry, although mostly not directly involved in conducting
research, has financed some variety trials conducted by DIA personnel.

In general, the private sector's capability to conduct NTGC
research is 1ffected by the limited availability of technicians, equipment,
and facilities dedicated to research activities. Instead, these resources are
utilized for production purposes. When Ilmproved technoloyy is required or a
solution to a production problem is needed, the private sector usually looks
first to outside sources for assistance instead of developing the technology
or finding the solution itself. This is because the primary role of
agribusiness is production and marketing and not agricultural research.

b. Agricultural Research Foundation

From a brief overview of the present research system in
the D.R., it is readily apparent that a considerable amount of human and
physical resources is being underutilized. Alse, the research that is being
conducted is not supporting che diversification into non-traditional
agricultural products, no: the improvement of production technology for those
non—-traditional crops that are aiready being produced locally.

An al:ternative to providing support to an institution from
the existing research community i« the establishment of a new organization
that would be free of the censtraints associated with the present system. One
possibility considered was the purchase of an existing research station or the
construction of a new facility and conduct field research outside of the
present system. However, the initial [nvestwent coust of establishing the
facility and the recurrent costs for operation d4ad maintenancs were considered
too high to economically justify the research that would eventually be carried
out, especially compared to using the present system in which the investments
for facilities and personnel had already been made. It was thought that this
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investment in humaan and pnysical resources should somehow be utilized. Also,
since the majority of the research to be financed would be conducted on
growers' fields, a research facility would probably be underutilized as are
existing facilities.

The proposed organization, however, will need to address
the weaxknesses of the present system if useful techonlogy, recpongive to the
needs of NTC producers and exporters, is to be a result of its activities.
This will require tralning and supervision of local researchers in order to
obtain reliable technical information and establish the capacity within the
present system to conduct research with limited foundation supervision,
Technical assistance will also be required to bring NTC yields up to
acceptable levels, and to provide an early impact that will ensure continuing
private sector support for the roundation. The situation does not require an
extensive investment in equipment or facilities, but it will require technical
and managerial asssistance and training to set up the foundation, and .or it to
influence the present condition.

Therefore, the establishment of a private sector directed
agricultural researcih foundation that would use the DR's existing system to
conduct research activities has been selected as the most appropriate
institutional alteraative, It will be an effective solution provided that
USaAID and the Foundation's leaders can work together to deliver appropriate
kinds and amounts of advisory services and training within a clearly defined
research program, and that its financial viability can be agsured, as
discussed pelow.

c. Agricultural Development Foundation: Financial Viability

The ADF's f[inancial viability assumes that private sector
and GODR ESF local currency contributions will be forthcoming as expected.
The operating budget of the Foundation is presented in Table 8 on the
following page.

Although estimates are not included in Table 8, it is
expected that tie Foundation could levy chlarges and receive fee income for
some of the goods (e.g, books and pamphlets) and services (e.g., seminars and
technical assistance) it is to provide.

In addition to contributing funds to the endowment, it is
anticipated that the private sector will provide in klnd resources (e.g.,
land, labor, and inputs) to assist in carrying out specific technical
activities.

Table 9 contains the self-financing analysis for the
foundation over the five year period of the project.
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Table 8: Research Foundation Operating Budget

(Us$ 000)

Rate Year 1 Year 2 Year 3 Year 4 Year 5 Total

Personnel Costs
Executive Director 25.0/year 25,00 27.00 29.16 31.49 34,01  146.67
Ag. Scientist 17.0/year 8.50 18.36 19.83 21.42  23.13 91.23
Az . Bconoumist 17.0/year 8.50 18.36 19.83  21.42  23.13 91.23
Inform, Specialist 13.0/year 6.50 14.04 15,16 16.38 17.69 69.77
Accountant 13.0/year 13.00 14,04 15.16 16.38 17.69 76.27
EXx. Secretary 6.0/year 6.00 6.48 7.00 7.56 8.16 35.20
Secretaries (2) 5.0/year 5.00 10.30 11.66 12,60 13,60 53.67
Driver/Messenger 2.4/year 1,20 2.59 2.80 3.02 3.27 12.88
Subtotal 73.70 111.67 120.61 130.25 140.67 576,91

Operations Costs
Office Rental 12.0/year 12,00 12.96 14.00 15.12 16.33 70.40
Utilities 3.6/year 3,60 3.89 4,20 4.53 4.90 21.12
Supplies 2.4/year 1.20 2.59 2.80 3.02 3.27 12.88
Inform, Center 3.6/year 1.80 3.89 4.20 4,53 4,90 19.32
Vehicle Fuel 3.0/year 4,00 8.64 9.33 10.08 10.88 42.93
Vehicle Maint. 10.0/year 5.00 10.80 1l.66 12,60 13.60 53.67
Miscellaneous 1.2/year 0.60 1.30 1.40 1.51 1.63 6.44
Subtotal 28.20  44.06 47.59 51.40 55.51 226.76
Technical Assistance 157.50 348.20 365.80 383.90 402.50 1657.90
Training Costs 27.00 117.90 117.90 117.90 117.90 498,60
Research Grants 49,00 304.98 498.46 815.68 801.15 2469.27
Total Costs 335.40 926.82 1150.35 1499.13 1517.73 5429.43

Note:

An annual rate of inflation of 8% built into local costs.,

%
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Table 9: Research Foundation Self-Financing Analysis

(Us$ 000)

Year L Year 2 Year 3 Year 4 Year 5 Total

Sources of Funds
L. AID Grant 478.00 602.00 507.00 514,00 534.00 2635.00
2, GODR Eandow. Cap. 1666.00 1667.00 1666.00 5000.00
3. PS indow. Capital 433.00  400.00 400.00 1233.00
4, Endowment Income 336.00 667.00 997,00 997.00 2997.00
Total Sources 2578.00 3004.00 3240.00 1512.00 1531.00 11866.00

Uses of Funds

5. Personnel Costs 745,00 112.00 121.00 130.00 141.00 577.00
6. Operating Costs 28,00 44,00 48.00 51.00 56.00 227.00
7. Tech. Assiscance 158.00 348,00 366.00 384.00 403.C0 1658.00
8. Commodities 133.00 133.00
9. Training 27.00 118,00 118.00 118,00 118.00 499.00
10. Research Grants 49,00 305,00 498,00 3816.00 801.00 2469.00
11. Audits (5) 10.00 1L.00 12,00 13.00 14.00 59.00
12. Evaluation (L) 12.00 12.00
13. Endowament Capital 2100.00 2067.00 2067.00 6233.00
Total Uses 2578.00 3005.00 3242.00 1512.,00 1531.00 11866.00
Accum. Endow. Capital 2100.00 4166.67 6233.33 6233.33

Note: Endowment income calculated at 164 annual rate of return.

Exchange Rate: US$L.00 = RD$3.00

On the basis of tne assumptions for the budget given in Table 3,
we conclude that tie Foundation is financially feasible in that revenues cover
costs during the initial five years. After the fourth year of operatioa the
level of funding available for research grants begins to decline at an annual
race of less than 2% due to inflationary effects on overhead costs. However,
the effects on the financial base of accumulated interest earnings was not
taken into account in this analysis and should more than offset this 27
decline in available funding for research grants, Continuation of the
foundation's activities at the same or higher levels beyond five years will
still depend upon a number of factors, iacluding the level of interest income
on che endownment, the level of fee income for goods and services provided, and
the extent of local contributions. However, endowment earnings will more than
cover the recurring costs asscciated with the operation of the foundation
after the end of the project and will also provide adequate levels of funding
for research grants,
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D. Social Soundness

Based on our investigations, we believe that tiis project is socially
and culturally feasible. Traditionally, the society of the Dominican Republic
was rural and agrarian, and even today, the majority of the workforce finds
employment in the agricultural sector. The project model of producers
contracting with outgrowers for their raw material needs is a socially
accepted method of production here, and currently employed by agribusiness
producing and/or packing pineapples, okra, cantaloupes, tomatoes, peppers, and
cucumbers, as well as feed companies and rice mills.

The project will directly benefit the owners and operators of
agribusinesses, the workers wio will be provided jobs in the expanding
agribusiness sector, and the suppliers who will provida the necessary input
materials needed by the agribusinesses to operate.

Faruwers who sign outgrowing contracts will generally realize higher
incomes compared to farmers who do not grow for contract. Providing jobs to
the currently unemployed and under—employed will result in higher income
levels for agribusiness labor.

Agribusiness ventures of the sort proposed tend to be labor
intensive. Accordingly, they will involve direct impact on the lives and
labor of (a) contract outgrower farmers, their mates, children, and hired
laborers, as well as (b) processing plant laborers and (c) agribusiness owners
and managers.

The past development and present structure of financial markets
in the Dominican Republic severely penalize middle-~ and low-income rural farm
households, further limiting their access to financial services. The
relatively Inefficient and unreliable service offered by the public sector
financial institutions, and the limited service offered to those income groups
by private financial intermediaries in the rural areas, has hampered the
growth of rural incomes.

The beneficiaries of this project are mostly middle- and
lower—income rural farm-households. To that extent, one can consider the
analysis below to bpe applicable to the general target group of the Commercial
Farming Systems Project. curvey conducted among the client-members of the
tour rural CUs participa.ing in the RSM project found that the major
oclapational groups were farmers (23%), followed by public and private sector
employees (19.8%), housewives (l5.1%), small businesswmen (13.7%), and teachers
(8.3%). Women made up approximately 40Z of the membership, and the

educational levels break down as follows:

No Schooling 9.0%
Primary education 48.9%
Secondary education 23.47%
Technical level 12.9%
University level 5.8%

=



..62_.

When credit union members were questioned as to their access to
credit from alternative sources, approximately 72 percent of the respondents
sald that they were limited to self-finance, 16.5 percent stated they had
access to regulated banking institutions, 1.4 percent borrowed from
non-regulated financial institutions, 8.6 percent from local moneylenders, and
1.4 percent from other cooperatives. VWhen the clients of these four CUs were
questioned about where they kept their money before depositing it In the CU,
68 percent stated that they kept it in their houses or that they did not save
before; and 32 percent stated that they transfered the funds from another
institution.

These survey results show that the CUs are functioning as true
financial intermediaries, capturing local resources which heretofore would
have been consumed and channeling them back to the rural areas. These
resources otnerwise would have been on—-lent in other geographic areas by
formal institutions. They are providing financial services to rural clients
who were largely untouched by formal financial intermediaries.

Similarly, a survey of BAGRICOLA depositors showed that 27% are
women, 51% are farmers, 9% are employees, 7% housewives. Only in 2% of the
cases were the funds withdrawn from another bank. About 577 indicated that if
those funds would not huave been deposited, they would have been used for
consumption. Thus, the deposit represented true savings. About 33% keep
thelr deposit as a precautionary reserve against illness and unexpected
events. During 1983, only one-third had received loans from BAGRICOLA and
only 10% got loans from other sources.

Since these base—level financial institutions (CUs) have
traditionally served this target population, it is expected that this will
continue to be the case. Moreover, no subsidized loans will be offered and
strict loan collection will be practiced. The borvowers of these
intermediaries will benefit by access to greater volumes of credit, and by
lower rates of interest, compared to the alternatives (moneylenders) faced by
this segment of the population., The team expects that the weighted average
rate of interest in these markets will decline, as a greater number of
beneficiaries receive loans from the CUs, and no longer must rely solely on
local moneylenders. This reduction in interest rates would reflect
information and scale advantages of CUs, their professional management and
portfnlio diversification, but no artificial subsidies. 1In addition, savers
will benefit from access to secure and convenient means of managing liquidity
and precautionary reserves and by a significant increase in the real return on
their savings, as a result of (a) the lowering of transaction costs (travel
time, traunsportation costs, etc.), and (b) an increased nominal rate of
interest over that which they are currently receiving.

E. Environmental

The IEE was approved with the submission of the PID; it called for a
negative determination, finding that environmental impacts from this project
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will be minimal (See Annex B), As per Section 216.2(c)(2) categorical
exclusions, AID's environmental regulations are generally not required for
projects with intermediate credit institurions when AID does not review and
approve individual subloans. 1In the case of the Rural Financial Services
component, AID will not be involved in approvals for subloans made by the
various funds to or by CUs. Under the Bridge (redit Fund, standing agreements
with FIDE will be reconfirmed. This includes agreement on a negative list of
" subprojects which will not be eligible for financing, including projects
involving pesticides, severe chemical treatments such as tanneries, or
extensive land clearing or road construction in hillside areas.

In the Agricultural Technciogy component, USAID will provide assistance by
experienced U.S. crop production specialists and promote technology packages
which nre acceptable under U.S. environmental regulations. The testing and
use of chewnical inputs will therefore be under careful supervision and in
demonstration counditiouns.

F. Economic Analysis

The purpose of this section is to indicate the magnitude of the
economic impact of the project, particularly on employment generation, foreign
exchange earnings, and income. As discussed in detail elsewhere, the project
consists of two components, involving three major activities., Each activity
will generate benefits to the economy including, among others:

o from the Rural Financial Services rural banking activity, as a result
of increased savings mobilized, 19,000 new rural clients will have access
to credit and the key financial entities will adopt measures leading to a
sound financial intermediation system through monetary and bank regulation
policy implementation;

o from the Bridge Credit activity, investments will be made by at least
30 private firms in promising agribusiness projects;

o by the Agricultural Technology Development couponent, resulting in
improved yields and total agricultural output by means of new technology
adoption.

1. Rural Financial Services

Overview -- A cost/benefit analysis of the financial markets
component 1s difficult to make since the potential opportunities for
productive investment to be carried out as a result of the improved access to
credit on the part of the middle and lower income rural population are
difficult to identify., However, the macro-ecoromic impact of implementing
this project actlivity can be estimated in terms of additional value added and
likely impact on employment,

Economic Assessment -- The expansion of financial services intec the
rural areas can be expected to huve a direct and positive impact on the
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incomes of both borrowers and savers of the base-level institutions supported
by thie project. By improving the access to depository services, the supply ol
"transferable"” savings will grow as rural households substitute financial
deposits for cash reserves and unproductive investments in inflation hedges.
Depositors will earn 2 higher rate of return on their savings, through a
combination of reduced transactions costs and a higher rate of interest than
that obtained from other financial institutions.

The savings resulting from the proposed project of RD$18 million,
together with rollovers from RSM investments (totaling about RD$15.8 million)
will expand credit availability and reduce the demand for loans from local
moneylenders. Borrowers will pay a lower rate of interest than they otherwise
would in the informal credit market. These savings and rollovers are expected
to be on-lent for investments, which will generate an annual flow of value
added of the order of RD$1.3 to RD$2.6 million, representing a return on the
order of 14.3% - 28.6%. The expected increase in new permanent jobs is on the
order of 1,000,

It ig expected that the financial policies promoteu under thie
project will create incentives to transfer resources from farm households with
limited opportunities for productive investments, to those farm households
with better opportunities for earning a higher rate of return. As this
process of financial intermediation proceeds, the rate of growth of rural
incomes, while difficult to estimate at this point, will increase.

In an economy with perfectiy integrated financial markets, one would
conclude that the flow of resources out of the rural areas (commercial bank
branches as net exporters) reflects only the greater underlying profitability
of the urban activities vis—a-vis the rural eccnomy. However, under the
present fragmented financial markets in the Dominican Republic, the net export
of resources via the existing tinancial intermediaries largely reflects
deficiencies in the tinancial markets (poor information flows, high
transactions costs, and risks) rather than the underlying risk adjusted rates
of return. A reversal in such > .iow, which is expected to take place as a
resuit of the project, willi help improve the growth of national aggregate
income, and equity in the rural population access to productive resources.

The project team believes that this reversal in the flow of financial
resources will take place because of factors built into the project. In
addition to the technical assistance input, financial linkages have been
incorporated to support this process. The administrative loan fund will
provide the necessary financial support to the participating credit unions,
bridging their operating deficit until their volume of operations make them
self-sufficient. The Stabilization/Reserve Fund will be capitalized through a
fixed percentage of funds mobilized, and will serve to ameliorate the risks of
geographic and sectoral concentration inherent in their lending activities.

- 4\
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2, Bridge Credit Fund

As described under the Technical analysis, both the credit survey as
well as actual requests under existing Agribusiness Promotion Project indicate
that potential demand for credit is very high.

To estimate the impact of the Bridge Credit Fund, average financial
returns on investment are assuvmed to be 44%. Even if this estimate is revised
downwards, a solidly favorable return for new ventures would resulv., If the
same assumptions are valid for the Bridge Credit as those for the Agribusiness
project, such as giving priority to projects having low capital investment per
job ratio (1 job for very US$3,400), the Bridge Fund will stimulate the
creation of employment for 2,940 persons and create a value added of Us$12
million and generate around $17 million annually in foreign exchange once
businesses are fully operating. These results clearly indicate that the
bridge credit activity is economically viable.

3. Agricuitural Technology Development

Tie economic considerations that are relevant to a research activity
include both intangible as well as quantifiable benefits, including increased
acceptance of new technology by farmers, broader support for domestic research
activities, and greater returns to farmers depending on each crop, soil
conditions and climate. However, a rigorous economic analysis of the benefits
from the ADF's operations is not feasible at this time because the individual
crops that will be researched to develop improved technology packages are not
yet identified nor are the added benefits which will accrue from improved
production packages available. Nonetheless, a preliminary examination of the
benefits of the Foundation's activities has been made which suggests that the
project will provide an adequate economic return to the country.

The results of the preliminary examination of the costs and the
benefits of the ADF research activity is presented below:

Cost's

Total cost of the Foundation's research activity is expected to
be $5.4 million during the 5-year life of project and $6.2 million over a 10
year period. (Yearly operational costs after year 5 are estimated at about
$158,000 or $790,000 from year 6 through 10.) Costs incurred during the
S5-year LOP include $3.7 million in operating expenses and $1.7 million in long
and short-term technical assistance. The $6.2 million for the Endowment Fund
will be capitalized and is considered an investment rather than a cost. (For
a more detailed breakdown of the Foundation's costs and financial viability,
see Tables 8 and 9, pages 59 and 60).
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Benefits

The case of a cantaloupe investment, described in detail in
Annex J-3, has been used to develop the benefits that would result from the
implementation of the research activities under the project. That case
describes the impact of improved technology on the production of cantaloupes
on farms of 1,500 and 3,000 has., respectively. While it may not be ideal to
take this sole case as a basis for calculating the economic impact of the
research activities under the project, since a variety of crops will actually
be researched which will result in vavrying rates of returns, it has been used
as a reasonable surrogate for the economic results expected. In addition, in
calculating the results, it was assumed that, while the ADF was expected to
complete 3 research projects annually, only 1 research project per year would
obtain benefits on the order of the cantaloupe project. Thus, it is believed
that the benefits derived are fairly conservative.

On the basis of cantaloupe research results being successfully
implemented by farmers, total benefits will amount to $8.3 million for the 5
year life-of-project and $24.3 million over the 10 year period. These returns
reflect results from Alternative A, shown in Table 4 of Annex J-3, which
contains fairly conservative assumptions.

Results

The comparison of costs and benefits resulting from the
operation of the ADF's research activity and the utilization of its findings
by farmers are: :

Table 14
5 year 10 year
Cost of Operating Res. Center 5.4 6.2
Benefits of 1 Successful Project . 8.3 24.3
Benefit to Project 2.9 18.1

On the basis of the preliminary economic assessment outlined
above, it is believed that the res¢ 'arch activity contemplated in the project
will generate solid returns to the economy. Return on investment during the
first 5 years is $2.9 million which provides a rate of return of approximately
35% and over the 10 year period a return of $18.1 and a rate of return of over
290%. 1In addition to the returns to investment indicated above, the project
is expected to generate added foreign exchange for the country, generate
increased employment, and expand private investment in the agriculture
gsector. Thus the research activity appears to be economically feasible.
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PROJECT DESIGN SUMMARY

LOGICAL FRAMEWORK

Project Title & Number: Commercial Farming Systems (517-0214)

Life of Project

PACD
Date Prepared

: FY1987-1992
: June 1992

April 22, 1987

Narrative Summarv

Objectively Verifiable Indicators

T
! Means of Verification

Important Assumptions

Program or Sector Goal: To contribute to sus—
tained and equitably distributed econonmic
growth in the D.R. by acceleiating the movement
of the agricultural secter into nopn-traditional
crops, thereby Increasing swall farmers® in-
comes and rural employment, and earning or
saving foreign exchange.

!Measure of goal achievement:
!~Production of Non-traditiomal
lagricultural crops for exports and
land import substitution increase
!as ceasured by growth of value acd-
!ed in non-tradition ag.(3-5% by
11989)

!~fzployment of outgrewers and dayv
!laborers increases by €000 and
14,800 respectively in 1988 and 8¢.

'
!-Incecmes of 9,00C rural farno
!and non-farc residents increase by

!S0% with non-traditional crops.
.

3
‘~Central Bank reports and

!other export data aralyses;
!Secretarial of Agriculture

!crop reports.
*

!-Surveys of outgrowers and

lagribusinesses.
.

:-Regiorczl Exzploymernt
!Statistics

'\=GiP accounts and other
‘National/kegional Econoric
!ldata.

-¥arket opportunities for agricul-
tural exports continue to be avail-
able and effectively exploited.

P IR I R R

-The sector can produce mon-tradi-
!tional commodities at competitive

lprices.
.

i~Increased total agricultural pro-
!duction, rural employment and
!incomes will result in increased
leffective rural dexmand for food
!and non-food products.

Project Purpose:
To increase production of non—traditional crops

through improved farmer linkages with agri-
businesses anl direct access to credit and
improved technology.

valoee

!End of Project Status (ECPS)
!-Increased production of non-tradi-
!tional crops by €,000 outgrowers
!with financing through for 30

lagritusinessess.
1

-Expanded rural banking system
serving at least 19,000 clients.

!-Private foundation providing fund-
!ing, quality control and dissemi-

!nation of agricultural technology.
T

-Project records, case
Janalyses and surveys of

lagribusinesses and financial

!institutions.

~Domestic economic conditions remain
rsufficiently favorable to attract
!private investment.

~Agribusinesses firms willing to
utilize outgreower contracts.

- re e

!-GODR willing to permit active
Iprivate sector participation and
!control of non-traditional crop

‘technology development.
.
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Rarrative Summary

Objectively Verifiable Indicators

2

Means of Verification

ipporrant Assumptions

Outputs
-Cnanged policies and procedures in Central
Bank affecting rural financieli institutions.

-Creéit Unions and other base-~level financial
institutions provicding effective efficient
services to swaller rural clients ané have
established banking relationship with larger
banks.

-Bridge Credit Fund operating in Central
Bank.

-Private sector directing in-civatry techno—
logy developzent efforts In ncn-traditional
crops.

!Outputs Indicators

!-Central Bank has policies that
!support rural banking in such areas
!as, deposit insurance, libera-
!1ized regulations and interest
‘rates, and simplified legal reserve
requirements.

e v

-At least 30 credit unions offewr~
!ing savings and lending services
!to rural clients, and borroving
!fror private banks to meet excess
!demand.

T

!~Loans to 30 enterprises that
‘rely on outgrowers.

A

!-Private Foundation providing
!direction and funding of in-country
nontraditional crop technology
!development and transfer.

-Approximately 15 technology
packages developed/disseminated.

-Rapid response system operating
to support growers with special
problems. -

-Ioproved skills of sixty
researchers.

~Technical information Center
offering materiels to research-
ers and farmers.

S 4% P tw tm b Sw Pe Sy s ta s s b e

'
[}
1
]
(]

S St Gw sy Pe s Ge s P P P b bw b Vet G 8% hm bk i S b e s

-Project records and
reports, case analyses,

isurveys of participating

agribusinesses, Monetary
Board resolutions,

-Central Bank/FIDE reports.

tenafem 0a

-Central Bank willing to enact
!policy changes affecting rural
Jfinancial institutions.

1

:

!Larger private banks willing to
‘develop relationships with base~
!level rural financial services
!institutions,
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. [

Narrative Sumzary Objectively Verifieble Indicators ! Means of Verification . Inportant Assunmptions
Inputs (3 willicns) !-Controller Records !-41D Fuuds will be
!-Central Bank Reports lavailable
'~Foundation's annual sudited '~Private contributions
!Financizl Statecents. !will be made as planned

! Ito Foundation endowment.
1 1

R PR IR

A.1.D.
LOAXN GRAXT GRANT COUNTEFPART
LC FX LC 1C TOTAL

1. RURAL FINANCIAL

INSTITUTIONS DEVELCFMERT

a. Technical Assistance 1.8 .3 2.1

b. Training, Commodities, Operating

Costs .1 1.3 1.4

¢. Admin. loan Fund 4 .4

d. Bridge Credit Fund 10.0 2.5 12.5

e. Audits, evaluations, contingency .2 .1 .3
2. AGRICULTURAL

TECHNOLOGY DEVELOPMENT

a. Technical Assistance 1.7 1.7

b. Commodities .1 .03 .13

c. Treining .2 .2 4

d. Endowment 6.2 6.2

e. Op. Costs .2 .6 .6 .B

f. Research Grants .1 2.4 2,5

g. Audits/Evaluations .07 .C7
FROJECT TOTALS: 10.0 3.9 .8 13.8 28.5

Doc.:3530F
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ANNEX B-1
(15) ACTION AID-3 INFO AMB DCM ATATT ECON FCS CHRON
VZ7C7CDROEQR LOC: 233 133
FP RUTYLG 25 MAY 35 132
Di RUEHC =1284/€1 1260126 oSN+ 11817
ZNE UUUUU ZZK SHR3: AID
R 2521262 MAY 85 DIST: AIDP
FM SFCST;‘\TL W’P‘S qDC lw;;ﬂlvrl. )ML.&«K«VW
TC AMEMBASSY SANTO DOMINGO 1232 ‘?‘\&;
T.m | ORI, WA OREPU—
- ATk il
UNCLAS SSCTION @1 OF 93 STATFE 141224 b “"J
GaPfasnn o niialy DIR ot
GHECL TPy o=
- . jﬁilm”“s:m.'
PRG .
¥.0. 1235%6: N/A T
S MOT | o=
SURJ=CT: REVIEX OF THE USAID/DOMINICAN RXPUBLIC FY 37/38 HR: o
ACTICON PLAN HeO U

1. Tvxv RoVIEx OF THE US*ID/DOMINICAN RFPUZLIC FY 87/33
ACTION PLAN wAaS CHAIRFD 3Y D4A/LAC “ALZOLM B3UTLFR OV
APRIL 22-23. MISSION DIRECTCR h¥NRY EASSFORD
R:PRESENTED TW¥ MISSION. TH= REVIEW CONGRATULATED THE
MISSICN <CF ITS THOUSHTFUL AMD #ELL WRITTEN ACTLCN
FLEN. CGIVFN ZUDGET STRINGENTIES, SUTCRE FUNDING LEVELS
ARE VERY UMNZERTAIN., HYOWEVER, IT w43 ATREED THAT TUE
MISSICN «GULD T2 GUGID®D, IN PRZPARING TEE FY S8 2BS, 2Y
TEE POLIDWING FLANNING LEVZLS FOR F¥FTY 87 AND FY 39,

- !DOIS oge) 7Y 87 FY 288
DA 28, €58 34,207
FSF 42,202 32,032
FL 480 TITIE I 38, o8 34,020
PL 487 TITLF II 1,602 1,222

TEESZ ARZ CURRENT LAC RJRZAU PLANNING NUMBERS, AND DO
NCT HAV® PPC Ch INTZRAGENCY AGREEMFNT, ISSUZS DISCUSSED
AND DECISIONS REACHED “oRE AS FOLLOWS.

2. STAEILIZATION AND FCONOMIC GROWTH - THE MISSION
DIRECTOR R¥VIPWED ACCOMPLISEMENTS (OND¥FR THW
STAEILIZATION PROGRAM. TBE DOMINICAN RzpURLIC COMPLETED
1T¢ IMF STANDBY ATREEMENT, MIETING OR eXTTEDING ALL
TARGETS. INFLATION HAS FALIEN SHARPLY, AND THE VALUE OF
TEX PESD FAS APPRFCIANFD., A MULTIYRAR RESCHEDULING
EGRYEVMENT WITE CCMMZRCIAL BAN-S HAS EEZN SIGNED AND NO
DITFICULITY IS AMTICIPATFD WwITH APPROVAL 8Y THE DOMINIZAN
CCNGRESS.  THT MISSION’S BALANCE OF PAYMENTS PRCJECTIONS
INDICATF THZ DOMINICAN RFPUBIIC®S NEED ¥JR RALANCE OF
PAYMENTS SUPPCRT WILL DECLINT OVER THE ACTION PLAN
PERIOD. IT WAS AGREED THAT A CONCEPT PAPER WOULD NOT BE
RYQUIRED B¥WFORE THF FY 37 ESF PAAD IS SUBMITTED., IT 4AS
ALSO AGRELD TWET THE PAAD SBOQULD CONTAIN A FULL
DESCRIPTION CF PROPUSFD USES OF LOCAL CURRENCY FROM BOTH
FSF AND PL 4822.

UNCLESSIFIED ' STATE 141224/21 G(\



3. IMPACT OF TEE MISSION STRATEZY ON THE POOR - TrE
MISSION DIRECTOR STATED THAT TFE MISSION’S EBASIC
STRATZGY WAS TO ADDRFSS TH® NEEFDS OF TvF POOR THROUS
OVERALL TGROWTH AND EMPILIOYMENT. TPE REVIZW QUESTIONED
YHETHER ENOQU3H JOBS COULD BE CRFATED TO SATISFY THE
NEEDS OF TFE POOER. THE HEVIZa ALSO QUESTIONED WHETHER
THE JORS WOULD BFY FILLED PRIMARILY 3Y The FJOOR AND
WHETHER Ta® QUALITY Or LIF: CF THE PCCR WOULD EE
SIGNIFICANTLY IMPROVED., THE MISSION DIRECTOR REPORTED
THAT TMPLOYMENT CP2PCHTUNITIES CRFATZD UNDER AID AND
OTAFR DOCONOR ACTIVITIZS Ww)IULD S50ON EXC®:D THE NUMBEIR OF
JORS KNUeDED 2Y N¥4 ENTRAATS INTO THEE LARCE MARAZT, AND
REDUCE T=F UNzMPIODYMENT RATE BY FY 37. AN FY 87
FVALUATICN WILL MraSUR= PRCJIJ®CT IMPACT CHK F“PIO(”‘NL AND
INCOME., IT wAS IFCILED THAT THE EVALUATION SHOULD TEST
TET ASSUVRTION® THAT JOZy CR-ATED ARS RFINGT FILLED 3Y
THE PCCR AND THAT THZTR JUALITY 7% LIFPF IS IMPRCVED.
TFE MISSION'S RASIC STxATEZY APPROACH LAS FVDOSED.

4, DPRIVLTZ® SLCTOR -~ IT JAS NOTED IN THY REVIEs THAT THE
MISSION'S PROIVCTICNS OF IVC?'A::D PRIVATF SECTOR
INVESTMYNT AND JOs Chept TICN JVER THE NWIT TW( YXARS
APPEARED OPTIMISTIC., T« MISSIODY DIR:ITIR DIFENDED TdFR
PECJ=CTTCKS, REPCETILG THAT WHP SUCCTSS CF STARILITATICN
YEASURES, FOLITINAL ST2:ILITY, ~VJJI’TI NoOF TPE FPAOBRL:M
WITH QPIC, AND TH® DOMINICAMN REPUBLIC™S COVMPARATIVE
ADVANTAGES OF C€I7%, LCTATICN AND CLIMATY, COMEINF TO
mALE TEo COUNTRY A“”R%TTIYE TO INveESTOxY. ALSD, THE
DOMINTCAN RePUSLIC IS ¥ARINZ VERY 5CCD UEW OF
OPPQPTU”ITI-S UNDar T3« CBI. FY 87 FS7 WILL RY US:D IO
ENCOURAGE 4 200w POLICY DECISIOH WITH RESPLCT TO THE

"PRIVATIZATION 9F THa STACZ TYTERPRISHS YELD 3Y CORDE.
FASED CK THIS PCLICY CCOMMITY=NT, TUE MISSICN PLENS TO
FINANCE A STUBY TO IDENTIFY PRIVATIZATION ALTZRNATIVES
PCR PACH C7 CCROTS 353 (OCIMPANIRS. THE PROPFQ?D Ty 38
PIVATIZATINY OF STATZ FNTZnpPRISES PHrOJWCT AOULD
CUBSELUFNTLY PRCVIDY Ti aND PSY A4530CIATED [O0CAL
CURRENCY CxADIT TO ASSTIST ENTREPRENEQRS 70 BUY

BUSINFSSES 52'%; CIVARSTED,  THE MISSION DIRECTOR
CLART®IYD T=.T THZ PRCPCS®D DJOLLAR CEFDIT CZUYPCOHENT OF
THE PxDJI0T TS INTENDES 10 9<Lp PRIVATS SECTOR BIUYINS JF
PURLIC SHTERPRISES IMPROVE THOSET ENTERPRISES AFTER
PURCFASE, NOT TO ¥IMAnNCE THE PURCHASE ITSEL®. IT #AS
SCGG*STZD IN Tux ?aVIW” THAT THT MISSION START wITH
GRANT Ta, THal & PRZ/TIGC BUY-IN YIZHT 2% 4DVISAELE, AND
TRAT 4 SIMILAR PHOJZCT [} 50KDURAS SHOULD Zk STUDIED IN
PRCIFCT DFPSITN. IF THYR:L AR® CUTS IV DA, TER VMISSION
DIRECTOR STAT:D THE PROJ:CT MIGHI STILL PHOCEED AITH
LOCAL CJRRENCY.

5. PL 43% - IN ADDITION TO LOLS 39 MILLION IN PL 432
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TITLE T IN FY 86, THY MISSION IS PROPCSING DCLS 25
MILLION UNDER SECTION 418 TO HELP JOFFSET THE REDUCTION
IM THE U.S. SUGAR IMPORT QUOTA. THE SLCTION 415
COMMODITIES WOULD Ex SCr AND THE LCCAL CURKRFNCIES WCULD
BE USED TD ASSIST DIVERSIFICATION FROM SU3ZAR. CONCERN
WAS FXPRESSED IN THE REVIEW ON WHEIHER THESE IMPORTS
POSED DISINCENTIVFS TO LOCAL PRODUZTION. THE MISSION
DIRYCTCR STATED THAT THER® WWRE CURRWNTLY DOLS 1¢@
MILLION IN IMPORTS OF Tdx FOQUrR COMMODITIES TO 3E
IMPORTED UNDSR THEST PRCGRAMS (WHEAT, CCEN, VEGETABLE
OIL, AND RICE). ALSO, 07 TU®SE COMMODITIES, RICE WAS
THF ONLY CNE LCCALLY PRCDUCED IN SIGNIFICANT QUANTITY
AND WHEICH TOULD THWR¥FORL REPRISENT A POTENTIAL
DISINCENTIVE. THE MISSION DIRZCTOR EXPLAINED THAT
TIROUTH PL 482 TITL® I CONDITIONALITY, PRICE CONTROLS
END SUBRSIDIES, WwHICH ARE A4 DISINCENTIV® TO LOCAL
PRODUCTION, wWILL R¥ {eVISER, «ITH RESPRCT TO THE
PHOPCST) DCLLAE LOAN KFUNDED ODIVERSTIFICATICN PKOJECT, IT
WAS AGREED TPAT TFIS ACTIVITY MIGHT FY RECONSIDFRED IF
THE® PROFOSED SFCTION 415 SUGAR QUOTA OFFSEL PXOTRAM IS
£PPROVED.

6. HEALTW - IN DISCUSSICN Of THF NUTRITICN ¢ROBLEM IN
TH® DOMINICAN RFPUBRLTIC, THE MISSION DIRFCTOR STATED THAT
STATISTICS CN THE PROBLEM ¥LRE TCO INACCURATE TO HAVE
MUCY CRFDIBILITY. TH® MISSIAN IS DOING A SURVEY TO 3ET
A BETTFER HANDLE ON TEE EXTENT OF MALNUTRITION, AND WILL

EXCHANGY CABLES WITH TZ% BURZAU IO REFINE BENCHMARXS
AFTER THZ SURVFY IS CUMPLETED,

TH® MISSTON DIRECTCR ADDED THAT SUBSTANTIAL SUPPORT TO
SOCIAL SERVICES IS BEING PROVIDED THROUGY DA AND LOCAL
CURRENCY, FUT LOCAL CUERXNCY ASSISIANCE IS NOT PART OF
TEZ NORMAL INFORMATION FIOw TO TECHNIZELL OFFICES IN THE
FUPFRU. TT 4AS AGRRED T=AT MUTUAL ZFFCETS WCULD BX MADE
To IMPROVE COMMUNICATION RET#KEN THE LAC TECHNICAL
CrFICSES AND USAID/LDR COUNTERPARTS. TFF MISSION AZREED
TO R¥VIEW IN MORE DFPTH THE STATUS OF THE RFIUIREMENTS
FOR IMMUNTZATION IN THE DOMINICAN REPUBLIC. IF MORE
NEFDS TC Bz DCNE, TH® MISSICN DIREZTCR TYPRESSED
WILLINGNESS TO FIND wAYS TO SUPPORI SUCH EXFORTS THROUZH
AID/¥ OR USAID ASSISTANCE TO PAHD JR OJTHTWR DONOR
AGENCIES, LS LONG AS N ADDITIONAL MANAGEM=NT UNIT IS
EDDED TO TKE MISSION’S PORTFOLIO, NOR ADDITIONAL
FINANCTAL AND PFRSONNEL Z2URDENS PLACED ON THE MINISTRY
OF HFALTH. N :

TRE MISSION DIRECTOR CLARIFISD THAT UNDFR THE PHOPOSED
SELF-FINANCINS H9FALTH SERVICES PROJECT, ASSISTANCE TD A
U.S. HEALTH MAINTENANCE ORGANIZATION (HMC) WOULD RE
LIMITKLD TO FUNDING FOR A FEASIBILITY STUDY OF
FSTABLISHING & U.S. STYLE HMC IN THE DCMINICAN
REPUBLIC. THF REVIEJ CHAIRMEN POINTED OUT THAT THE
PROPOSED PROJFCT IS A MAJOR INNOVATION FOR THIS RUREAU,
AND WILL BE FOILOWED WITH GREAT INTFREST AS A POSSIBIE
MODEL. THE REVIEW ALSO NOTED THAT THE VISSION HAD
SEI®T®D ITS PCRTKFOLIC ANV LOCAL CURRENCY PROGRAMMING TO
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MEFT CHILD SURVIVAL COMCYRNS. IT 445 AGRWED THAT
USAID/DR WILL FINANCE 4 TDY TOR IRE CHI¥F, LAC/DR/EN, TD
ERVIE4 TvT MISSICN’S HEALTH SECTOR ACTIVITI'D, AND TD
BELP IDENTIFY ANY AREAS THAT MISHET NEED GREATER
ATTENTION OR IMPROVED TARSETING.

7. ELCUCATION - THE MISSION LIRECTOR EXPLAINED THAT
LGCAL CUARENTY SUPPCRT #IULD BE PROVID®ED TC THER IDB
PRIMARY EDUCATION PrROGxAY IF TEX IDB ANL THE 50DR AGREED
TO INCLUDZ QUALITY AND MANATEMENT IMPROVEMENTS, IN
ADDITION TO TWZ INCRFASED ACC@WSS COMPCNENT NC4 INCLUDED
IN THE PROGRAM. ASSUMING TRAVEL FUNDS AxE AVAILASBLE,
LAC/DR WILL FINANCE A IDY FCn & LAC/DR/EST OFFIC®R TC
UCPDATE IAC BURWAU INFORMATION ON THE MISSION“S dUMAN
RESOURC®S DEVFLOPMENT PrOZRAM.

. DFELRGATIONS -~ THE MISSICN DIRECIQOR IS AUTHCRIZED TO
APPROVE TH& FOLLJWINT FY 37 PIDS AND PPS:

a
p

{1) COMMAROTAL FARMING SYSTENS; (2) STLF-FIVENCING
HEALTY SYRVICFS; AND [3) SU3&R DIVERSIFICATION.
ROXEVER, TFIS AUTHCRIZATICN IS CONIINGTNT GPCH TAR
FOLLOWINT: (1) CREDIT ACTIVITIES &3F ADYINISTERED
THRCURE 77 CFANTRAL %AN{ REDISCOUNT MECHANISH; AND (2)
FINANCIAL ARRANGEMENTS ASE CONSISTANT oITH THF
CUIDELINFS ON TERMS C# AID. THE FY 398 NEW STARTS WILL
BF INCLUDED IN THE CP FOK BUDGETARY PUXPOSES, AND
DELEGATION OF PIDS WILL 5E CONSIDERED AT NEXT YFAR’S
KEVIEh.

9. PIPELINF - THE REVIEY DISCUSSED THZI SLOW RATE OF
PORT®OLTY LIQUIDATION IN FYS 84-35, AND QUESTIONED
'WHETEER Tde ACTION PLAN TARTITS FOR SUsSTANTIAL
DISBURSFNMINTS WSEFE RFALISTIC. THE TARGET FOR FY 38 IS
DISPURSEYFNT OF DOLS 34 MILLION. TI#k MISSION DIRECTOR
STATED THAT ALTHOUSH ONLY DNI3 9 MILLION HAD EBEEN
DISEURSED IN TE: FIRST rtLF OF FY 33, Hf WAS CONFIDENT
TEAT DOIS 22 MILLION WOULD NISBURSFKF BETORE THF END JF FY

UNCLAS SECTION 23 OF 223 STATE 141234

86 TC MEST THF TARSET. KF ALSC EXPLAINED THAT THE FY
87-22 TARGETS, WHILZ AMBITIOUS, COULD BE RFACHED.

1¢. STAFFING - THE HEWIEW STRESSED THAT, WHILE USDH
CEILINGS FOR T=E ACTIOY PLAN PFRIOD ARE UVCE&T%IN IT IS

VERY UNLIKELY THAT THEZ RRLQUFSTED ADDTTIONAL rOQITIOV FOk
FY 88 CAN 3E ALLOWED.

11. OPEHATING EXPENSES - IN VIF# OF EYPYCTED
AGFNCY-WIDY 0z CONSTRAINTS DURINT THF ACTION PLAN
PERICD, 1T 1S UNLIKELY THAT THE MISSION #ILL RFCRIVF THE
OF DOLLAR FUNDRD LaVFELS IT I8 RPIUTSTING. THE M1SSIOY
SECITY PLAR 4GAINST UWVRLS SIZIL’R ¢ Ta® FY 35 CE
DOLLAR V(’DVD FUDGRT. «®ITEHFAD

2T

n1204

UNCLASSIFIED
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ANNEX B-~2

AGENCY FOR INTERNATIONAL DEVELOPMENT
WASHINGTON. DC 20523

LAC/DR-IEE-87-04

ENVIRONMENTAL THRESHOLD DECISION

Project Location

Project Title
and Number

Funding

Life of Project

IEE Prepared by

Recommended Threshold Decision

Bureau Threshold Decision

Comments

Copy to

Copy to
Copy to
Copy to

Copy to

Dominican Republic

Commercial Farming Systems
517-0214

$4 million grant
$10 million grant

5 years

Erhardt Rupprecht
USAID/Dominican Republic

Negative determination
Concur with Recommendation
None

Henry Bassford, Director, Director
USAID/Dominican Republic

LAC/DR/CAR, Eric Zallman
LAC/DR/CAR, Tony Velasquez
USAID, Port-au-Prince, Jim Talbot

IEE File

_ pate DEC |9 1986

James S. Hester

Chief Environmental Officer

Bureau fo: Latin America
and the Caribbean



ANNEX II

COMMERCIAL FARMING SYSTEMS PID

Initial Environmental Examination

Project Location

Project Title
Funding

Life of Project

IEE prepared by

Dominican Republic

:+ Commercial Farming
Systems

: $4 million grant
$10 million loan

t 5 years

:+ Erhardt Rupprecht,

USAID/DR
Agricultural and Rural
Development Division

Date :
Environmental Action Recommend: : Negative Determination
\ . ‘
4 ~—‘~/'\-’\ ((. o ’ »' . ’ ,‘/'
A . O .

William Smith .
Chief Engineer, USAID/DR and
Mission Environmental Officer

Concurrence:

N



I. EXAMINATION OF NATURE, SCOPE, AND MAGNITUDE OF ENVIRONMENTAL IMPACTS

Environmental Impacts from this project would be minimal. The
Project proposes to support rural financial service activities which will
expand agribusiness/outgrower relationships for the production of
non-traditional export and rotation crops. As per Section 216.2(c)(2)
categorical exclusions, AID's environmental regulations are generally not
required for projects with intermediate credit institutions when AID does
not review and approve individual subloans. The experience thus far
under the Agribusiness Loan is that agribusinesses exporting to the U. S.
are extremely careful to comply with U. S. pesticide use and application
requirements because of the potential closure of export markets. In
addition, because the collateral fund mechanism will involve the same
institutions involved in our Agribusiness Promotion Loan, FIDE and
approved private commercial and development banks, we will use the same
procedure to insure that adverse environmental impacts do not occur,

That procedure, which is operating effectively, iuvolves a negative list
of subprojects which will not be eligible for financing under the
program. Thus, unless USAID otherwise approves in writing and an
environmental examination 1es conducted by qualified personnel, the
borrower will covenant that AIl loan funds will not be used for
sub-prcjects involving peaticides, gsevere chemical treatments such as
tanneries, or extensive land clearing or rcad construction in hillside
areas. AID loan funds will also not be used for financing of rotation
crop inputs through the base-level rural financial institutions.

With respect to the technology support services and development
activities, these would utilize the services of experienced U, S. crop
production specialists and technology packages which are acceptable under
U. S. environmental regulations. The testing and use of chemical inputs
would therefore be under careful supervision and in demonstration
conditions.

II. RECOMMENDATIONS FOR ENVIRONMENT ‘L ACTION

Based on the above examination of the project activities and the
little or no environmental negative impuct expected, in conformance with
22CFR Part 216, AID Environmental Procedures, it is recommended that a
NEGATIVE DETERMINATION be approved for this Project.



IMPACT IDENTIFICATION AND EVALUATION FORM

Impact
Identification
and 1/
Evaluation

Impact Areas and Sub-areas

A. LAND USE

1. Changing the character of the land through:

a. Increasing the Population......cievvievennennse N
b. Extracting Natural Pesources......cevuvenncnees N
cl Land Clearingl.'I‘..l'..l..l.'.l.‘IOID.O....IO. N
d. Changing Soll Productive Capacity...eceeeaanses N
2 Altering Natural Defenses......eeceeun cheetreasanaaa N
3. Foreclosing Important UseB..eeeercneeivesessnnonsons N
4, Jeopardizing Man or His WorkB8.....ceevvvnnencvosnse N
B. WATER QUALITY
1. Physical State of Water...;.......................... N
2n Chemical and Biological States.....t................_ N
3. Ecological Balance........ cerecresatesesaretsaranana N

C. ATMOSPHERIC
1‘ Air Additives‘ 2 9 4 2. 0 8 4 OB S0 NSO S E 00 G O Ee S E RSl N
2. Air Pol~1ution. S & 0 0 0 080 80 0 W S0 N SO USSP E SN O s 0E AN N
3. Noiﬂe Pollution. LI I I B O I B B B L I I B B I I I I B B B B I B A N

D. NATURAL RESOURCES

1. Diversion, Altered Use of Water...ceeesecessscannees N
2, Irreversible, Inefficient Commitments8.....cecueecesse N

E. CULTURAL

1. Altering Physical Symbols.......cvevvieevnscsnceness N
2. Change of Cultural TraditionS..,....ccoocaseeoaesosss N

1/ - No environmental impact.
little environmental impact.
Moderate environmental impact.
High environmental impact.

= Unknown envircnmental impact.

(=1~ -< 4 o]
1

R
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HEALTH

1l
2.

Chinging & Natural Euvironient....eeeececccocsscveos

Eliminating an Ecosyetem "lement...cesevcescccscvcne

GENERAL

1.
2.
3.

International Impacts8....c.ceeeereecsvsnsccsascasesans
Controversial Impacts.ll..l'.l.ll..lt..'.'.......'l'
Larger Program ImpaCUB.ceesceessceooasasssennsnscona

N
N

N
N
N
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FUNDACION DE DESARROLLO AGROPECUARIO
A
. f A
Tr. vUk -
s-2/.-9
. DIR —
Mayo 5, 1987 Db | =
PDn |
PR(J
CON —
N MGT
Setior HRO
Henry Bassford HPO
Director USAID PSo
Embajada de los Estados Unidos ARD
Ciucdad CHRON | —=
Estimado senor Bassford:

Nos complace comunicarle gque en fecha 16 de marzo de este
ano un arupo de empresarios privados ligados al sector agropecua-
rioc constituimos la Fundacion de Desarrollo Agropecuario, la cual
fue incorporada mediante Decreto No. 205-87 del Poder Ejecutivo
de fecha 17 de abril de 1987. La Fundacidn tendra como funcidn
principal el financiamiento de proyectos de investigacidn y de
transferencia de tecnologia que contribuyan al desarrollo de
productos agropecuarios de exportacidn y/o de sustitucion de
importaciones. Los esfuerzos de la Fundaciodon complementarian las
actividades cientificas de los sectores publico y privado.

Sabemos que la USAID esta consciente de la necesidad que
Ltiene ¢l pais de completar su sistema de investigaciodn agropecua-
ria, sobre todo en las universidades y el sector privado vy, en
tal sentido, solicitamos el respaldo financiero de USAID a los
prupositos de esta Fundaciodn,

Creemos que la mejor forma de asequrar el financiamiento
necesario a largo plazo para cubrir los costos operacionales de
la Fundacidn y el financiamiento de los proyectos de 1investiga-
cidn a terceros seria con el producidc de inversiones de un fondo
patrimonial (endowment) de la Fundacidon. Para la constitucidn de
ese fondo, deseamos solicitar, por su intermedio, a la USAID una
donacidn de RDS$15,000,0006.00. Como contrapartida la Fundacidn se
propone lograr aportes nasta la suma de RD$3,700,000.00 en tres
anos. En vista de gue en los primeros dos anos de la Fundacidn
los intereses generados por el fondo patrimonial no serian sufi-
cientes para cubrir los gastos operativos y el inicio de trabajos
cientificos, le solicitamos, igualmente, una donacion suplementa-
ria de US$2,600,000.07, gque nos permitiria comenzar a operar en
breve tiempo.


http:US$2,600,000.00
http:RD$3,700,000.00
http:RD$15,000,000.00

Agradecidos per su amable atencidn, guedamos a su
disposicidn para ampliar con cualquier expllcac1on adicional que
ustedes pudieran necesitar.

Le saludan mu tentamente

Vdo/

Ing Marlo J. rera M
Presidente Secretario

Anexo: Copia Estatutos de la Fundacidn



U. S. AID MISSION TO DOMINICAN REPUBLIC  ANNEX C/2

AMERICAN EMBASSY, P.O.Box 22201
SANTO DOMINGO. DOMINICAN REPUBLIC

12 JUN. B/

FOR U, S, CORRESPONDENTS:

U. S. AID MISSION
APO MIAMI 340410008

.Estiﬁado Ing. Caram: -

El prop6sito de la presente es de expresar nuestro acuerdo sobre el
financiamento de la contrapartida para el Proyecto de Sistema$ Agrf{
Comérciales (517-0214).

Coincidimos en la necesidad de apoyar la agricultura comercial del pafs,
que abarca cultivos para la exportacién y otros de sustitucién de
importaciones, especialmente los cultivos no tradicionales. Este
proyecto va a tratar dos factores claves que estén limitando el contfnuo
crecimiento del sistema de producci6n de productos no tradicionales, que
son las imperfecciones de los mercados financileros que sirven a la
agricultura, y el insuficiente desarrollo tecnol6gico que adapte
variedades de mayor rendimiento a las condiciones locales y para proteger
los cultivos contra las plagas. Estos factores limitan la real’zacién
del potenclal de captacién de divisas del sector, y limmitan los
beneficios de los productores mis pequefios ligados a la agroindustria con
mercados fijos.

El Proyecto de Sistemas Agricolas Comerclales tendrd dos componentes o
programas pdara tratar escos factores. El componente Servicios
Financieros Rurales continuard y ampliard las actividades desarrolladas
por el Banco Central bajo el Proyecto Movilizacién de Ahorros Rurales.

Ademds de continuar la asistencia técnica al BAGRICOLA en las &reas de
movilizacién de ahorros y polfiticas bancarias, se pretende fortalecer un
totdl de 31 cooperativas de crédito. El mismo componente proporcionaré
fondos de préstamos mediante el mecanismo del Banco Central establecido
para el Proyecto de Fomento de la Agroempresa. Estos fondos serén
canalizados a través de los bancos privados participantes para
sub-préstamos dirigidos a las agroindustrias que obtienen una porcién
significativa de su producto a través de contratos con agricultores de
pequefia y mediana escala.

El segundo componente, Desarrollo y Apoyo para la Tecnologfa Agricola,
fortalecerd la capacidad del sector privado de responder rdpidamente a
los requerimientos de investigacién y desarrollo a corto y mediano plazo
del sistema de produccién no tradicional. El proyecto apoyari la

Ing. Guillermo Caram

Secretario Técnico de la Presidencia
Palacio Nacional

Santo Domingo, D.N.

."\
& f



creacién de una base uwe investigacidn privada cuyo propdésito es de
financiar investigaciones de alta caiidad a especificacibn del usuario en
tales Areas como pruebas de varledad y control de plagas, de manera qur
utilice efectivamente los talentos ¢ instalaciones existentes en el
sistema de investigacidn del GORD, las universidades, firmas de
consultorfa privadas y agroquimicas, y las agrolndustrias mayores. El
proyecto financiard parte de los costos Iniciales de la Fundacién de
Desarrollo Agropecuario, Tomentard un fondo patrimonial y proporcionar
adiestramiento para investipadores claves.

Los componentes del provecto se llevarin a cabo por las siguientes
{nsrituciones deminicanas que han participado en la elaberacidn del plan
del proyecto. FEl componente de los Sevvicios Financeros Rurales
financiado por una donacion serd ltevado a cabo por la Oflcina de
Movilizacidn de Ahorros Rurales (MAR) del Banco Central, la cual esta
ejecutando ol Frovects de Movilizacidn de Ahorros Rurales, y el préstamo
de crédico agproindustrial serd canalizado a través del Fondo de :
Desarrollo Econdmico (FIDE) del Banco Central, utilfzando el mecanismo
establecido para ol Fonlo de Fomento de la Agroempresa. Bl componente de
desarrollo tecnoldpice serd ejecutado por una donacidén a la fundacidn
arriba mencionada, que ha side establecida por miembros del Consejo
Nacional de Hombros de Empresa (CNHE),

EL Proyecto de Sistena: aAprfcolas Comerciales tendri un presupuesto total
de US$28.5% millones, de los cuales la A.L.D. estd dispuesta a financiar

US$L0,000,000 ca Yondos Jde prdotamo, y US$A, 750,000 en fondos de donacidn
(USE2, 115,000 destinados a los Servicios Financieros Rurales, y

352,635, 000 destinados . a la Fundacion Jde Desarrollo Agropecuario).

Por otro lado, se solicita que el Gobierno de ta Repliblica Dominicana se
compromets 2 Apoyac este proyecto con [ondos de contrapartida
provenicntes del Programa Jde PL 480 TTftulo 1T que consistirfa en

RDEG6, 153,000 para la Oficina de Mavilizacién de Ahorros Rurales (aparte
de contribuciones en especle del Banco, coms oficlnas, etc.), la suma de
RD$7,500,000 de contrapartida al préstamo al FIDE, y del Programa para la
Expansion del Sector Privado Fmpresarial (ICC) el monto de RD$15,000,000
para establecer un fondo patrimonial para la Fundacibén de Desarrollo
Agricola. Tenemos entendido que las empresas e individuos miembros de
dicha Fundacibn se han comprowetido a contribuir al fondo patrimonial la
suma de RD$3,690,000, v que los ingresos del fondo apoyaridn los costos
operacionales y de las investipgaciones por nn monto estimado de
RD$Y,000,000, _ -

-l


http:US$28.53

-3-

Para formalizar nuestro acuerdo sobre esta forma de financiamiento de la
contrapartlda, sirvase firmar los dos originales de esta carta y devolver
ur original a la AID.

Muy atentamente,

2

/[m{i‘ym rc t a

Acordado:

Ing. Guillermo Caram
Secretario Técnico de la Presidencia

Fecha /2/{7/@7

A



5C{(2) - PROJECT CHECKLIST
COMMERCIAL FARMING SYSTEMS

Listed below are statutory criteria applicable
to projects. This section is divided into two
parts. Part A includes criteria applicable to
all projects. Part B applles to projects funded
from specific sources only: B(l) applies to all"
projects funded with Deveslopment Assistance;

B(2) applies to projecrs fundel from Development
Asslstance loans; and B(3) applies to projects
funded from ESF.

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

A. GENERAL CRITERIA FOR_PROJECT

1. FY 1987 Continuing Resolution Sec. 523:
FAA Sec. 634A. Describe how
authorization and appropriations
committees of Senate and House have
been or will be notitfied concerning
the project.

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

3. FAA Sec. 611(a)(2). If 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 purpcse of the
asgistance?

4. FAA Sec, 611(b); FY 1987 Continuing
Resolution Sec. 50i. 1If project is for
water or water-related land resource
construction, have benefits and costs
been computed to the extent practicable
in accordance with the principles,
standards, and procedures established
puisuant to the Water Resources Planning
Act (42 U.S.C. 1962, et seq.)? (See
A.1.D. Hardbook 3 for guidelines.)

ANNEX D
Page ! of 10

A congressicnal notification on
the project was sent to the Hill
on May 27, 1987 by AID.

Yes, such plans have been
developed.

No new legislation is required

N.A.



10.

FARA Sec. o6ll(e). 1If project is capital
assistance (e.g., construction), and
total U.S. assistance for it will exceed
$1 million, has Mission Director
certified and Regicnal Assistant
Administrator taken into consideration
the country's capability effectively to
maintain and utilize the project?

FAR Sec¢. 209. 1Is project susceptible to
execution as part of regional or
multilateral project? If so, why is
project not so executed? Information and
conclusion vhether assistance will
encourage regilonal development programs.

FAR Sec. 60)(2). Information and
conclusions on whether projects will
encourage efforts of the country to:
(a) increase the flow of international
trade; (b) fostei private initiative and
competition; (c¢) encourage development
and use of cooperatives, credit unions,
and savings and locan associations;

(d) discouragc wmonopolistic practices;
(e¢) improve technical efficiency of
industrys. agriculture and commerce; and
(f) strengthen free labor unions.

FAA Sec. 601(b). Information and
conclusions on how project will encouiage
J.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 Secs. 612(b), 636(h). Describe steps
taken to assure that, to the maximum
extent possible, the country is
contributing local currencies to meet the
cost of contractual and other services,
and foreign currencies owned by the U.S.
are utilized in lieu of dollars.

FAA Sec. 612(d). Does the U.S. own
excess foreign currency of the country
and, if so, what arrangements have been
nade for its release?

Page 2 of 10

N.A.

No, project is not sweptible to
execution as part of a regional
regional or multilateral
project.

The project will (a) assist to
expand trade in ag. products
with the U.S.,(b) foster private
initiative in the agrobusiness
and farming sectors as well as
in the financial system of the
cairtry, (c) support such organi-
zations especially credit unions
as part of project, and (e)impro-
ve such efficiencies, especially
in agroindustry and agriculture
sectors.

Project will support the produc-
tion of non-traditional crops

in the DR much of which will be
exported to tte US using private
trade channels in both the DR
and US. Project will also
finance services provided by US
private enterprise.

Local currency resulting from
ESF PL-480 Title 1 programs have
been prugramed by the Country

in support of the project.

No.



11.

13.

FY 1987 Continuing Resolution Sec. 521.
If assistance is JSor the production of
any commodity for export, is the
commodity likely to be in surplus on
world markets at the time the reetulting
productive capacity becomes operative,
and is such assistance likely to cause
substanctial injury to U.S. producers of
the same, similar or competing commodity?

FY 1987 Continuing Resolution Sec. 558
(as interpreted by conference report).

If assistance is for agricultural
developnent activities (specifically, any
testing or breeding feasibility study,
variety improvement or introduction,
consultancy, publication, conference, or
training). are such activities (a)
specifically and principally designed to
increace agricultural exports by the nhoct
country to & councry other than the
United States, where the export would
lead to direct competition in that third
country with exports of a similar
comnodity g+wown or produced in the United
States, and can the activities reasonably
be expected to cause substantial injury
to U.S. =2xporters of a similar
agricultural commodity; or (b) in support
of research that is intended primarils to
benefit U.S. producers?

FY 1987 Coantinuing Resolution Sec. 559.
Will the assistance (except for programs
in Caribbean Basin Initiative countries
under YU.S. Tariff Schedule “"Section 807,"
which allows reduced tariffs on articles
assembted abroad from U.S.-made
components) be used directly to procure
feasibility studies, prefeasibility
studies, or proiect profiles of potential
ihvestment in, or to assist the
estublishment of facllities specifically
designed for, the manufacture for export
to the United States eor to third country
markets in direct competition with U.S.
exports, of textiles, apparel, footwear,
handbags, flat goods (such as wallets or
coin purses worn on the person), work
gloves or leather wearing apparel?

Page 3 of 10

the
to be

It is not expected that
dagricutural commodities
produced as a result of the pro-
ject will be in surplus at the
time of production na are these
commodities likely to cause
substantial injury to U.S.
producers.

The agricultural development
activities supported under the
project are expected to result i
exports primardly to the U.S. anc
these are not expected to compet
with U.S. producers.

No.

f‘/),
ﬁx)



14.

FAA Sec. 118{c). DYoes the assistance
gomply with the =anvironmental procedures
set forth in A.J7.D. Regulation 167 Does
the assistance nlace a high priority on
conservation and tustainable management
of Lroplcal forests? Svecifically. does
the assistance, zo the fullest extent
feasible: (a) etress the importance of
conserving and susialnably mznaging
forest reosoure

which offer ioyvaent and income
alternatives "huce who otherwise
would rfause wecion and loss of
forests, aud mountries identify

to colonizing
gvreporc training
offerts, and the
ngthening of
ove forest

p =nd destructive
culture by supporting
productive farming practices;
“orests which have not

AAELLYAS

areas; (o)

and inplan
forested
proaranc, cducatic
establishma:
institau?
managem it ; S
slash-and-born agl
stable and
(e) haelp oens
vet h»*cn ST Al
producticn on
degraded; :
watershens

elraady cleared or
,;EV“ forested
abilitate those which

il

have been defe ;naﬂ; (g) support
traininy., rerzasch, and other actions
which leed o gustalnenlis and more
environmentally sound practices for
timber 4arv:s;ing, removal, and
processing; {h) wupport research vo
expand znowledge of ,“uplcal forests
and identify alternatives which will
-

prevent Yorest desiruction, loss, or
degradation;:; (i) =zonserve bioilogical
diversity in forest areas by supporting
efforts to identify, establish, and
maintain a representative network of
protected tropical forest ecosystems

on & worldwide basis, by making the
establishment of protected areas a
condition of support for activities
involving forest clearance ot
degradation, and by helping to identify
tropical forest ecosystems and species
in need of protection and establish and
maintain appropriate protected areas;
(j) seek to increase the awareness of

¢5; (b)) support activities

»v helving to increase

rage 4 ot IU

Yes, the project however, is not
designed to provide assistance
in the area of conservation and
sustainable management of
tropical forests.


http:duc'tve.dI

15.

16.

17.

U.S. government agencies and other donors
of the immediate and long-term value of
tropical forests; and (k) utilize the
resources and abilities of all relevant
U.S. government agencies?

FAA Sec. 119(g)(4)-(6). Will the
assistance (a) support training and
education efforts which improve the
capacity of recipient countries to
prevent loss of biological diversity;
(b) be provided under a long-term
agreement in which the recipient country
agrees to protect ecosystems oi other
wildlife habitats; (c) support efforts
to identify and survey ecosystems in
recipient countries worthy of
protection; or (d) by any direct or
indirect means significantly de¢:-ade
national parks or similar protected areas
or introduce exotic piants or animals
into such areas?

FAA 121(d). 1If a Sahel project, has a
determination been made that the host
government has an adequate sysem for
accounting for and controlling receipt
and expenditure of project funds (either
dollars or local currency generated
therefrom)?

FY 1987 Continuing Resolution Sec. 532.
Is disbursement of the assistance
conditioned solely on the basis of the
policies of any multilateral imstitution?

FUNDING CRITERIA FOR PRQJECT

1.

Development Assistance Project Criteria

a. FAA Secs. 102(b), 111, 113, 281(a).

" . Describe 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 technology,
dispersing investment from cities
to small towns and rural areas, and

Page 5 of 10

The project is not designed to
provide assitance in any of
these areas.

N.A.

No.

The project is designed to assist
rural farmers to employ app-
ropriate production technology
as well as capture savings and
make loans in the rural areas

of the country thereby dispersing
investment to smaller towns and
rural areas.



insuring wide participation of the poor
in the benefits of development on a
sustained basis, using appropriate U.S.
institutions; (b) help develop
cooperatives, especially by technical
assistance, to assist rural and urban
poor to help themceives toward better
life, and otherwise encourage democratic
private and local governmental
institutions; (c) support the self-help
efforts of developing countries; (4)
promote the participation of women in the
national economies of developing
countries and the improvement of women's
status; and (e) utilize and encourage
regional cooperation by developing
countries.

FAA Secs. 103, 103A, 104, 105, 106,
120-21. Does the project fit the
criteria for the source of funds
(functional account) being used?

FAA Sec. 107. 1I1s emphasis 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)?

FAA Secs. 110, 124(d). Will the
recipient country provide at least

25 percent of the costs of the progranm,
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. 128(b). If the activity
attempts to increase 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?
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Yes.

Yes.

Yes, this country is providing
approximately 487 of total
project costs.

Yes.

AWV



FAA Sec. 281(b). Describe extent to
which program recognizes the particular
needs, desires, and capacities of the
people of the country: utilizes the
country's intellectual resources to
encourage institutional develcpment; and
supports civil education and tra.1ing in
sekills required for effective
participation in governmental processes
essential to self-government,

FY 1987 Continuing Resolution Sec. 540.

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 t¢ any person to
undergo sterilizations?

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

FY 1987 Continuing Resolution. Is the
assistance being made available to any
organization or program which has been
determined to support or participate in
the management of a program of coercive
abortion or involuntary sterilization?

If assistance is from the population
functional account, are any of the funds
to be made available to voluntary family
planning projects which do not offer,

either directly or through referral to or

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

FAR Sec. 601(2). Will the project
utilize competitive selection procedures
for the awarding of contracts, except
where applicable procurement rules allow
otherwise?
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The project is designed t. zddress
the agricultural creditand tech-
nology needs of the people ¢ the
country as well as their riiwncial
services needs. It will als
utilize local intelectual
resources to developan uz icultu-
ral research foundation and (.
carry out agricultural researc::
activities.

No.

No.

No.

N.A.

Yes.



FY 1987 Continuing Resolution. How much
of the funds will be available only for
activities of economically and socially
disadvantaged enterprises, historically
black colleges and universities, and
private and voluntary organizations which
are controlled by individuals who are
black Americane. Hispanic Americans, or
Native Americans, or who are economically
or socially disadvantaged (including
women)?

If the assistance

FAA Sec. 118{(c)(33).

will support a program or project
significantly affecting tropical forests
(including projects involving the
planting of exotic plant species), will
the program or project (a) be based upon
careful analvsis of the alternatives
available to achicve the best sustainable
use of the land, and (b) take full
account or the envigovnmental impacts of
the proposed activities on bilological
diversitv?

1,

FAA Sec. 118(c){l4). ¥ill asslstance

be used for (a) the procurement or use

of logging equipment, unless an
environmental assessment indicates that
all timber harvesting operations involved
will be conducted in an environmentally
sound manner and that the proposed
activity will produce positive economic
benefits and sustainable forest
management systems; ©orf (b) actions which
significantly degrade national parks or
similar protected areas which contain
tropical foreste, or introduce exotic
plants or animals intc such areas?

FAR Sec. 118(c)(15). Will assistance be
used for (a) activities which would
result in the conversion of forest lands
to the rearing of livestock; (b) the
construction, upgrading, or maintenance
of roads (including temporary haul roads
for logging or other extractive
industzies) which pass through relatively
undegraded forest lands: (c) the
colonization of forest lands: or (d) the
construction of dams or other water
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Competitive selection procedures
will be followed for all procure-
ment actions under the project.
Economically and socially
disadvantaged enterprises inclu-
ding those controlled by black,
hispanic and native Americans
will be encouraged to compete

as prime or sub contractors.

The project is not designed to
do either of these things.

The project is not designed to
do any of these things.



control structures which flood relatively
undegraded forest lands, unless with
respect to each such activity an
environmental assessment indicates that
the activity will contribute
significantly and directly to improving
the livelihood of the rural poor and will
be conducted in an environmentally sound
manner which supports sustainable
development?

2. Development Assistance Project Criteria

(Loans Only)

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

FAR 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 expnrt to the U.S. of more than
20 percent of the enterprise's annual
production during the life of the loan,
or has the requirement to enter into such
an agreement been waived by the President
because of a national security interest?

FY 1987 Continuing Resolution. 1If for a
loan to a private sector institution from
funds made available to carry out the
provisions of FAA Sections 103 through
106, will loan be provided, to the
maximum extent practicable, at or near
the prevailing interest rate paid on
Treasury obligations of similar maturity
at the time of obligating such funds?

FAA Sec. 122(b). Does the activity

give reasonable promise of assisting
long-range plans and programs designed
to develop economic resources and
increase productive capacities?
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The GODR is current on al;

loan repayments to the ULC
There is no reason to bel:e 'z

that this loan will not be
repaid.

N.A. Loans not for construction
or operation of a productive
enterprise.

N.A. Loan 1s not being made tc
a private sector instituticu.

Yes.
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3. Economic Support Fund Project Criteria

a. FAA Sec., 531(a). Will this assistance N.A.
promote economic and political
stability? To the maximum extent
feasible, is this assistance consistent
with the policy directions, purposes, and
programs of Part 1 of the FAA?

b. FAA Sec. 531(e). Will this assistance be N.A.
used for military or paramilitary
purposes?

C. ISDCA of 1985 Sec. 207. Will ESF funds N.A.
be used to finance the construction,
operation or maintenance of, or the
supplying of fuel for, a nuclear
facility? 1If so, has the President
certified that such country is a party to
the Treaty on the Non-Proliferation of
Nuclear Weaspons 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?

d. FAA Sec. 609. If commodities are to be N.A.
granted so that sale proceeds will accrue
to the recipient country, have Special
Account (counterpart) arrangements been
made?




ANNEX E

CERTIFICATION PURSUANT TO
Section 611 (e) of the
FOREIGN ASSISTANCE ACT
As amended
I, Henry H. Bassford, the principal officer of the Agency for

International Development in the Dominican Republic, do hereby certify
that in my judgement, the Dominican Republic has both the financial
capability and human resources to maintain and utilize effectively goods

and services procured under the capital assistance project entitled

Commercial Farming Systems.

This judgement is based upon the record of implementation of
A.1.D. financed projects in the Dominican Republic and the results of the

consultations undertaken during intensive review of this project.




ANNEX F

LIST OF COMMODITIES

DESCRIPTION QUANTITY UNIT QOST TOTAL COST

A. Rural Fin. Inst. Development

1. 4WD Vehicles 3 17,500 52,500

B. Ag. Tech. Dev. and Suppert

1. 44D Vehicles 4 17,500 70,000
2. Microcomuters! 5 5,000 25,000
3. Misc. Office Equip.2 10,000 10,000
4. Office Furniture3 11 sets 27,500 27,500
TOTAL 185,000
NOTES ¢

1. 512K memory, 20Mb hard disk, printer: based on GSA Schedule
2. Photocopier, typewriters, calculators: based on M5T Office estimate
3. Desks, chairs, file cabinets: based on MGT Office estimate

v
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ANNEX G

Commercial Farming Systems Project — Illustrative Training Plan

Rural Financial Services

TRAINING OBJECTLIVES:

Admin/Management:

-To improve the administration and management of credit unions.

-To improve the administration and management of BAGRICOLA branch offices.

~To establish the administration and management of the Credit Union Association.

-To assure the proper management of the Stabilization/Reserve Fund.

Technical:

-To

improve the technical expertise of BAGRICOLA and credit union bank wmanagers.

-To establish a training capacity within the Credit Union Association that will assume the

responsibility for training credi:z union

Course

Course Content Length

Credit union accounting systems

2 1/2 days

Preparation cf balance sheets

Profit z2ud loss statements

Interest rate margin analysis

Loan portfoliec agt. and diversif.

Liquidity managemcnt

Marketing of services

Investment policy 5 days
Devel/Marketing services to CU's o
Loan portfelio management

and savings mobillzation

Advaaced banking and financial

2 weeks

management

Subtotal

* BAGRICOLA trainee costs exclude local per diem

managers and staff after the project ends.

Course
Location
local

INCAE HMiami

and all others

Nozinating
Instituticn

credit unions

CU Association

BAGRICOLA

BAGRICOLA

Type of
Trainee

CU staff

CUA staff
BA staff

Managers

include 10% annual inflation rate.

Nuober of Cost per * Total Cost
Trainees Trainee (US$) Estim. (US$)
160 195 31,200
160 135 21,200
160 195 31,200
160 193 31,200
160 193 31,200
160 195 31,200
160 195 31,200

15 195 2,920
15 193 2,920
1030 130 100,000
15 4,125 61,875
2165 386,115



ANNEX G.2

Commercial Farming Systems Project — Illustrative Trainlng Plan

COMPONENT: JAgricultural Technology Development and Support
TRAINING OBJECTILVES:
Admin/Management:
-To iamprove the management of agricultural research on non-traditional crops.
~To improve the production manageamert of non-traditional crops.
Technical:
~To increase the technical expertise of agricultural researchers.
-To increase the technical knowledge of producers of non-traditional crops.

Course Course Nominating
Course Content Length Location Institution
Basic statistical and experiment-=l 4 wmonths local Universities

design/analysis for field crops
Basic management techniques for
fiald trials

SEA, Agribus.

Observation/Training trips to 3 weeks U.S.A,, third
NTC production areas countries
Crop production technology seminar 1 week local " '

Subtotal
PROJECT TOTAL

* Us$560,475 grant and US$324,240 counterpart equivalent in local currency.

Type of

Trainee

Researchers
Researchers,

Producers
Researchers

Number of

Trainees

60

60

90

120

330

2495

Cost per Total Cost
Trainee (US$) Estim. (US$
7,080 124,800
2,080 124,800
2,700 243,000

50 6,000
498,600
884,715 *


http:Traini.ng

ANNEX G.3
Commercial Farming Systems Project — Illustrative Training Plan
Projected Number of Training Courses Per Year

TOTAL NO. TRAINEES TOTAL NO.
COMPONENT YEAR 1 YEAR 2 YEAR 3 YEAR 4 YEAR 5 COURSES PER COURSE TRAINEES
Rural Financial Services
Credit union accounting systems 2 1 2 1 2 8 20 160
Preparation of balance sheets 2 1 2 1 2 8 20 160
Profit and loss statements 2 1 2 1 2 8 20 160
Interest rate margin analysis 2 1 2 i 2 8 20 160
Loan portfolio wgt. and diversif. 2 1 2 1 2 8 20 160
Liquidity management 2 1 2 1 2 8 20 160
Marketing of services 2 1 2 1 2 8 20 160
Investment policy 1 1 15 15
Devel/Marketirng services to CU's 1 1 15 15
Loan portfolio management
and savings mobilization 4 4 5 4 4 20 50 1500
Advanced banking and financial
management 1 1 1 1 1 5 3 15
Subtectal 19 12 19 13 20 83 2165
Ag. Tech. Devlp. and Support
Basic statistical and experimental
design/analysis for tfield crops 1 1 1 1 4 15 50
Basic management techniques for
field trials 1 1 1 1 4 15 60
Observation/Training trips to
NTC production areas 1 2 2 2 2 9 10 D
Crop production technology seminar 1 1 1 1 4 30 120
Subtotal 1 5 S 5 5 21 330
TOTAL 20 17 24 18 25 104 2495



ANNEX H
COMMERCIAL FARMING SYSI'EMS

Illustrative Scopes of Work and Tosts for Technical Assistance

1. Ruaral Financial Services

Long-Term Banking/Financial Advisor (54 person-months)

A. Objectives

To oversee the implementation of all activities developed under the
Rural Financial Services component of the project, and to advise/assist the
Central Bank's implementation unit in carrying out these activities.

B.  Scope of Work:

The Banking/Financial Advisor will work in the Rural Savings
Mobilization (RS4) Office located in the Central Bank. This individual will
be responsible for the implementation of all project activities carriead out by
that Office. The advisor will work directly with the head of RSM office or
the designated counterpart project coordinator and will advise and assist that
office to carry out the following specific duties and responsibilities:

C. Duties and Responsibilities:

- Advise the Project Zoordinator in the operation of the credit
union program.

- Assist in the development of an operational nlan for
strengthening the credit unions.

- Determine specific technical assistance requirements to the
BAGRICOLA and help coordinate the provision/delivery of that
project assistance.

- Assist in the determination of policy studies at the Central
Bank and develop a plan for conducting the studies.

- Advise the RaM and Credit Union Association staffs in the
management of the Administrative and Stabilization/Reserve funds.

- Coordinate all short-term technical assistance to the RFS
component of the project.
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D. Qualifications:

The individual should possess an MBA with a concentration in hanking
and/or finance or graduate degree in Economics with experience in woirking with
banking or credit union institutions. At least five years' experience working
with credit unions and second-level cooperative organizations in Latin America
is preferred. Knowledge of financial markets/banking and finance, and
experience in the operation of stabilization/reserve funds is highly
desirable. The individual should have an FSI R/S 3 level in Spanish.

E. Required Reports:

The advisor will submit to the USAID vroject office an annual
workplan due within one month of heginning work, and yearly thereafter. This
work plan will outline the objectives and goals of the coming year's work, and
specific indicators that will demonstrate whether these objectives are being
achieved. The advisor will update this work statement semiannually to reflect
changes in project management, or unforeseen problems or opportunities that
arise that alter the work needs. At the end of each year's work, the advisor
will submit to USAID a personal progress report that outlines the year's
achievements in relation to the stated objectives and the srecific indicators,
plus any other additional accomplishments achieved during the reoorting period.

The advisor will also be responsible for providing a draft semester
report that describes the project status in terms of achievements towards
overall project ocutputs by activity, problems encountered, strategies for
overcoming problems, and actions to be taken in the coming semester.

All reports submitted by the advisor to USAID must be in English.

F. Assignment Period:

The work will commence on/about Octoher 1, 1987, and will he for a
period of 54 months.

2. Agricultural Technclogy Development and Support

a. Objective:

The objective of this contract is to provide both long and short-term
technical assistance to the Agricultural Development Foundation in the form of
a Senior Scientist Advisor and a number of short-term technical advisors
respectively.
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B.  Scope of Work:

The long-term technical assistance (54 person-months) is to advise
and assist the Foundation's Executive Director in the establishment and
operation of an agricultural research foundation, and develop and implement a
fruit and vegetable research program. The short-term technical assistance (53
person-months) is directed toward designing and monitoring rusearch projects
for specific crops; solving urgent crop production problems in a short period
of time; and organization of local training courses for acricultural

researchers.

C. Duties and Responsibilities:

1.

Senior 3Scientist Advisor

This long-term advisor will have the following specific tasks:

I

Advise the Foundation Executive Director in the operation
of the Agricultural Development Foundation.

Assist the Executive Director and Foundation staff to
develop an initial research program and annual revisions.

Develop and implement a long-term (4 years) fruit and
vegetable research program.

Provide technical critique of research proposals submitted
to the Foundation for funding.

Assist in the preparation of specific guidelines or
criteria for toundation approval of research proposals.

Coordinate all short-term technical assistance orovided to
or through the Foundation.

Help set up observation/training trips to overseas crop
production areas for researchers and growers.

Short~Term Technical Advisors

Provide ready solutions to specific crop production
problems on a guick turnaround basis.

Assist and advise as to sound technical design of research
trials of specific crops.
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- Assist in the analysis of research results and suggest
follow—-on research hased on those results.

- Advise as to the proper manajement of fiezld trials.
- Organize anl conduct two local training courses (given four

times during LOP) for researchers in experimental design
anl analysis, and management of field research.

D. Qualificationesy

The Senior Scisntist Advisor will have a PhD in agricultural research
with a specialization in horticulture. At least five years experience in the
management of an agricultural research fouwrlation or other research financing
and support institution is required. Agriculturnl research related vork
experience in bLatin Amavioa 1s desirable.  The individual should have an
FSIR/S 3 level in 3panish.

fhe qualifications of the short-teom advisors will be determined by
the Foundation staff awi USAID project officer as needed during the
implemcntation of tne oroject.

B.  Required Reports:

The 3eanior 3cientist advisor will submit to the USAID project office
an annual workplan <due within one month of beginning work, and then yearly
thereafter. TIhis work olan will outline the objectives and goals of the
coming year's work, and specific indicators that will demonstrate whether
these objectives are being achisved. The advisor will waxdate this work
statement sewiannually to reflect changes in project management, or unforeseen
problems or opportunitizs that arise that 1lter the worit neads. At the end of
each year's work, the advisor will submit to USAID a perscnal progress report
that outlines the year's achievemznts in ro2iation to the stated objectives and
the specific indicators, pius any other adiitional accomplishments achieved
during the reporting perind.

The Senior Scientist advisor will Aalso he responsible for providing a
dratt semester report that describes the project status in terms of
achievements towards overall project outputs by activity, problems
encountered, strategies for overcoming problems, and actions to be taken in
the coming semester.

All reports submitted by the advisor to the USAID must be in English.
All short-term advisors will provide a written report in English to
the Fourdation and the USAID as to the results of their work prior to

departing the Dominican Republic.

F. Assignment Pericd:

The work will commence on/about October 1, 1937, and will be for a
periad of 54 months.
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AID FUNDED SHORT AND LONG-TERM T.A. COSTS

A. RURAL FINANCIAL SERVICES

L.T. T.A. YRL YR2 YR3 YR4 YRS TOTAL
Banking/Finance

Advisor (54 P:4) 92.5 185 194.2 203.9 214.1 889.70
S.T. T.A.

Banking/Finance (64 PM) (4) 52 (4) 54.4 (4) 57.2 (4) 60 (4) 62.8 286.4
2nd Level Organization (3) 39 (2) 27.2 (2) 28.6 (3) 45 (4) 62.8 202.6
Computing/Information (1) 13 (2) 27.2 (2) 28.6 (2) 30 (3) 47.1 145.9

Banking Policy
Specialist (4) 52 (4) 54.4 (4) 57.2 (4) 60 (4) 62.8 286.4
Sub-Total 248.5 348.2 365.8 398.9 449.6 1811.0

B. AG, TECHNOLOGY DEVELOPMENT AND SUPPORT

L.T. T.A. YRL YR2 YR3 YR4 YRS TOTAL
Senior Scientist (54 PM) 92.5 185.0 194.2 203.9 214.1 8389.7
S.T. T.A

Technical Advisors (5) 65.0 (8)108.8 (8) 114.4 (8) 120.0 (8) 125.6 533.8
(37 PM)

Course instructors (16 PM) (4) 54.4 (4) 57.2 (4) 60.0 (4) 62.8 234.4
SUB-TOTAL 157.5 348.2 365.8 383.9 402.5 1657.9
TOrAL 406.0 696.,4 731.6 782.8 852.1 3468.9

3



ANNEX I

Rural Financial Services
Counterpart Budget (RD$)

LINE ITEMS YEAR 1 YEAR 2 YEAR 3 YEAR 4 YEAR 5 TOTAL
PERSONNEL
Project Coordinator 36000 39600 43560 47916 52708 219784
Administrative Assistant 21600 23760 26136 28750 31625 131871
Bilingual Secretary 9600 10560 11616 12778 14055 58609
Messenger/Chauffeur 5640 6204 6825 7507 8258 34424
Computer Technician 10800 11830 13068 14375 15812 65935
Accounting/Finance Technician 19200 21120 23232 25555 28111 117218
Accounting/Finance Technician 19200 21120 23232 25555 28111 117218
Accounting/Finance Technician 19200 21120 23232 25555 28111 117218
Accounting/Finance Technician 19200 21120 23232 25555 28111 117218
Accounting/Finance Technician 19200 21120 23232 25555 28111 117218
Subtotal 179640 197604 217365 239101 263013 1096723
OTHER PERSONNEL COSIS
Thirteenth month (10% An. Salary) 17964 19760 21736 23910 26301 109671
Vacation (Annual Salary/52 weeks) 3455 3800 4180 4598 5058 21091
Health/Life Insur. (4.95% Salary) 8893 9782 10760 11836 13020 54291
Subtotal 30312 33342 36676 40344 44379 185053
TOTAL PERSONNEL 209952 230946 254041 279445 307392 1281776
OPERATING COSTS
In-country Per diem 65280 71808 78989 86388 95577 398542
Per diem for 3 Peace Corps Vol. 34560 35C16 41818 45999 50599 210992
Vehicle Operation/Maintenance 70000 77000 84700 93170 102497 427357
Photocopier Maintenance 43800 5280 5808 6389 7028 29305
Office Materials 10000 11000 12100 13310 14641 61051
Off. Equipment Maintenance/Repair 6600 7260 7986 8785 9663 40294
Subtotal 191240 210364 231401 254541 279995 1167541
RESEARCH ACTIVITIES 167400 182100 198220 216000 236280 1000000
ADMINISTRATIVE LOAN FUND 200000 235000 298000 232000 191700 1156700
TRAINING SERVICES & DISSEMINATION
Credit Union Training 140000 77000 158400 87120 191664 654184
CU Association Training 8760 8760 17520
BAGRICOLA Training 50000 55000 60500 66550 73205 305255
Dissemination, Publications 40000 44000 48390 53250 58560 244200
Subtotal 230000 176000 267290 215680 332189 1221159
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EQUIPMENT

One (1) Typewriter 2875 2875
One (1) Photocopier 23000 23000
Two (2) Files 1035 1035
One (1) Eiecutive Chair 400 400
Two (2) Secretarial Chairs 420 420
Six (6) Desk Calculators 2300 2300
Three (3) Desks 2070 2070
Subtotal 32100 32100
CONTINGENCY (5%) 51535 51721 62448 59883 67378 292964
RD$ TOTAL 1082227 1086131 1311400 1257549 1414934 6152240
Us$ TOTAL 360742 362044 437133 419183 471645 2050747

Exchange Rate: US$1.00 = RD$ 3.00

IR
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ANNEX J-1

Rural Financial Services - Technical Analysis

A. Demand and Supply for Financial Services in Rural Areas

1. Demand

Comprehensive data on the level of demand for financial services in
rural areas are not presently available. However, the Gomez studyl
estimated the gap between potential agrri-uituial production cradit demand and
supply at more than RD$1.6 billion. The commercial and development banks
financed agriculture in the amount of approximately RD$600 million in 1985.
The results of the Rural Savings Mobilization Project confirm that there is a
large unsatisfied demand for financial services on the part of the rural
population. With technical assistance provided by the RSM Project, a group
of four credit unions and the Banco Agricola have bween able to mobilize
approximately RD$15.8 million (US$5.3 million) in savings deposits in the
rural areas from mid—-1984 to december, 1986.

Of this total, Banco Agricola acccunts for 68.8 percent and the four
credit unions, the remaining 31.2 percent. This pilot project has uncovered
a significant potential for deposit mobilization, largely untapped as a
result of a combination of very high transactions costs and negative real
rates of interest facing potential rural depositors. Table 1 shows the
amount of savings on deposit as of December 1986. ©On the lending side the
pilot CUs have been able to place lcans in a ratio of approximately RD$.75 in
loans to every RD$1.00 in savings mobilized. Each of the cooperatives has
demonstrated a dramatic increase in savings and loan activity. Some
experienced increases of over ten-fold, accompanied by Aramatic reductions in
loan delinquency rates. (See Tables 2-9 at the end of this analysis.)
According to projections daveloped hy the RSM Project, a typical credit union
could be 2xpected to mobilize savings in the amount of RD$400,000 and loan
out RD$300,000 Ly the end of the first twelve to eighteen months of operation
(see Annex J-2 Financial Analysis).

-~

2. Supply

The rural population of the Dominican Republic has had minimal
access to financial services, both deposit facilities and loans. This
limited supply of financial services for small farmers and for other rural
residents has reflected: (1) the relatively high transaction costs for
banking institutions providing these services and for the clients to gain
access to them; (2) the high risks associated with financing agricultural
production, in general, and small farmers, in particular; and (3) banking
policies, practices, and regulations which limit the operating margins and
excessively

1. Gustavo Gomez, Dominican Republic Rural Financial Markets.



TABLE 1

SAVINGS MOBILIZATION

Credit tInions

Dec. 86 Dec. 86 Dec, B6 Dec. 86
Lla Vega Santa Lucla San Jose Vallejuelo
Passbook
Savings 93,934 303, 381 1,110,514 70,802 1,578,631
Time
Deposits 70,124 82,209 1,239,297 46,370 1,433,000
Member |
Contributions 183,573 210,677 1,438,080 20,544 1,902,874
347,631 596,267 3,837,891 137,716 4,919,505
Sub-Total RD$4,919, 505
Dec.
Banco Agricola
Passhoolk 3avings 7,992,075
Time Deposits 2,611,954
Financial Certificates 250,000
Sutr-Total 10,854,029
Total RD$15,773,534

Converted to US Dollars at RD$3.00/US$1.00:
Banco Agricola US$3,618,010
4 CU's us$l, 639,835

Us$5, 257,845
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specialize the operations of different banking institutions, restricting \ e
types nf loans and depository instruments that can bhe offered. The Nominivan
Republic has a fairly wide distribution of requlatexd and non-requlated
financial institutions in secondary rural cities and towns, but 3anto
Domingoand Santiago have the greatest concentration of hanking offices (Table
1). The concentration in these two cities of financial activity flows is even
greater. Over 80% of all commercial bank deposits and 20% of all loans are
mobiliz~ or granted there.

As a result of this urban concentration, and because th2 client base
and types of financial services offered by institutions located in rural areas
are highly sejmented, most rural residents simply do not obtain access to
these financial services. For example, a recent World Bank agricultural
sector study found that less than 10 percent of the country's small “armers
were reached by the Agricultural Bank despite its wide branch office network,
on a sporadic basis. Those with access to pa2rmanent and reliable credit lines
and to deposit facilities are even less.

Bxcessive and inflexible rejulation of the commercial banking
industry in the form of interest rate controls, minimum capital requirements,
high and cumbersoms reserve requirements, and selective credit controls,
motivated by loan—targeting and economic stabilization considerations, have
ledd to the concentration of bhanking services primarily in the urban centers,
and to an extreme degree of credit rationing. In addition, the specialization
of development banking institutions has segrentad financial markets, reducing
competition, and limiting their ability to diversify their liability and asset
structures. Comnercial and developinent nanks lending criteria include a
minboum amount of loan, which effectively bar smaller clients. Location of
the institutions and canplex loan application procelures raise transactions
costs to clients, further inhibiting effective demand by small borrowers and
savers. A recent study by a banking spacialist found that to reach the
break-even point, given the present requlatory structure, a commercial bank
branch would require a minimun of RDEL.3 wmillion (J5$430,000) in deposits.

Over the past several years, a highly dynamic parallel financial
market (financieras) has emerged. Until recently, this system was completely
unregulated by the Central Bank. A study financed by the Rural Savings
Mobilization Project estimated that this market is composed of approximately
800 different institutions and represents about 30 percent of the total
portfolio of the financial market. Since these financial institutions have
concentrated their lending operations in the personal loan market, or in
providing short term working capital to small-and mediun-size businesses,
their operations are also concentrated in the urban centers.



The high risk inherent in lending to agriculture, and to smaller
borrowers in particular, further reduces the incentive for commercial and
development banks to lead directly to farmers.2/ As a result, middle- and
low-income households depend primarily on self-financing, mwoneylenders,
pawnshops and marketing intermediaries for lending services. Although these
alternatives provide the most stable source of funding ani quick service (low
transactions costs), the real interest rates charged are significantly above
what could be expected from a mors competitive financinl services onvironmeat
(typically nominal interest rates charged are 10-20 percent per
month). They also proviile no savings Jdeposit services to capture local
resources for on-lending to small rural borrowers. As a result, indirect
financial intermediation in the rural markets is almost non-existent, limiting
the economic growth in rural areas.

B. Technical/Policy Constraints

The Raral 3avings Mobilization Project has demonstrated that banking
regulations and policies play a key role in determining the overall efficiency
of the banking system and the level of financial services available Lo the
rural firm-household. To a large extent, the success of the cradit unions
within the RS4 project is due tn the fact that they operate in an unrequlated
financial environment, much as the financieras have heen able to do in the
recent mast.

Resolving the severe limquidity oroblens facing the agricultural
sectcr has been one of the current government's most criticsl problems.
n=cently, Central nnk officials have sought o promote the expansion of
requlated financial internediavies into rural areas.  Sone efforts have been
made to odify banking regulations, to provide qreater incentives for banks to
op2imta ' ranches in raral areas. These changes have involved axempting the
branches from the reserve requirement for two y=ars, setiing lower initial
capital requirements, and allowing greater intermediation margins for FIDE
loans targetted to cortain areas of the country. For the most part, the
Central Bank and Monetary Board have relied on selective credit controis in an
attempt to direct a qreater flow of cradit to the agricultural sector.

In spite of these various efforts, the success of policies designed
to vromore the decentralization of firancial markets has been fairly limited,
and

2. Banks do Lend to ajrivusinesses which in turn finance the operations of
farmers under contract to them. The firm bears the risk in this case, but at
the same time reduces this risk throujh the linking of the credit transaction
to other input and output marketing and technical-nssistance corntracts. This
also reduces transaction costs for the borrower. See Jerry Laduan, "Bridge
Loans" .
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the requlatory structure continues to heavily tax the fimancial system,
reducing liquidity, raising the real costs of financial intermediation, and
providing continued incentives for the fragmentation of these markets.

Although the commercial banks have been more aggressive in their
effort to expand operations in the rural areas than have been the development
banks, these institutions have very strict client selection criteria, causing
them to be net exporters of resources out of the rural areas. Because of
this, their expansion into the rural areas has not significantly improved the
majority of the population's access to credit services, although it may have
reduced tneir transaction costs in obtaining depository services.

The private devzlopment banks have not physically expanded
operations into the rural markets, despite the fact that 42.5% of their
portfolio were in agriculturzl loans in 1985. This lack of physical expansion
i3 the rasult of their traditional Jdependence upon external credit (Central
Bank fuyis), and of requlatory restrictions. These banks are severely
hampered in their ability to mobilize domestic savings because of legal
restrictions which limit their liabilities to financial certificates and
bornds. Minimum size and term restrictions on both instruments make rural
deposit mobilization by these banks a virtual impossibility.

In addition, differential regerve requirements between the
devalopment banks, savings and loan associations, and mortgage banks place the
former at a competitive disadvantage. Restrictions imposed on the development
banks' portfolios, which concentrate 80% of their lending to medium~ and
long-term credit, not only augments the financial risks borne by these
intermediaries, but impose significant transaction costs on the clients, as
they cannot obtain short term production credit from the same institution from
which they get their long-term financing.

This unnecessary fragmentation of the financial market, which is the
result of specialization, increases the volume of real ressources which must be
devoted to financial intermediation and imposes significant inefficiencies on
the financial market. In conclusion, until there are significant changes in
the regulatory structure, reducing the degree of specialization in the banking
industry and the degree of implicit taxation (interest rate controls, reserve
requirements, etc.), the opoortunities for significant expansion of the
private wnking institutions into the rural areas, effectively reaching the
middle—- and low-income population, are quite limited. All these issues are
worthy of policy @aalysis and rasearch, with recommendations directed at
monetary policy makers.

The RSM Project nas shown the importance of a continuing involvement
with the principal financial policymaking institutions of the GODR —--the
Central Bank and the Monetary Boari-— and the BAGRICOLA to assist their
efforts to rationalize the requlatory structure. However, in the short-run
thiis will not
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improve the efficiency of base-level financial institutions, and at this time,
credit unions provide perhaps the most attractive alternative. The results of
the RSM project suggest that rural credit unions can develop into
cost-effective financial intermediavies, reaching the middle- and low-income
firm~households with a wide range of financial services -- particularly credit
services, that are currently unavailabla.

C. Banking Concepts and Technologies Needed

1. Base Level Credit Unions

Although the CUs face very few rejulatory restrictions which
could hamper their operations, they are extremely weak institutions, and in
order to develop into viable intermediaries, they will require intensive
technical assistance and training in banking technology. Fortunately, urder
the pilot Rural 3avings Mobilization Project, a technical assistance package
was Jevaloped which resulted in the successful turnaround of four Cls.

fhe banking concepts and technologies required are not unknown
or untestei. Most rural credit unions require 2-3 full time individuals with
an urderstanding of:

1. The theory of the credit union as a financial intermediary -
Its rolz in financial markets and its comparative advantage,
i.e., its information on potential savers and borrowers;

2. Basic Accounting - Incluling the preparation of monthly balance
sheets and income statements, incom2/expenditure budqgeting and
cashflow analysis;

3. Finarcial Management — With specific focus on asset management
(liquidity. reserves and loans —- Particular emphasis is
requirel in loan risk analysis, diversification and loan
recovaity, as well as liability management, involving term
structiures of interest rates, oricing of deposit services and
bankirg relationshins, and spread management, including general
interest rate strategies and control of overhead);

4., Information Management/Decision-Making - Requiring analysis and
interpretation of financial and economic data, and strategic
planning; and

5. Marketing of Financial Services - How to educate savers and
borrowers in the advantages of CU membership, and the range of
services available.

Credit union management receiving this technical assistance and
training in banking technologies would also need to access to funds enabling
them to upgrade infrastructure and covzr the initial costs of hiring staff
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with some accounting/bookkeeping experience. This is an indispensable
condition if the technical assistance is to be effective and also if the
credit union is to expand membership and deposits. Under the pilot RSM
Project credit unions were given smll grants for these purposes. However, an
administrative loan fund whereby credit unions would be loaned the funds
necessary to improve their infrastructure and hire staff in more appropriate.
As indicated in Amnex J-2, Financial Analysis a typical credit union could
borrow approximately RD$S0,000 and be able to repay this loan with little
difficulty.

D.  Probability that Desired Results will Be Achieved

Given the lack of competition for financial services in the rural
areas, the demand on the part of the potential clientele is relatively price
inelastic. This implies that these institutions could fairly rapidly reach
the break-=ven point, given the ability to maintain an adequate margin on
financial intermediation. Annex J-2 Financial Analysis illustrates the
break-even point for a typical credit union, using the basic data from the CUs
that participated in the RSMP. This analysis reveals that the typical credit
union could reach its break-even point with a deposit base of between
RD$220,000 and RDF250,000, which represents one—fifth the deposit base
required for a branch of a commercial bank.

Siven the experience under the RSM Project, the fact that the
banking technologies and concepts required are not new, and the financial
analysis is based on conservative assumptions, the propability that an
expansion of ase level credit unions will be successful are excellent.



TABLA 2:
COOPERATIVA OFE AHORRD Y CREDIID "LA VEGA REAL"

BALANCES COMPARATIVOS

JUL 83 JUL 84 JUL 85 JUL 86
CAJA Y BANCOS 6,683 6,838 17,0634 37,844
CARTERA DB PRESTAMOS 91,731 110,590 174,646 265,287
CUENTAS POR COBRAR 1,884 2,121 2,135 2,690
INVENTARLY 2,543 3,759 11,645 2,077
ACCIONES Ex FEDICOOP 4,184 4,184 4,234 4,234
FONDC PRO SESURD 101 101 101 101
AC: (VO FIIO NEID 5,289 5,289 8,472 14,740
OTROS ACPIVOS 516 297 498 674
ACTIVD TTAL 112,933 133,179 219,365 327,647
DEPISITOS A LA VISTA 4,148 5,828 35,250 47,068
DEPOSTING A PLAZD 0 0 0 0
DBLL A [OH1ES 100 341 9, 960 56, 224
PRESTSS A PAGAR 22,433 22,413 22,413 22,412
LAT. COB. POR ADELANTADO 0 0 G,802 1,679
OTROS PRAIVOS 0 46 20 96
APORPACTIONGS 79,888 93,048 133,369 170, 316
RESERVA GENERAL 4,082 4,201 4,244 4,456
PRIFAVA EDUCATIVA 954 1,245 1,107 1,176
CAPITAL DONADO 180 175 1,980 12,675
EXCEDENTES RET. 617 302 319 819
E{CEDENTES Y PERDIDAS 531 80 -2,436 3,519
EXCEDENTES DEL PERICDO 0 0 0 4,371
TOTAL PASIVO Y CAPITAL 112,933 133,179 219,365 327,647




TABLA 3:
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BALANCES COMPARATIVOS

COOPERATIVA DE SERVICIOS MULTIPLES "SAN JOSE"

ENE 84 ENE 85 ENE 86 JUL 86
CAJA Y BANCOS 301,551 6,838 403,596 354,100
INVERSIONES (CP) 15,000 110, 590 75,000 125,000
CARTERA DE PRESTAMOS 1,264,075 1,876,190 2,624,073 2,833,676
PLAN SIERRA 5,090 6,438 9,436 8,308
INTERES POR COBRAR 826 2,552 5 5,225
LNWERSLWES (LP) 75,902 106,746 75,902 109,674
OTRAS CUENTAS 3,252 0 0 0
INVENTARIOS 0 o 0 0
3ASTOS POR ANTICIPADG 673 594 104 2,226
£D, MUEBLES, EQ. (NETO) 19,631 16,945 36,710 394,411
DTROS ACTIVOS 56 56 56 56
ACTIVO TUTAL 1,686,056 2,436,156 3,274,882 3,832,676
ArDRRDS RETTRABLES 305,541 510,584 718,756 803,765
DOC Y CUENDA3 POR PASAR 8,706 8,339 18,497 59,465
INTERESES POR PAGAR 13,412 23,036 40,703 44,906
OCROS GASTOS POR PAGAR 3,780 4,465 250 2,070
DEPO3ITOS A PLAZO FIJO 418,278 654,699 879,934 1,077,600
OTRO5 PASIVOS 7,989 18, 360 3,004 59,569
APORTAC LONES 783,869 1,006,397 1,245,225 1,375,857
CAPITAL DONADO 0 7,063 13,463 13,463
RESERVA EDUCATIVA 10,494 11,550 9,452 16,546
RESERVA GENERAL 23,884 35,840 35,840 50,002
JTRAS RESERVAS 7,508 7,523 7,523 7,523
EXCEDENTES REENIDOS 71,425 100,486 146,975 242,291
EXCEDENTES DEL PERIODO 31,170 47,824 127,417 69,619
FONDO EN SUSPENSD 0 0 800 0
TOTAL PASIVO Y CAPITAL 1,686,056 2,436,166 3,274,882 3,832,676
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COOPERATIVA DE 3ERVICIOS MULTIPLES "VALLEJUELD"
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TABLA 4: BALANCES COMPARATIVOS

MAR 84 MAR 85 MAR 86 AGO 86
CAJA Y BANCOS 774 12,281 20,999 34,168
CARTERA DE PRESTAMOS 3,008 31,984 86,751 91,327
CUENTAS POR COBRAR 28,028 29,804 31,050 31,498
INVENTARID 0 3,887 5,768 10,911
OTROS ACTIVOS CCRR. 500 559 71 933
TERRENOS 3,500 4,175 5,052 6,801
EDIFICIO 31,800 36,742 39,190 39, 266
MUEBLES Y ENSERES 1,995 5,593 5,501 8,558
EQUIPOS 4,362 6,130 11,336 11,336
DEPRECIACION -1,803 -2,401 -2,404 ~3,809
OTROS 792 792 862 862
ACIIVD TOTAL 77,925 128,653 205, 166 231,856
CUOTAS POR COBRAR 0 385 3560 0
AHORRDS RETIRABLES 3554 21053 59253 49987
DEPOSITOS A PLAZO
SEIS MESES 0 0 20600 30000
DOCE MESES 0 14900 11270 11270
PRESTAMOS POR COBRAR 5000 14597 233847 50001
CUENTAS POR PAGAR 20873 29602 29369 29369
APORTACIONES 9030 3431 12464 17494
EXCEDENTES RETENIDOS 464 1265 1047 0
RESERVA 3ENERAL 208 1301 1263 1420
DONACIONES 27556 36608 40600 40600
RESERVA EDUCATIVA 355 473 473 473
EXCEDENTES CCL PERIODO 1186 38 0 1242
TOTAL PASIVO Y CAPITAL 77926 128653 203746 231856




TABLA 5: BALANCES COMPARATIVOS
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COOPERATIVA DE AJORRD ¢ CREDITO "SANTA LJCIA"

DIC 83 DIC 85 DIC 85 AGO 86
CAJA Y BANGOS 2993 28516 92046 74555
INVERSTINES 3000 1000 1000 21000
CARTERA DB PRESTAMO 35709 45299 170147 390501
GAZ[DS POR ADELANTADO 1421 956
JTRDIS 648 742 372 372
ACCIONES BN FEDDCOOP 100 100 100 100
TERRENOS 0 3200 3200 3200
EDIFICIO NITO 1815 6670 6563 24371
MUEBLES NETOS 189 4385 4088 8252
TOTAL ACTIVO 44454 89912 278937 523307
AHORRDS RETTRARALES 0 25538 145902 259500
OEPOSITOS A PLAZO 0 0 4819 42685
PRESTAMOS POR PAGAR 0 0 0 0
FONDO  GDUCATIVO 11-1 1220 2000 2000
APORTACIONES 39499 49552 100252 178310
RESERVA GENERAL 2444 2749 6300 7395
RESERVA PARA EDIFICIO 327 1046 3826 3826
CAPI AL DONADD 0 7501 7500 7501
EXCEDENTES REENIDOS 103 103 0 C
SKACEDENSFES DiL PERIODO 980 2158 8338 22084
TOTAL PASIVO Y CAPITAL 44454 89912 278937 523307
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TABLA 6:

DISTRIBUCION DE PRESTAMOS OTORGADOS ANUALMENTE
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COOPERATIVA DE AHORRO Y CREDITO "LA VEGA RFEAL"

1984 1985 1986
ASROPECUARIA 44356 38.7% 44208 23.9% 32441 11.4%
COMERCIAL 27722 24.2% 58354 31.5% 97323 34,.2%
INDUSTRIAL 5545 4.8 31830 17.2% 86509 30.4%
CONSTRUCCION 11089 9.7% 21220 11.5% 13924 6.6%
CONSUMO 25793 22.5% 29666 16.0% 49674 17.4%
TOTAL 113404 199.0% 135278 100.0%  284871L 100.0%
TABLA 7: COOPERATIVA DE AHORRO Y CREDITO "LA VEGA REAL"

DIC 83 DIC 84 DIC 85 DIC 86
MOROSIDAD NA 36.0% 25.0 22,0%
PALANQUED 1.5 10.0 10.0 10.0
SOCI0oS 412 565 630 346
DEPOSITANIES 0 11 228 344
TOTAL 412 576 858 1190
EMPLEADOS 1 2 3 4
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TABLA 8: COOPERATIVA DE AHORRO Y CREDITO "SANTA LUCIA"
DIC 83 DIC 84 DIC 85 DIC 86
MOROSIDAD 48.8% 17.0% 10.0% 9.0%
PALANJUED 1.5 10.0 10.0 10.0
SOCIoS 250 298 395 494
DAPOSITANTES 0 44 287 583
TOTAL 250 342 682 1077
EAPLEADDS 0 2 3 4
TABLA 9: DISTRIBUCION DE PRESTAMOS OTORGADOS ANUAIMENTE
COOPERATIVA DE AJDRRD Y CREDITO "SANTA LUCIA"
No. 1983 No. 1984 No. 1985 No. 1986
AGROPECUARIA 38 10,970 52 19,100 125 110,530 75 107,455
INDUSTRIAL 14 18,960 8 31,000
COMERCIAL 14 3,460 10 11,500 21 20,845 50 164,645
CONSUMO 58 19,7244 98 30,650 110 110,237 95 87,401
TOTAL 124 39,459 180 61,250 270 260,572 228 390,501




ANNEX J - 2

Rural Financial Services — Analysis of Fconomic and Financial Viability

A, Overview

The Mission carried out financial analysis for a typical credit union to
determine: (1) the level of financial resources required to strengthen a
typical credit union; {2) projections of savings mobilized, loans made and
break-even point; and (3) analysis of the revenues, expenditures and ability
to service its administrative loan. These analyses were based on conservative
assumptions which are supported by the experience of deposit growth and
earnings potential with the tour pilot credit unions.

Further analysis was done on the Stabilization/Reserve Fund mechanism and
its income generating potential to provide resources for the credit union
assocliation.

B. Typical Individual Credit linion Analysis

Table 1 illastrates the break-even point for a typical credit union,
using the basic data from the ClUs that participated in the RSM Project, on
yearly administrative expenses reserve requirements and interest rate
margins. The analysis reveals that the typical credit union could reach its
break-even point with a deposit base of bLetween RD§220,000 and RD$250,000,
which represents one-tifth the deposit base required for a branch of a
commercial bhank (RD31.3 million). The analyvsis takes into consideration that
the credit union charges 362 on its loan portfolio, but effectively earns 33%
- losing 37 -er year to delinquency. [t should be pointed out that this bad
debt reserve is <ix times the reserve assumed in the study performed by
Gustavo Gémez under the RSM Project,.

Given the lack of competition for tivancial scervices in the rural areas
the demand nn the part of the potential clientele is relatively price
inelastic., This implies that these institutions could fairly rapidly reach
the break-cven point, given the ability to maintain an adequate margin on
financial intermediation (i.e. difference between interest paid out to
depositors and interest carned on loans). Experience with the pilot credit
unions shows that this interest rate differential can be maintained belween
15-20 percent which indicates the potential profitability of providing
financial services through a low overhead operation such as a credit union.

Table 2 presents the potential growth of a4 typical rural CU under the RSM
project, With the assumptions presented in the footnotes this institution
reaches its break-cven point in the I7th month of operation with a deposit
base of RDY213, 500 (shares, time deposits and savings accounts). Accumulated
losses during the tirst 16 months of operation reach RD$22,675 which is
projected to he covered with the operating cxpense component of the

QQQ(
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TABLE 1

Break—-Even Analysis for a Typlcal
Rural Credit Union

(Case:  Santa Lucla)

: . oo 1
r: Average intereste earned on CU portfolio.

p: Average interest paid deposit paid on deposits and external debt.
d:  Average Net Worth/Average Total Assets.

At Total yearly administrative expeases ($).

r: Yearly provision for bad debt, as 4 of portfolio.
V: Average volume (portfolio).

RR: Voluntary reserve requirements,

S: Other income from investments (reserves),

TT: Operating Surplus (protits).

DD:  Volume of Deposits.

IT = (1~ LV =tV - (A - 3)

IR: .2630
IP: .0852

Dy 4275

Av RD$36,000
r: .03

RR: .20
St RD$L,450

TT = (.2630 - .0852(.4275) V - .03V - (36,000 - L,450)

2266V - . 03V = 34,550

V = RD$175,738
D = V/(L-RR)
D = RD$219,672
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miniruz conthly belance. Afxirjatretive loan:
25,000 opetaticg exjense sutsidy RD{),€66.66 per wonth
25,000 Fired avcets.
Reposwest of priaciple degins on the 131t zonth ¢f vperaticns, t1th tern
¢ Jcan six jrars, Irterest onl; ja1d first year.
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TABLE 3
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Partial Listing of Existing CUs with

Potential for Participation in the Project

Palo Hincado

Sectores Unidos

Nuestra senora de la Candalaria

Los Procaidos
Santa Ana del Java
Sagrada Familia
Corazon de Jesus
Las Lagunas

Unidn y Progreso

. Sabaneta Novillo

. Progreso Fronterizo

Castanuelas
Yomonoito
Santa cruz

Fraternidad Fronteriza

Libertad de los Pobres
San Fermin

Meiina

LA Vega Real
Vallejuelo

Santa Lucia

San José

MUNICIPALITY

El Seibo

Miches

Sabana Grande de Boya

Paraiso, Barahona

San Fransisco de Macoris

Fantino, Cotui

HMoca

Moca

Guznanico, Puerto Plata

Santiago Rodriguez

Loma de Cabrera, Dajabdn

Castanuelas, Montecristi

Moncion, Mao

Mao

Pepillo Salcedo,
Montecrisiti

Montecristi

A Romana

Medina, San Cristobal

La Veqga

Vallejuelo

San José de las Matas

San José de las Matas
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administrative loan (RD$25,000). As can be observed in this table the CU pays
interest on the administrative loan throughout the first 12 montus (RD$208.3)
and begins the amortization of this loan on the L3th month, It has been
assumed tnhat tois CU mobilizes RD$LZ3,000 by the ead of the [irst year and
reaches a deposit base of RD$3IV7,000 by tie end of the second year. This
compdares Wwith tne actual experience of tine CU Santa Lucia winich reacned a
deposit base of RD$L7D,772 in the first L2 months and RD$SLL,59L at the end of
tue second.

C. Growtn in CU Membership and Deposits

Table 3 preseats a partial listing of the existing CUs with a potential
to participate in the project. Duriayg project implementation additional
cooperatives and credit unions wiil be contacted to initiate the financial
review and organizational steps for them to receive technical assistance in
developing a4 Pinancial services capability. To estimate the level of savings
generated profitabily and other technical assistance requirements of the
project, it was assumed that an average meabership level of 300 individuals
per credit union would be reached after the first year of operation and a ten
ercent yearly growth rate during the five year LOP, Table 4 shows that by the
end of year five almost 19,000 individuals will be members of credit unions.

TABLE 4

PROJECTED GROWTH [N CU MEMBERSHIP L

YR: 87 88 89 90 91 92
Number of N

Cus 4 8 13 19 25 31

MEMB 5,500 6,050 6,655 7,321 8,053 3,858

1,200 1,320 1,452 1,597 1,757

1,5002 1,650 1,815 1.997

1,8002 1,980 2,178

1,8002 1,980

1,8002
MEMB 5,500 7,250 9,475 2,223 15,245 18,570

L The projections assume an average membership level of 300 after the first
year of operation, and a ten percent yearly growtih rate,

2 Last aumber in yearly column is membership of new credit unions joining
the program that year.
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D. Growth in Deposits: Stabilization/Reserve‘funq

Table 5 presents the growth in deposits mobilized from the public and
potential growti of the Stabilizatioa/Reserve Fund assuming LU% of deposits
mobilized would oe placed in the Fund. The growth in deposits is a
conservative estimate given the experience with the four pilot CUs which have
seen thelr deposits increase in sowme cases by over 200 porcent.  Anounts
deposited lnto tne Stabilization Fund would of course depend on the growth of
deposits. (t is estimated that by tne end ol tihe project a total of over RD$L8
million will be on deposit of widicn RD$LILO million will be aew deposits and
member contributions. The Stabilization/Reserve Fund will have principal in
the amount of RO$L.B million by the LOP.

The Stabilization/Rescerve fund will be managed ficst by the RSM of fice and
ultimately (end of project) by the CU association. The tfand will be
capitalized by participatin
re:ources mobilized through their different tiability instruments (shares,

¢ CUs with an amount no less than LO percent of
swvings accounts, and time deposits).  This represents one half of their normal
reserve requirement, and thus this would be o staple transfer or deposit of
existing funds. These vands will be deposited in the highest yielding
Financial fastrument 1o g commercial bank and arrangements will be made with
thhls iostication to obtain a tine of credit ap to 10074 ot the value of this
fund.,  The CUs will cara at Lo
accounts in the Banking System.

1

L otue going rate pald on passbook savings

't a CU were to experience Hiqaidity problems doe to temporary or scasonal
imbalance in its casn {low, the CU will regquest a bine ot credit to the Project
cUfies that in turn will authorize thls Liae of credit from the commercial
Bang o and tae commercial bank will disburse directly to the Credit Union in
question.  Subsequently the project coordinating ottfice will carry out a short
evaluation of the reasoas which orizinated the Liquidivy shortfall, and
recomnend corrvective actions. Tuis Line of credit wust be repaid in no wore
than six mwonths and will cost the CU significantly wmore than its alternative
sonnel in the RSM office

sources of funds for on—-lending to members.  The per:
will monitor the deposits made by the individusal CUs in this fund Lo insure
tnat the 104 minimum is respected.  Ionterest paild on CU funds will bpe

capitalized as a mechanism to protect the inteprity of the fund.



Table 5
PROJECTED GROWTH IN PASSBOOK ACCOUNTS, TIME DEPOSITS, AND SHARE
ACCCUNTS AND DEPOSITS INTO STABLLIZATLON/RESERVE FUND
RD$(000)

YR: 87 88 89 50 91 92 93

Number of
Cis 4 8 13 19 25 31 32
(cumulative)

4,919 5,903 7,083 8,500 10,200 12,240 14,688

600 2/ 720 864 1,037 1,245 1,494

750 2/ 900 1,080 1,296 1,555

900 2/ 1,080 1,296 1,555

900 %/ 1,080 1,296

900 2/ 1,080

TOTAL DEPOSLTS 4,919 6,503 8,553 LI, 164 14,297 18,056 21,668
TOTAL AsseTsd! 6,000 7,934 10,435 13,620 17,442 22,028 26,435

STABLLIZATLON/RESERVE FUNDY/
RD$ (000)

431 650 3 1,116 1,429 1

wn
K

1. These estimates assume an avecage deposit of 300 pesos per member per CU, after a year of
operations, and a twenky percent rate of growth in deposits.

2. Deposits frow new CUs participating la projcct.
3. Total Aysets = 1,22 X

4, Assumus L0 percert of deposits mobilized frowm the public will be placed in the
Stabllization/Reserve Fund.
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Table 6 presents an analysis of the earnings potential of the
Stabilization/Reserve Fund. By year five the association would receive
RD$108,000 to support a professional to run the Stablilizatlon/Reserve Fund and
a secretary. Should credit union members desire additional services they would
have to iuncrease the amount of interest carnings going to support the credit
union association, or incorporate a yearly fee to support CU association
activities (See F. below, and Table 8 for ovverall C.U. association budget and
income analysis).

Table 6
EARNINGS CAPACITY OF THE STABLLIZATLON/RESERVE FUND
RD$ (0DD)
fear 98/ 1988 1999 1990 L99L 1992 1993 199
Capital or Principal
in Fundi 491 650 355 1,116 1,429 1,805 2,166 2,600
Certificates of Deposit
16%/ Interest Earaned 79 104 137 179 229 239 347 416
Return paid to CU
(1G5 of Lb64 return) 49 05 36 112 143 181 217 260
Amount available for
the operation of the
Credit Union Association 29 319 51 67 36 108 130 156

k. viminiscrative Loan Program

The purpose of the Administraicive loan program is to provide the necessary seed
money to begin the rehabilitation process of participating CUs. As CUs enter the
program, they will need an initial capital ifavestment and additional cash flow since
expenses will outpace inceme in the first few months of operation. This fund now exists
as a grant program within the local currency budget o Lie R orfice and will be
managed henceforth as a loan fund by this otffice until the CU association is able to
assume control of it. Access to tois administrative boan fund is not automatic, but
wibl depend on well-defined need and uscs.

Table 7 presents the estimated resources required for the administrative loan
program. In order to begin operations it is expected that a typical CU would require an
administrative loan of approximately RD$SU,000 (based on the RSM Project experience) of
which, for example, RD$3C,000 could be used for Lumprovement of physical infrastructure,
equipment and the remaining RD$20,000 would be nsed to cover salaries and operational
costs until deposits and loan activity increased. The projections presented assume that
the CU receives an administrative loan for a six year period, at 5 percent a year, with
amortization of the principal begzinning after the first 12 months of operation.
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The LO percent annual inflation rate incorporated into these estimates will easure

that sulfficient funds are available to meet the revuirements of the 27 credit unions

during LOP, and the 5 percent interest rate will prevent decapitalization of the fund

due to any bad loans. At the end of the project more than sufficient funds will be

available from lean repaymeats to mect tie administrative loan requirements of the 1 or

2 new credit unions that will be assisted by the CU assoclation each year hereafter.

TABLE 7
REQULREMENTS FOR ADMINISTRATIVE LOAN PROGRAM

RD$(000)

YR 88 89 90 91 92
Total

CUs = 4 5 6 6 6 27
AD. lxnxni/
Per ClUs 50 55 60.5 66.6 73.2
Total Disb: 200 275 363 399.6 439.2
Loan Repay: 0 49 95 107.6 247.5
Net Req: 200 235 298 232.0 191.7 1,156.7

b

-
~

These requirements are projected based upon a L0% anuual inflation rate.

]

Credit Union Association

The credit union association that is contemplated under the project will

have two basic functlons in support of continued strengthening of rural
financial services through credit unions. One will be management of the
Stabilization/Reserve Fund, and the other will be management of the
Administrative Loan Fund, both to be turned over by the RSM office to the
Asscciation following a suitable program of training, organization, and
establisbment of financial controls and audit coverage. In addition, the
agsociation can become a supplier (under contract) of training and advisory
services for member CUs, and hold promotional events to encourage the growth
of the uetwork of improved CUs. Table 8 below contains an illustrative
budget for the association. [t is likely that as the RsM office in the
Central Bank is phased out at tne end of the project, staff from that unit
will be available to the CU association to manage tine funds and provide
services.



Table
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Credit Union Association Illustrative Budget (RD$000)

1/

Line Items—

Personnel Costs
Administrator
Admin. Secretary
Accountant
Messenger
Fringe Benefits
Subtotal

Office Supplies

Off. Equip. & Furn.

Office Rental

Vehicle Fuel Maint.

Total

1990 1991
48.00 52. 80
10.80 11.88
30.00 33.00
4.80 5.28
15.20 16.72
108.80  109.68
8.00 8. 80
26.20
18.00 19.80
10.00 11.00
171.00  159.2Z8

8
1992 1993
58.08 63.89
13.07 14.37
36.30 39.93
5.81 6.39
18.39 20.23
131.65 144,81
9.68 10.65
21.78 23.96
12,10 13,31
175.21 192.73

1/ Annual 10% inflation rate incorporated in cost estimates.

Table 9 below shre  *he

last two years of 1,

gources
project, and for three years thercafter, based on certain

and uses ol

funds of

1994 Total
70.28 293,04
15.81 65.94
43,92 183.15
7.03 29.30
22.25 92,80
159.29 664,23
I1.71 48,84
26.20
26.35 109.89
14,65 61,05
212.00 910,22

the association during th

assumptions about the level of scrvices that will be provided beyond the basic
functions of fund management.

Table

9

Credit Union Asscciation Self-Financing Analysis

Sources of Funds
Stabil./Res. Fund

CUA Membership FeeJ

Prev. Year Balance
Total

Uses of Funds
Personnel Costs

Operating Costs
Total

Balance

1. Annual membership

199

0

67
31

133

231

109
62

171

60

1991,

86
41
60

187

120
39

159

28

199

9

108
52

28

188

132
43

175

13

1993

130

66
13

209

145
48
193

16

The cost of annual seminars to be organized by the
CU association will be borne by the participating credit unions.

1994 Total
156 547
79 269
16 250
251 1,066
159 665
53 245
212 910
39

fee calculated at 0.30% of total assets of credit unions.

\J/



ANNEX J-3

Agricultural Technology Development - Economic Analysis

This section examines economic feasibility by projecting the yield impacts
and income benetits of cantaloupe research activities. The benefits are
compared with the corresponding foundation and private sector costs to be
incurred to determine net benefits. Constant 1986 price levels are used in
this analysis and a 10 year period is used for discounting purposes.

a. Estimated Yield and Income lncreases

Improved technology will increase ylelds and output. The use of
economic criteria by the roundation in the selection of the techrologies to be
developed should ensure that the project's provision of technology both
increases yields and decreases cost per unit of output.

The increased profits of those agribusinesses and growers using the
new technologies and the project's wice dissemination of its technologies will
lead over time to increases in hectares planted, and further increases in
production, income, and rural employment. Lower costs per nit may permit the
Dominican Republic to substitute local production for imports or to compete
more effectively in export markets.

In Tables 4 throuvgh 7 attached, data are presented to illustrate the
effect of increasing yields on net income, using cantaloupe production as an
example. Table 4 gives hecteres cultivated, yields, costs, income, and net
income for a Base Case and four alternatives, A through D.

The Base Case reflects the actual yields, cutput, costs, and income of
cantaloupe farmer Edlandy Fernandez of Azua in the September 1985 to February
1986 growing season, which is included in "year 0" in the analysis. He grew
cantaloupes on 11 tareas (.69 hectares), working under contract from Domex (as
a colono). He produced a total of 393 40 1b. boxes: 303 boxes which sold for
8 pesos per box and 90 at 6 pesos. The average effeciive price per box of 7.8
pesos reflects these figures and the sale of 100 bags of rejects (i.e.
rejected for the export market) which sold for 1 peso a bag in the domestic
market. His yield on a full hectare would have been 568 40 1b. boxes which
corresponds to 46 % of a good United States yield. His net income was 300
pesos, which was approximately 11 % of his costs and 10 % of his income. 7This
net income may be regarded as a return to the land and to the management
provided by Sr. Fernandez.

The Base Case projections for years 1 through 10 assume no changes in
yields, hectares cultivated, or costs of production per hectare, as shown in
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Table 5. In Alternative A, yield is projected to increase to 80 %4 of a good
U.S. level in five years. 1In Alternative B, the 80 7% level is reached in
three years. Alternatir~3 C and D assume that 70 % and 90 7Z levels,
respectively, are reacheu in five years. VFrom these increases the annual
increase in yield per hectare figures are derived. Aftev the target share of
the good U.S. level is attained, a 5 Z growth rate in yield is assumed for all
alterunatives for the years remaining in the 10 year period. 'rhe slower growth
in later years is consistent with the pattern of costs to be incurred. All
the alternatives assume no increase in hectares cultivated and assume that the
annual increase in costs of prcduction are one-tenth of the increase In yield
per hectare.

Net income over the 10 year period for each case and the excess of the
net 1icome of each alternative over the Base Case are presented in Table 6.
The assumptions on yields and increases 1in costs of production per ha. cited
in Table 5 result in sizable increases in the net income above the Base Case
level of 300 pesos. By year 10, net income in Alternative C exceeds 2,900
pesos; Alternative A, exceeds 3,700; and Alternatives B and D, more than 4,400.

The preseut value of these net increases over the 10 year period
reflects the assumptions built into Table 5 and the rate of discounting used,
as shown in Table 7. Using a 10 % rate, the net present value for the four
alternatives ranges from 8,241 to 14,988 pesos. If it is assumed, for
example, that the project's provision of technology would achieve the results
given in Alternative A, the net income benefit (measured in today's pesos)
would be 11,549, That is, it would be worth spending up to this amount today
in order to realize this benefit on Sr. Fernandez's .69 hectare.

Using the 10 %X rate of discount, net preseant velues are given in Table
8 attached for a varying number of hectares. For Alternative A, for example,
the net benefit of 11,549 pesos corresponds to 16,693 for a full hectare and
16,693,011 pesos for 1,000 hectares, This 16 million pesos may be considered
the additional return to land, management, and ownership should the assumed
increases in yields and reductions in cost per hectare be extended to 1,000
hectares.

b. Net Benefit

It is important to note that the benefit of increased yields resulting
from the new technologies would not accrue solely to the growers. In practice
agribusinesses and growers would share in the increase in income according to
their contracts; consumers could benefit if competition leads to declines in
the domestic price of the crop (say, for traditional staples, or for import
substitution crops).

The figures in Table & illustrate the importance of considering both
yield increases and the hectares cultivated when assessing the benefits of
improved technology. As noted above, research expenditures would benefit 2
crops fully and 3 partially. In this context, 'fully' may be interpreted as
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attaining 80 % of the good U.S. yields in five years, which corresponds to
Alternative A.

It is reasonable to assume that at least 1,500 hectares of currently
cultivated land could benefit. As indicated In Tables 9 and 10 attached,
1,000 hectares (roughly) corresponds to tte Dominican land devoted to the
cultivation of cantaloupes In recent years. About 2,000 hectares are thought
to be devoted to cantaloupe production at present.

Because of the small volume cf Dominican exports relative to the
present levels of U.S. imports, there exists a strong demand for
non—-traditional crops which the Dominican Republic could meet as it lowers its
unit costs through improved yilelds.

In the present analysis two levels of hectares cultivated were used.
Case 1 conservatively assumes 1,500 hecatres are atfected. Case 2 projects
3,000 hectares affected, anticipating increases in production and exports as
the country becomes more competitive internationally. Net incomes for Cases 1
and 2 of Alternative A are estimated in Ttable 13 attached.

1t should be recognized that there will be some lag between the
improved technology first being developed and its adoption by agribusinesses
and growers. As shown in Table 13, it is assumed that the improvement in
yield initially atfects only 2.5 % of the applicable land; half the balance of
land benefits the next year, and the remainder the following year. Lags in
income are accordingly built into the net income estimates, as indicated in
the table. The bottom two rows of data in Table 13 may be regarded as the
benefit of the technology package at two levels of affected hectares. The
present value of these benefits are givea in the first section of Table 3
attached.

Using present values, costs are subtracted from benefits in Table 3 to
attain the net benefits of the Foundation's technology packages. At 10%, 20
Z, and 30 % rates of discounting, net benefits are positive. At 20 % the
technology packages provide net benefits of approximately 6 million pesos on
1,500 hectares; and more than 16 million on 3,000 hectares.

Should the impact of the Foundation's activities correspond to
Alterpnatives B, C, or D, the net benefit would also be positive, as shown in
Table 14. The most conservative alternative, C, at the lower number of
hectazres, still has a positive net benefit of more than 2.9 million pesos at a
20% discount rate.

Expected Foundation activity effects on foreign exchange and rural
employment are expected to be favorable.

Overall it is concluded that the provision of technology packages by
the contemplated Research Foundation should provide net benefits to the
economy in the form of increased production, income, foreign exchange, and
rural employment.
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ANNEX J-4
AGRICULTURAL DEVELOPMENT FOUNDATION
GENERAL BYLAWS

NAME, OBJECTIVE, DOMICILE AND DURATION

Article 1. An association named Fundacidon para el Desarrollo Agropecuario
(Agricultural Development Foundation) is incorporated with the objective of
promoting agricultural development in the Dominican Republic. With these
objectives the asociation shall seek:

a. To establish a financing system for projects generating, adapting and
transfering technology, carried out by private enterprises, universities and
technical schools, research centers and others.

b. To create and/or strenjthen mechanisms allowing diagnosis of situations,
recommending and sponsoring rescearch, transfer of technology and agricultural
development projects in ¢general.

c. The generation and adaptation of agricultural, forestry, agroindustrial
and related technologies suitable to the country's conditions and requirements.

d. To compile and publish agricultural research findings carried out in the
public and private sectors.

e. To sponsor events tending to improve the capabilities of agricultural
praducers and professionals of the country.

f. Transference of available agricultural technologies by holding workshops,
field days, practical courses, radio and television programs, pamphlets, and
other eveni:s.

g. To Luld events that allow the study and recommendation of policies and
measures promoting agricultural development of the country.

h. To carry out activities associated with the principal objectives of the
Fourdation.

Article 2. This will be a non-profit association incorporated in compliance
with Law No. 520, dated July 26, 1920, or law that substitutes therefore, on
no1-profit associations. It shall have an oval seal bearing name, year of

foundation, and any other detail which the Board of Directors may determine.

Article 3. The Association shall have an indefinite duration and may only be
dissolved in the manner provided in Art. 56 of the Bylaws, in compliance to
Law No. 520 mentioned above.
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Article 4. The Association shall not pursue political nor religious partisan
objectives, nor profit for its associates.

Article 5. The Association may carry out its projects through its own
management, or jointly with other private or public entities.

Article 6. The Association shall not assume financial responsibility to carry
out its projects if it does not possess the necessary resources to carry them
out, or if it is not certain of collecting them in a timely manner.

Article 7. The Asscciation, by virtue of incorporation, shall acquire legal
corporate status in the Dominican Republic and in virtue of which will be able
to:

a) Appear in court as plaintiff or defendant before any court;

b) Enter into contracts and consequently rent, possess, acquire all
types of goods and real estate; sell, transfer and in any other way alienate
or mortgage, give in security, antichresis or in any other way tax his(her)
furniture and real estate.

c) Take loans for purposes of the association, issue bonds to that
effect and guarantee the bonds with mortgages, securities or otherwise issue
shares and dividend coupons amd guarantee them;

4) Raise funds among the private sector and in general accept
centributions in the form of money, material goods, services or trained
personnel to carry out the purposes of this association;

e) Practice as a corporate entity any authority riecessary to carry out
the above mentioned acts.

Article 8. The Association establishes its domicile in the city of Santo
Domingo, Dominican Republic, in the locale arrarged by the Board of Directors,
but may be transfered to any other place in the Dominican Republic by
resolution of the General Assembly of Associates.

ON CAPITAL STOCK

Article 9. The Association's capital stock varies and shall be made up of
contributions made by associates or person outside the association to be
invested in the projects shown in the social objective andl to create a
patrimonial fund as provided by the regulations.

Article 10. The shares issued sghall be valued at RD$100.00 each.

Article 11. The General Assembly of Associates shall determine the minimum
amount of shares required for each associate to purchase.


http:RD$100.00
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Article 12. No type of action or association certificate issued to members of
the Association shall grant the recipient rights to the benefits or patrimony
of the Association.

ON THE ASSCCIATES

Article 13. Persons with a moral reputation for honesty and qocod manners and
who adhere tc the clauses of these bylaws may be members of this Association.
The General Assembly of Associates shall set the quotas to be paid by the
associates.

Article 14. Requests for membership shall be done in writing ani addressed to
the Board of Directors. Fifty percent plus one of the votes of the members
attending the Board of Director's meeting is required for approval of
membership.

Article 15. Members >f the Association shall enjoy all rights generally
accruing to such status, in harmony with the clauses of these bylaws and in
particular with the following:

a) To participate in the election of the directors of the Aszcociation.
b) To be elected for the same duty.

c) o participate in all acts, meetings, assemblies, conventions,
congresses, courses, programs, debates, studies and other activities being
held by the Association or in which it participates, exceont when attendance is
limited for justified reasons.

d) To benefit from all services and facilities established or provided
by the Association.

Article 16. The Association shall have the following types of associates:

a) Founders: Individuals who at the moment of constitution of the
present association sign the incorpora:ion agreement.

b) Active: Individuals who incorporate themselves as active members of
the association, shall enjoy the rights and assume the responsibilities
established in these bylaws or in the resolutions of the General Assembly of
Associates. '

c) Affiliated: Individuals who do not intervene in the management or
control of the Association, but who show desire to collaborate with its
objectives in the committees =stablished in these bylaws or in those
commissions which may be created by the Board of Directors.

- o
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d) donorary: Those individuals who are worthy of this distinction for
deserving the esteem, consideration and respect of the association. The
designation of this type of member shall be made by the Board of Directors
before two thirds of its members and by secret vote, At this time, the rights
and prerogatives conferred on the individuals honored with this distinction
shall be determined.

Article 17. The members of the Association are subject to all the duties
which in the generally admitted concept are derived from this designation, and
especially to the following:

a) Contribute with enthusiasm and activity to the accomplishment of the
objectives, progress and prestige of the Association.

b) Comply with the provisions of these bylaws and the resolutions
validly adopted by the instruments and officials of the Association.

c) Strictly observe the rules of nrofessional ethics adopted by the
Association.

d) Submit themselves to those sanctions validly pronounced against them
for justified cause.

e) Punctually and diligently comply with all the functions and
commissions for which they were elected or designated.

f) Punctually comply with regularly established fees and contributions.

Article 18. The rights and duties of the members may be totally or
partially suspended:

a) Upon request of the interested parties, when they are out of the
country for a period of at least six months.

b) For disciplinary sanctions validly pronounced.
Article 19. Loss of membership status. Membership status is lost:
a) By absence
b) By death
c) By penal or disciplinary conviction.
d) If validly expelled by the Board of Directors.

€) For having failed to pay one year's fees, with 15 days' prior notice
by the Treasurer of required payment .
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In all cases foreseen in this Article the BRoard of Directors will provide for
the distribution of the Association's membership list.

o MANAGERNT BODIES

Article 20. The association shall be governed by the General Assembly and the
Boari of Directors.
ON GENERAL ASSEMBLIES

Article 21. The General Assembly shall be made up of the founding members and
of those active members who have acquired such right, in compliance to
requirements established by the General Assembly.

Article 22. Tre General Assembly shall mect ordinarily each year, within the
three months following the closing date of the fiscal year, following 15 days'
notice by the Board of Directors, to hear the report of the previous year's
activities of the Board and to elect the new Board for the subsequent year;
the Ordinary Assembly will also hear any other issue submitted by any group of
associates representing one fifth of those present.

Article 23. In order that the Assembly may deliberate, fifty percent plus one
of the associates must be present. If this number is not present, the Board
of Directors shall summon a new meeting one hour later, the same day; the
Board shall deliberate and will validly decide whatsoever be the number of the
attending associates. In the assembly sessions, ordinary as well as
extraordinary, agreements shall be reached by decision approved by fifty
percent plus one of the associates present.

Article 24. The annual report presented before the Ordinary Assembly shall
include a detailed report of the Board's work and be accompanied by a
descriptive general balance and of the income and outflow of expenditures
during the year.
Article 25. The General Assembly shall meet extraordinarily each time the
case merits, following a summons by the president, or by five or more members
of the Board of Directors, or by one fifth of the active members. The quorum
shall be the same as for the ordinary assemblies, established in Article 23.
Article 26. The attributions of the General Assembly are:

a) Elect the Board of Directors;

b) Elect a Comissary and an alternate Commissary;

c) Reform the bylaws;

d) Set extraordinary fees when required by the needs of the Agsociation.
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£) Determine the dissolutior. of the Association, for which three
quarters (3/4) of the active members, whose dues are paid, must be present at
the sgession.

Article 27. The Commissary chall render an annual report adjusted to the
norms of the Commercial Code.

ON [lE 30ARD OF DIRECTORS

Article 28. The Foundation shall be goverened by a Board of Directors made up
as follows:

one President

one Vice-President

one Secretary

one Treasurer

the members elected each year by the General Assembly

Article 29. The General Assembly shall determine the number of members of the
Board of Directors, which may be no less than seven nor more than fifteen.

Article 30. The first BRoard of Directors shall be named by Constitutive
General Assembly and the suksequent by the Annual General Assembly.

Article 31. The Board snall elect from its members a President,
Vicepresident, Secretary and Treasurer., The same Board may also elect if it
deems it necessary, a Vice Secretary and a Vice Treasurer. The other members
will act as members.

Article 32. The members of the Board of Directors, with the exception of the
first, shall serve for two years, with the understanding that they will
continue in the performance of their functions until the election and
assumption of duties of their elected successors.

Article 33. 1In order that there be continuity in the Foundation's management,
the half of the members of the Board shall be renzwed each year. To this
effect, the first members shall be eslected by the Constitutive General
Ass~mbly in the following manner: half of the members for three years and the
other half for two years.

Article 34. Only individuals may act as members of the Board of Directors.
Article 35. Uron completing the term for which they were elected, the members
0of the Board of Directors may be reelected for succeeding terms.

Article 36. The Board of Directors shall meet in ordinary session at least
every 3 months and extraordinarily as many times as the President may summon
on his(her) own initiative or request half of the members of the Board. The
meetings may be substituted by those of the Executive Committee,
notwithstanding the Board of Directors shall meet at least every three months.

(\\9
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Article 37. The Board of Directors is validly appointed with the presence of
fifty percent plus one of its members, as long as the President is among them
or his representative. 1In the case of a tie vote, the President's vote shall
be determining.

Article 38. The Board of Directors shall have the broadest faculties to
freely manage the Association’'s business affairs with general power of
attorney to manage its assets and to exercise all types of judicial or
extrajudicial acts, with no limitation whatsoever, in accordance with law.
The Board shall therefore be able to:

a) Name and dismiss the Foundation's Executive Director, the other
officials and employees, as well as set their attributions and remuneration;

b) Represent the Assembly before third parties and before courts of
justice;

c) Comply with and enforce the provisions of these Bylaws, the
regulations and resolutions dictated by it and by the General Assembly;

3) Elect among the members of the Doard the substitute for the
Vice—President when such position is vacant;

e) Decide the admission of new members, accept their resignation and
grant th:m temporary leave;

£) Enter into all types of contracts related to the development and
performance of the objectives of the Association;

g) Register mortgages and privileges and grant cancellation of same
when pertinent;

h) Name lawyers, agree with these on their fees, execute sentences,
practice all types of embargoes, agree, disagree and stipulate on all matters
of an administrative nature;

i) Approve the budget of income and expenditures;

j) Regulate the use of the Association's patrimonial fund, invest
operational funds in compliance with the commitwents for financing research
projects, transfer of technolcgy and others bearing upon the country's
agricultural development. In the purchase of real estate and conservation of
same, on employee salaries; in the celebration of acts, meetings, assemblies,
conventions, congresses, courses, programs, debates, studies and other
activities held by or in wnich the Association participates, as well as in any
other expenditures with which it agrees;

k) Authorize the sale, exchange, or encumbrance of the Association's
assets;
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1) Authorize the purchase »f real estate, the receipt of donations and
centracting of loans;

m) Dictate the internal operational regulations which it may consider
necessary for the good performance of the Association, as long as these do not
go against these Bylaws;

n) Open bank accounts ajainst which only the President and Treasurer
may draw or such others to whom the Board of Directors may delegate this
operation.

) Sumnon the General Assemblies and set the order of the day.

Article 39. The Board of Directors may delegate, under its responsibility,
all or part of its attributions to an Executive Committee made up of the
President and two members, to the President or to the Executive Director.

2N COMMLI'TERS

Article 40. The Board of Directors shill name the wambers of the Committees
on Program, Finance and Budget, Nominations and Development. 1t may also name
other permanent or transitory commissions, to whose charge the specified
activities of the Associations are entrusted.

Article 41. The Board of Directors shall set the attributions and the number
of members of =ach of the committeecs nnl commissions and shall designate these
persons.

Article 42, The comittees and the comaissions shill name tne Coordinitor or
President of same and shall draft their own regqulations, which shall be
approved by the Board of Directors and shall render to the Board reports on
what is agreed or resolved in the sessions held.
Article 43. No committee or commission shall implement an agreement or
resolution adopted within the limit of its attributions, without prior
authorization of the Board of Directors.

ON T{E PRESIDENT
Article 44. The President's attributions are:

a) Submit to the Board the apglications of new associates.

b) Sign, together with the Secretary, the summons for meetings of the
Board of Directors, and preside over same;
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c) Represent the Association in justice and before third parties and
sign in its name all types of contracts;

d) Represent the General Assembly, the Board of Directors and the
Association, and carry out all the actions not entrusted by these Bylaws to
other organisms or persons dependent on same;

e) Ensure that incorporation of the Association is in compliance to
Law, and likewise request the approval of the modifications which may be
introduced in the Bylaws and the regulations;

f) Ensure that ongoing activities are carried out in compliance with
the provisions of the Bylaws and regulations.

g) Ensure the accurate compliance of the agreements of the General
Assembly and the Board of Directors;

h) Sign, together with the Treasurer, the checks issued by the
Association;

i) Sign, togetner with the Secretary, the invitations and public
notices and documents representing the Association;

) Prepare the order of the day of the General Assembly and of the
sessions of the Board of Directors;

k) Authorize all disbursements made by the Association.
ON THE VICE-PRESIDENT
Article 45. The Vice-President will replace the President in the event of
absence, sickness, incapacity or for any other reason that the latter is

absent.

ON THE SECRETARY

Article 46. Attributions of the Secretary:

a) Read the correspondence in meetings when pertinent:

b) Draft correspondence agreed by the Board of Directors or tha
President;

c) Maintain in the Association's office copies of correspondence issued

or received and keep it always at the disposal of the Board of Directors;

d) Sign, together with the President, the invitations and public
notices and have summons circulated;

W



..10...
e) Draft the General Assembly's acts and those of the board of
Directors' sessions and read them when pertinent;

f) Maintain the minutes, a membership register, control of absences,
justified or not, of the members of the Board of Directors.

ON THE TREASURER
Article 47. Attrihutions of the Treasurer:

a) Oversee the general accounting of the Association and certify with
the President the balance and statement of accounts to be submitted to the
General Assembly and to the Board of Directors, as well as those presented to
third parties;

b) Render in the meetings of the Board of Directors or the Executive
Committee and in the Ordinary General Assembly, a report on the Association's
accounts.

c) Receive and deposit in the banks indicated by the Board of Directors
all the amounts of meoney that for any reason correspond to the Association;

d) Sign, together with the President, all the checks issued by the
Association;

e) Affix copies of the detailed statement of accounts and operations of
the Association which the Board may present, in a visible place in the office
of the Association;

£) Sign the receipts for the collection of membership fees;

g) Maintain a register of the financial standing of the members which
shall be kept to date and presented to th2 Board of Directors or to the
General Assembly, when so requested, and

h) Keep an inventory of the assets of the Association, both real estate
and furniture.

Ol THE OTUER MEMBERS OF Ttlis BOARD OF DIRECTORS
Article 48. The other members of the Board of Directors shall have the
attributions assigned them by the Gensral Assembly, the Board or the President.
EXECUTIVE MANAGEMENT
Article 49. Executive Management is charged with helping the President and
the Executive Committee in all its operations. It shall be made up of the

Executive Director ard by the necessary auxiliary personnel.

Article 50. The Executive Director shall be the Foundation's principal
technical and administrative official, responsible to the Board of Directors
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and the President. The Board of Directors develops the requirements for the
performance of this position.

Article 51. The Executive Director shall have the following responsibilities:

a) Maintain a permanent relationship with the President and/or the
Executive Committee and carry out their instructions;

b) Direct the bureaucratic management and bureacratic services of the
Association;
c) Carry out liaison functions between the decision-making organisms

and the work committees and commissions established.

d) Prepare the amual work programs and submit them to the
consideration of the Board of Directors;

e) Propose to the Board of Directors the designation of the
Association's technical and administrative personnel;

£) Promote and coordinate fund raising activities with national and
international organisms, public relations, and other activities ordered by the
directive body;

q) Ensure the efficient execution of the projects and activities
contracted or executed by the Association;

h) Prepare ani remit the reports which the Board of Directors,
Executive Comittee or the President may require and with the regularity
established by these;

i) Ensure witn the Treasurer the good operation of the Association's
finances including the implementation of the Budget and the income and
dishursement of funds;

3) Approve justification documents for checks to be issued;

k) Any other matter that within the institutional framework of the
Association is eatrusted by the management bodies or the President.

ON THE ORDER OF THE DAY AT THE SESSIONS OF THE BOARD OF DIRECTORS
Article 52. Besides the matters included by the President in the order of the
day in the ordinary sessions of the Board of Directors the following, at least
should be included:

a) Reading of the minutes cf the prior meeting

b) The Treasurer's financial report
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ON SANCTIONS

Article 53. The officials of the Association or of the Board of Directors who
would carry out any act or contract commitments for the Association without
following the norms of the Bylaws nor authorized by the Bylaws, shall be
personally responsible, not only for the act itself, but for the damage and
prejudice caused. The members of the Board of Directors who vote against such
acts are not hzld responsible.

ASSOCIATION BOOK3

Article 54. The Association shall maintain the following books, in compliance
to Article 7 of Law No. 520 datexl July 26, 1920, on Non-profit Associations:

a) a register where the names and surnanes, occupation and domicile of
the associates are noted:

D) an inventory where ALl Surniture aeet real estate belonging to the
Agsociation shall be noted;

c) the books judyged appronriabte for the Association to keep orderly
acccunts,; shouing =ll Loocows Alsrarsenents with an 2xact indication of the
origyin of tine {ovmer wvi the investaont of the latter.

Paragraph. The hooks requived by Article 7 of Law 520 of 1920, shall be
numbered znd stampod on the first and last pages by the Justice of the Peace
¢i the Judicial distvict of the National District, in which the Association's
vifice is located.

ON PHE DISSOLUTION OfF P ASSOCEIATION

Article 55. Dissolution of the Association by the will of the associates, may
only be resolved by n General fxtraordinary Assembly convoked for this
purpose, made of not less than three quarters (3/4) part of the members of the
Association, by resclution tak 1 by the majority of the 3/4 part of the
mempars present.

Article 56. 1In casas of dissolution, the vrocedure established in Article 12
of Law No. 520 dated July 26, 1920 wi'l be followed and the amounts obtained
from the sale of the goods shall he distribuced among societies or
associations pursuing similar objectives to those of this association or shall
ke returned to the Dominican State, in the caze that the former would have had
their origin in donations from the latter.

Article 57. The fiscal years shall have a duration of one year endirg on June
30th of each year.

A
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Article 58. A balance will be drawn each year and the necessary financial
statements shall be presented to clearly show the Association's financial
status, which should be accompanied by an external auwditor's opinion prepared
by an Authorized Public Accountant.

TRANSITORY PROVISIONS

Article 59. The General Organization Meeting shall designate among its
members one or several who will be in charge of requesting before the
Executive Power the incorporation of this Association and comply with the
other publicity procedures indicated by Law.

These Bylaws done and drawn in four (4) originals, one for deposit in the
Association's safe; another to be delivered to the Attorney General of the
Republic so he can request the Incorporation Decree from the Executive Power;
and the other two to be deposited in the Secretariat of the Civil and
Commercial Chamber »f the Judicial District and in -he Secretariat of the
Justice of the Peace of the Judicial District, both in the National District.

In Santo Domingo, National District, Dominican Republic, on the day
of the month of March of the year nineteen hundred and eighty-seven (1987).

NAMEES AND SIGNATURES

José Miguel Bonetti. Sociedad Industrial Dominicana (Manicera)
Luis Crouch Industrias Asociadas

Fernando Villeya FERSAN

Mario Cabrera Industrias Lavador

José del Carmen Ariza Cartonera Dominicana

Ramdn Mendoza Central Romana

Miquel Barceld Barceld Agroindustrial



