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Conditions Precedent for Dollar and Local Cyrrency Q;;pu;;emggtg
For PREPS Non-Project Assistance Activiecy

181T32ns Pracedent -o Disbursement of 2ollars

[

SECTICN 1.0 rFipg- 2isbursement of Dollars.

Prior to the first disbursement of $1,300,000 dollars under the Grant, cr
the issuance bv A.I.D. of documentation pursuant zo which disbursement will be
made, the Grantee will, except as the Parties may ocherwise agree in writing,

furnish to A.I.3., in form and substance satisfactory to A.I.D., all of the
following:

-
-

(a) An opinion of legal counsel thac this Arreement has been duly authorized
and executed on behalf of the Grantee and that it constitutes a valid, legaily
binding obligation of the Grantee in accordance with all of its cerms;

'5) An opinion of ‘egal counsel that the National Office for Induscrial Free
Zones (che "NOIFZ"), established pursuant ro Chapter II, Section I, Article 4 of
the Ordinance is duly authorized and empowered pursuant to the laws and
regulations of =:he Repudlic of Camercon to exercise all of the powers and
responsibilizies delegated co it pursuanc to the Ordinance.

(¢) A statement of the names and titles of the persons who will act as
reépresentatives of the Grantee under Section 8.2 of this Agreement, together wizh
a specimen signature of each person named in such statement:

(d) A statement designating the U.S. bank and specifying che account number

of the Separate Dollar Account into which disbursements of U.§. dollars are to be
made ;

(e) A statement confirming that the Special Local Currency Account required
to be established pursuant to Section 5.1 of this Agreement has been opened in a
bank in Cameroon in the name of the Government of the Republic of Cameroon and
specifying the number of the account;

(£) Written procedures describing the mechanism by which local currency will
be released from the: Special Local Currency Account and the procedures which will

assure that funds from the Special Local Currency Account are used for purposes
agreed upon with A.I.D.;

(g) An official copy of the ministerial order (arrete) containing the

implementing regulations for the Ordinance which specifically address the
following areas:

(1) the procedure for obtaining the certificate of compliance, the
Aeveloper permit and the operator permit;

(11) cthe responsibilicies and procedures regarding the

public service which provides all services raquired from state-owned
entities by developers, operacors and enterprises of Industrial Free
Zones (the "Industrial Free Zone Administrative Service");
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“1l1) Industrial Free Zone on-site cuscoms procedures;

(iv) che holding of foreign exchange, foreign exchange-denominated
bank accounts and che transfer of funds accrued or invested by
industrial Free Zone enterprises;

(v) the negotiation of contracts between Industrial Free Zone emplovers

and emplovees and che hiring, firing and establishment of minimum wages
for Industrial Free Zone employees;

(vi) che private provision of electricicy, water and international
telecommuniczation services;

(vii) preferential user rates regarding the provision of utilicies and
public services to Industrial Free Zone enterprises; and

{(v1ii) dispute sectlements between the NOIFZ and:

- Industrial Free Zone developers,

- Indusctrial Free Zone operators,

- Industrial Free Zone enterprises,

- the Irndusctrial Free Zone Administrative Service,

SECTION 3.2 Incremanta] Funding Subsequent to the First Disbursement of
Dollars.

Incremencal funding subsequent to the firse disbursement of dollars is
subject to the availabilicy of funds to A.I.D. for chis purpose and to the mutual
agreement of the Parties at the time of subsequent increments, to proceed. Amouncs

to be provided are approximacte and subject to the requirements of the Program at
the time they are provided.

SECTION 3.3, wﬁbmmmmn-

Prior to the second disbursement of $1,000,000 dollars under the Program
grant, or to the issuance by A.I.D. of documentatisn pursuant o which
disbursement will be made, the Grantee will, except as the Parties may otherwise

agree in wricing, furnish to A.I.D., in form and substance satisfactory to A.I.D.,
evidence of all of the following:

(a) The Grantee has not discontinued, reversed or otherwise impeded any
action it has taken in satisfaccion of any of the conditions precedent to the
first disbursement of dollars under the Granc;

(b) An opinion of legal counsel that the Investment Promotion Center (the
"IPC") has been duly organized and is duly authorized and empowered pursuant to
the laws and regulations of the Republic of Camerocon to exercise all of the powers
and responsibilities which may be delegated to it pursuant to the laws of the
Republic of Cameroon which authorized its creation;



3

<) Copies of official records of the Government of Cameroon and the NOIFZ,
indicazing thac:

(i) the designacion of Industrial Free Zones has been regularly effectag
by action of the Miniscer in charge of industrial development wichinp
thirzy (30) days of receipt of a complete application for such
designation; or by automartic approval as provided in Chapter IIT,
Article 6(b) of the Ordinance when the Minister in charge of

induscrial development has failed to take any action within thircy (30)
days of receipt of a complete application for such designation;

(ii) Industrial Free Zone on-site customs inspections are operating in
compliance with all of the provisions of the Ordinance and the
Implementing Regulations:

(iii) the operation of the Industrial Free Zone Administrative Service

is in compliance with all of the provisions of the Ordinance and the
Implementing Regulacions;

(iv) Industrial Free Zone labor procedures are in compliance with all of
the provisions of the Ordinance and the Implementing Regulations:

(d) A detailed customs manial applicable to enterprises benefiting from che

Free Zone Regime which fully comolies with all of the provisions of the Ordinance
and zhe Implementing Regulations; and

(e) The annual review meeting described in Section 6.4(g) of this Agreement
has been held as provided in such Section and a plan of action addressing the
issues raised during such meeting have been agreed upon by the Grantee and A.I.D.

SECTION 3.4, Mﬁbﬂlﬁmms_gﬁ_mu

Prior to the third disbursement of $800,000 dollars under the Program granc,
or to the issuance by A.I.D. of documentation pursuant to which disbursement will
be made, che Grancee will, except as the Parties may otherwise agree in writing,

furnish to A.I.D., in form and substance satisfactory to A.I1.D., evidence of all
of the following: -

(a) the Grantee has not discontinued, reversed or othervise impeded any
action it has taken in satisfaction of any of the conditions precedent to the
first or the second disbursement of dollars under cthe Program grant.

(b) cthe NOIFZ continues to function as described or agreed to pursuant to
paragraphs (c), (d) and (a) of Section 3.3 of this Agreementc.

(¢) the annual review meeting described i{n Section 6.4(g) of this Agreement
has been held as provided {n such Section and a plan of accion addressing the
issues raised during such meeting have been agreed upon by the Grantee and A.I.D.
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SzCTIIN 1.8 Notifiga:ign.
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SECTICN 1.5: Termj or Condjti

3

22 all of che conditions precedent specified in Section 3.1 of this Agreement
nave not been met within ninety (90) days from the date of this Agreement, or such
later cate as A.I.D. may specify in writing, then A.I.D., at its option, may
cermindte this Agreement by written notice to the Grancee.

article 4: Disbu e o G

SECTISN & 1. Disbursement of che Gr %,

After satisfaction of the condictions precedent, the Grantee may request
A.1.2. to disburse funds under the Grant. after review and approval of the

- wae

documentation submitced by the Grantee. A.I.D. will promptly deposit the funds
inco the Separate Dollar Account designated by the Grantee.

SECTICN 4.2 Date of Qisbu;ggmgng.

Oisbursement of funds by A.I.D. will be deemed to occur on the date A.I.D.
deposits the funds in accordance with Section 4.1,

article 5: The Special Local Currency Account

SECTION 5.1, ablj ia c u

(a) The Grantee shall establish a special local currency account (che
"Special Local Currency Account") in a bank muctually acceptable to the Grancee and
A.1.D. and shall deposit therein, within forty-five (45) days of che receipt of
each doilar disbursement to the Separate Dollar Account made under the Granc,
currency of the Grantee in amounts equal to such dollar disbursemzuc. Funds in
the Special Local Currency Account shall be used for:

(1) budgecary support for the NOIFZ;
(ii) budgecary support for the IPC; and

(i1i1) such otcher purposes in support of the cbjectives of che Program
as may be mutually agreed upon by A.I.D. and the Granctee.

(b) Funds in the Special Local Currency Account shall not be commingled with
funds from any other source. All interesc earned on the Special Local Currency
Account shall be used for the same purposes as the principal.
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{c) All Iunds existing in che Special Local Currency Account immediacely
Preceding a particular disbursement therefrom are eligible for use provided thac
all conditions precedent for such use as provided in Section 5.2 and, as the case

may be. Sections 5.2, 5.4 or 5.5, of this Agreement have been determined bv a.l.2.
zo have been satisfied.

(d) Any unencumbered balances of funds remaining in the Special Local
Zurrency Account after the Cermination of this Agreement for any reason shall e
disposed of for purposes agreed to by A.I.D. and the Grantee.

SECTION 5.2: Geperal Conditions Precedent zo Release of Local Currency from

the Special local Curreney Acgcoune.

(2) Prior to each release of local currency funds from the Special Local
Currency Account, a writren agreement, in form and substance satisfactory to
A.1.D. shall have been signed by A.I.D., the Grancee and any recipients of zhe
funds to be disbursed pursuant to each release thereof which secrs forch

(1) a plan for the use of such funds;

(1i) che specific condicions precedent for release of such local
currency funds as specified in Sections 5.3, 5.4 or 5.5, whichever is
applicable, of this Agreement; and

(111) a description of the financial mechanisms and the terms and

conditions by which such funds will be made available for such planned
use.

(b) The written agreement described in this Section 5.2 will be signed YLy
A.L.D. only afcer A.I.D. is satisfied that the conditions precedent for release of
funds from the Special Local Currency Account during a particular time period, as
specified in Sections 5.3, 5.4 or 5.5 of cthis Agreement, whichever is applicable,

have been fulfilled. a sample form of such agreement is attached hereto as Annex
II.

SECTION 5.3: Mmmmmmmmmlm
@wmmmum-

(a) Prior to disbursements of local currency from the Special Local Currency
Account betwesan October 1, 1990 and December 31, 1991 (the "First Term") for

purposes of budgetary support to the NOIFZ, except as the Parties may otherwise

agree in writing, A.I.D. shall require the provision of all of the following in
form and substance satisfacrory to A.I.D.:

(1) An official, notarized copy of the corporate charter of the NOIFZ;

(11) An opinion of legal counsel that the NOIFZ has been duiy organized
and is in good standing as a non-profit, private encicy.

(111) The identity of the general manager of the NOIFZ;

(iv) The identity of the accountant of the NOIFZ; and



(v) Evidence that the NOIFZ has established accounting procedures in

accordance wich generally accepted accounting principles and practices
consisctently applied:

(b) Prior to disbursements of local currency from the Special local
Currency Account during the First Term for purposes of budgetary support to the

I2C, except as the Parties may otherwise agree in writing, A.I.D. shall require

the provision of ali of the following in form and substance satisfaccory to
A.I.D.:

(1) An official. notarized copy of the corporate charter of IPC:

(i1) An opinion of legal counsel that the IPC has been duly organized
and is in good standing as a non-prafit, private entcicy.

(iii) Evidence that a Board of Directors for the TPC consisting of
representatives from both the public and the private sectors, but with a
majority of private sector representatives, has been duly selected.

Such evidence shall aiso include a list of the names of the members of
the Board of Direccors:

(1v) The identity of the general manager of the IPC:
(v) The identity of the acccuntant of the IPC;

(vi) Evidence that the IPC has established accounting procedures in
accordance with generally accepted accounting principles and practices
consistencly applied; and

(vii) An agreement in writing between A.I.D. and the Board of Directors
of the IPC or its representative regarding an action plan which the IPC
will put into effect before any disbursements from the Special Local

Currency Account are made during the Second Term (as hereinafter
defined).

(e) Prior to disbursements of local currency from the Special Local
Currency Account during cthe First Term for purposes in support of the
objectives of the Program other than budgetary support to the NOIFZ or the IPC,
A.I1.D. shall require that a written agreement must be reached between the Grantee
and A.I.D. specifying such other purposes for local currency utilization.

SECTION 5.4: MMMWMM
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?rior o disbursements of local currency from the Special Local Currency

ACCOuUNT Setween January 1, 1992 and December 31, 1992 (zhe "Second Tera") for
purposes of budgetary support to the NOIFZ, except as the Parties Tay ocherwise

igree in

“ricing. A.1.D. shall require the provision of all of the following in

form and substance satisfactory to A.[.D.:

(1) An official document indicating that the NOIFZ is registered as an

entity duly constituted and existing under the laws of the Republic of
Cameroon;

(ii) An opinion of counsel that the NOIFZ is in good standing as a non-
profic, privace enticy;

fiii) Official copies of documentation from the NOIFZ indicacing that
the NOIFZ has carried our. in full compliance with the Ordinance and the
[zplementing Regulations, all of the following:

- by action of its Board of Directors, adopted internal rules and
procedures and disseminated information related thereto regarding:

- Industrial Free Zone developers,

- Industrial Free Zone operacors,

- Industrial Free Zone enterprises,

- the Industrial Free Zone Administrative Service and

- the provision of the developer permits, the operator permits
and the certificates of compliance;

- established single application forms for requests for the

developers permit, che operactors permit and the certificate of
compliance;

- liplemented a system which processes requests for developer
permits, operators permit and certificates of compliance and issues
a decision regarding such requests within che time period specified
in the Ordinance and ics Implementing Regulations;

- established dispute settlement mechanisms regarding controversies
involving the NOIFZ and applicants for the Free Zone Regime;

- established dispute settlement mechanisms regarding concroversies
involving the NOIFZ and the beneficiaries of the Free Zone Regime
and between the NOIFZ and the Administrative Service:

- established levels of fines regarding infractions involving
Industrial Free Zoaa developers, operators and enterprises.

(iv) Evidence of:

- the identification by the NOIFZ of sources of financing
other than A.I.D. and
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- the development by the NOIFZ of a medium-cerm financial plan for
{Is next budgetary vear; and

{v) Evidence that the local currency disbursed to the NOIFZ from the
Special Local Currency Account during the First Term ~as used for the
purposes agreed upon by the Grancee and A.L.D.

(b) Prior to disbursemencs of local currency from the Special Local
Currency Account during the Second Term for purposes of budgetary support to the
IPC, except as the parties may otherwise agree in writing, A.I1.D. shall require
the provision of all of the following in form and substance satisfaccory to
A.L.D.:

(1) An official document indicating chat che IPC is registered as an
encity duly constituted.

({i) An opinion of legal counsel that the IPC is in good standing as a
non-profic, privace enticy;

(iii) An official copy of che by-laws and other internal rules and
regulacions of the IPC;

(iv) Evidence that the IPC is functioning according to the action plan

agreed upon pursuant to Section 5.3 (b)(vii) of chis Agreemenc: and

(v) Evidence chat the local currency disbursed to the IPC from the
Special Local Currency Account during the First Term was used for the
purposes agreed upon by the Grantee and A.L.D.

(¢) Prior to disbursements of local currency from the Special Local
Currency Account during the Second Term for purposes in support of the objectives
of the Program other than for budgetary support to the NOIFZ or the IPC, A.I.D.
shall require the provision of the following in form and substance satisfactory to
A.1.D.:

(L) a written agreement between the Grantee and A.I.D. specifying such
other purposes for local currency utilization: and

(i1) evidence that the local currency disbursed from the Special Local
Currency Account during the First Term for purposes other than budgetary
support for the NOIFZ or the IPC was usad for the purposes agreed upon
by the Grantee and A.I.D.

SECTION 5.5: Mﬂmﬂwﬂmwmm@

(a) Prior to disbursements of local currency from the Special Local Currency
Account between January 1, 1993 and December 31, 1993 (the "Third Term"), between
January 1, 1994 and December 31, 1994 (che “Fourth Term") and January 1, 1995 and
between Jecember 31, 1995 (the "Fifch Term") for purposes of budgetary support o
the NOIFZ, except as the Parties may otherwise agree in writing, A.I.D. shall
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Tequire the provision of all of the following in form and substance satisfactory
o A.I.D.:

©1) An official document indicating that the NOIFZ is registered as an
enticy duly conscituted.

(L) an opinion of legal counsel that the NOIFZ is in good standing as
a4 non-profic, privace entity.

(Lii) Evidence that the NOIFZ continues to function in full compliance
with the Ordinance and che Implementing Regulations, ineluding, but no-
limited to, evidence of the continuing regular functioning of:

the 30-day procedure for obtaining the certificate of compliance,
the developers permit anc. the operators permit;

- provisions of public services by the Industrial Free Zone
Adminiscracive Service: and

- dispute settlewznt mechanisms regarding controversies involving
the NOIFZ and applicants for the Free Zone Regime.

- dispute settlement mechanisms regarding controversies involving
the NOIFZ and the beneficiaries of the Free Zone Regime and bectween
the NOIFZ and che Administrative Service,

(iv) Evidence of:

- the identification by the NOIFZ of sources of financing
other than A.I.D. and

- the development by the NOIFZ of a medium-term financial plan for
its next budgetary year; and

(v) Evidence that the local currency disbursed to the NOIFZ from the
Special Local Currency Account during the inmediately preceding Term was

used for the purposes agreed upon by the Grantee and A.I.D. for such
Term.

(b) Prior to disbursemencs of local currency from the Special Local
Currency Account during the Third, Fourch or Fifcth Terms for purposes in support
of the objectives of the Program other than budgetary support to the NOIFZ, A.I.D.

shall require the provision of the following in form and substance satisfacrory to
A.I.D.:

(1) a written agreement between the Grantee and A.I.D, specifying such

other purposes for local currency utilization during cthe applicable
Term; and

(11) evidence that the local currency disbursed from the Special Local
Currency Account during the immediately preceding Term for purposes
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octher than budgetary support to the NOIFZ or the IPC was used for such
octher purposes as agreed upon by the Grantee and A.1.D. for such

izmeaiately preceding Term.

SECTICN 5.%5: Books and Records.

The Grantee shall maintain and cause recipients of funds from the Special
~ocal Currency Account o maintain, in accordance with generally accepted
accounting principles and pracctices consistently applied, books and records
relating to the Special Llocal Currency Account. The Grancee shall grant or cause
such recipients to grant to A.I.D. or to any of its authorized represencatives the
right o inspect such books and records at all times as A.I.D. may reasonably
“equire. Siuch books and records shall be maintained for three vears after the
dacte of the last disbursement of local currency in connection with the Granc.

SECTION 5.7: Refunds.

In the case of any release of funds under the Special Local Currency Account
“hich i{s not supporced by valid documentation in accordance with this Agreemenc.
or wnich is not made or used in accordance with this Agreement, or for which
specific conditions precedent to such release have been reversed, discontinued or
otherwise impeded, A.I.D., notwicthstanding the availabilicy or exercise of any
other remedies under this Agreement, may require the Grantee to refund the amount
of such funds to the Special Local Currency Account within ninety (90) days afcer
receipt of a request therefor.

SECTION 5.8: Rate of ©

Except as the Parties may otherwise agree in writing, for purposes of
determining the amount of local currency which is equivalent to disbursements
under the Grant, the Grantee shall use the highest rate of exchange which, on the
date rhe disbursement is made, is not unlawful in the Republic of Cameroon, and in
N6 event may this rate be less than the published rate of the U.S. Government's
Disbursing Agent, or the U.S. Treasury, through its authorized Disbursing Officer
for the Fran: Zone. As used in the preceding sentence, "highest rate of exchange*

means the rate of exchanga which yields the greatest number of units of local
currency per U.S. dollar.

Article 6: Covenangs.
SECTION 6.1: Compleceness of Informacion.

The Grantee confirms:

(a) That the facts and circumstances of which it has informed A.I1.D., or
caused A.I.D. to be informed, in the course of reaching agreemenc with A.I1.D. on
this Grant, are accurate and complete, and include all facts and circumstances

that might materially affect this Grant and the discharge of responsibilities
under this Agreement; and
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57 That it will inform A.I.J. in timely fashion of any subsequent facts and
tircumscances that mighe macerially affecz. or that it is reasonable to believe
aight so arfect, the Grant or che ¢ischargze of responsibilities under =nig
AZreement.

10N 6.2: 3ooks and Recorzs.,

The Grancee will maintain financial records, in accordance with generally
accepted accounting principles and practices consistencly applied, to assure
compliance with this Agreement. Such records shall be maintained for at least
three vears after the date of lasc utilizacion by the Grantee of funds from the
Separace Dollar Account and shall be made available upon request for examination
at any reasonable time bv authcrized represencacives of A.I.D. Financial records
shall be suitable, ac a minimum, o document the withdrawal and disposition of
funds from the Separate Dollar Account for acceptable purposes.

S2CTION 6.3: Repor:c

fa) Unless A.I.D. agrees octherwise in writing, cthe Grantee will furnish to
A.1.D2., in form and substance satisfactory to A.I.D., quarcterly reports on the
uses of funds from the Separate Dollar Account. The first report will be due
three months after the inicrial disbursement under the Grant and subsequent reports
shall be furnished to A.I.D. at ensuing three-month intervals until the Grantee
has satisfactorily reported on the uses of all funds in che Separacte Dollar
Account. In the report. the Grantee shall certify that books and records relating
to che use of the funds in the Separate Dollar Account are being maintained or
caused to be maintained. in accordance with Section 6.2 of cthis Agreemen'. Within
sixty (60) days of receiving each reporc, A.I.D. will advise the Granter. whether
or not the reported uses of the Separate Dollar Account are unacceptable., Within
thircy (30) days of being notified by A.I.D. that a reported use of the Separate
Dollar Account is unacceptable, the Grantee shall redepesit in the Separate Dollar
Account an amount equal to any funds applied to the unacceptable use.

(b) The Grantee will furnish to A.I.D. such other reports and information
relating to the Grant, the Separate Dollar Account, the Special Local Currency

Account and the performance of the Grantee's obligations under this Agreement as
A.1.D. may reasonably request.

SECTION 6.4: Special Covenancs

(a) The Grant will be free from any taxation or fees imposed or to be imposed
under the laws {n effect in the Republic of Cameroon.

(b) The Grant will not be used to finance military, paramilitary or police
requirements of any kind, including training or the procurement of commodities or

services to be used by the milicary or police, or to pay principal or interest on
ioans to the military or police.

(c) During the life of the Program the Government of the Republic of Cameroon
shall consult with A.I.D. on an ongoing basis for the specific purpose of
implementing the reforms Proposed to be achieved pursuant to the Program as
provided for and evidenced by this Agreement.
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@) During zhe life of the Program the Governmen: of the Republic of
Cameroon:

“i, snall not interfere with che internal affaivs of che NOIFZ; and

f11) snall comply in all respects wich all of the provisions of the
Ordinance and the Implementing Regulations.

fe) During che life of the Program the Government of the Republic of Cameroon
agrees thnat:

(1) it shall not permit or cause funds to be released from the Special
Local Currency Account unless che wricten dgreement provided for in
Secticn 5.2 of this Agreement relating to a particular disbursemenc of
funds from the Special Local Currency Account has been signed bv A.1.D
the Grantee and any and all recipients of the Special Local Currency
Account funds released pursuant to such disbursement: and

(i1) any funds disbursed from the Special Local Currency Account will be
used only for cthe Purposes specified in such wricten adgreement,

of Cameroon fails to sign the written agreement with A.I.D. and the recipients of
funds disbursed from cthe Special Local Currency Account (as provided in Section
3.2 of this Agreement), then the Government of the Republic of Cameroon shall,
within 10 davs of its failure to sign, refund to the Special Dollar Account cthe
amounct of the last disbursement of dollars made by A.I.D. into the Special Dollar
Account and any interesc accrued thereon.

(g) Beginning on September 30, 1991 and continuing annually thereafter during
the life of the Program (including the Third, Fourth and Fifth Terms as defined in
Section 5.5 herein), che Government of the Republic >f Cameroon as represented by
the Ministry in charge of industrial development agrees to meet with A.I.D., the
NOIFZ, the Induscrial Free Zone Administracive Service, and, up until the end of
the Second Term, with the IPC, for the purpose of assessing the functioning of the
NOIFZ, che IPC and the vperation of the Free Zone Regime generally and for
determining subsequent disbursements of local currency from the Special Local
Currency Account,

(h) The Government of the Republic of Cameroon shall, during the life of the
Program, mainctain in full force and effect the policy reforms implemented in
compliance with the Ordinance and the Implementing Regulations and all of che

conaitions precedent to any disbursement of dollars to the Separate Dollar
Account,

(1) The Government of the Republic of Cameroon shall provide a copy of this
Agreement to the NOIFZ and the IPC,
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DxeaoH MEMOBANDUM 7o Tus DIRECTZR

CATE: August 17, 1990
1
e
TROM: Fobert Shoemaker, 2Df
SU3JECT: cameroon Program for Policy Reform in the Export Processing

lector (pacps: 631-7T-604/631-0074 and 631-T-604/631-0082)

2t 70U are requested to approve a grant for $6,160,000 from the
cment fuind for Africa account for the five-year Program for Policy
Reform in the LXxport Processing Sector (PREPS). Of this amount, 3$3,100,000
will ce provided in non-project assistance and 33,060,000 in project
adssistance. <The planned Fy 1990 obligation is $2
51,300,000 in non-project assistance and $700,000 in project assistance

SCUSSIcH: The purpose of the PREPS is to support the development and
~plementation of a privately-managed Free lone Regime which operates
ficiently and in strict adherence with the intent and provisions of the
meroon free Zone Law (Ordinance 001, January 29, 1990). PREPS will help :o
duce :t:e overextended role of the public sector in the area of export
0Cessing. The program will Support the establishment and operation of the
frivate Yaticnal Offjce of Industrial Free Zones (NOIFZ), the develocment ang
operation of a Private transitional Investment Promotion Center (IPC), and ==e
implementation of pew institutional arrangements regarding investment
approval, customs clearance, dispute settlement, labor laws and the provision
of adminstrative services required by Free Zone investors,

D g
3 v
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PREPS will include activities related to the following: (a) establishment of
clear and transparent rules, requlations, and procedures :o bring into full
effect the rights and incentives created by the Free Zone Law enacted in 1990;
(o) inmplementation of practices and procedures in ways to ensure strice
compliance with and enforcement of the Free lone Law: and (c) acquisition of
technical expertise, institutional capacity and support materials to ensure
that the entities created under the Regime operate independently and
efficiently. By the end of the program, PREPS will have helped to create an
environment where the local private sector can compete in world markets as
indicated by reductions in time and costs required to establish and operate an
eér~=-  processing business in Cameroon. The immediate beneficiaries of the

t - will be: (a) investors in the Pree zone, (b) businesses which supply
Faews and serivces to Free Zone enterprises and (c) employees of Free Zone
‘nterprises, of businesses supplying goods and services to Free Zone
<hterprises and of the requlatory and administratve entities involved in the
Regime. The people of Cameroon will be the ultimate beneficiries regarding
increases in: (a) employment opportunities, (b) the diversification of the
country's production and export base, (c¢) value added, (d) export revenues and

foreign exchange, (e) access to managerial and production technology and (f)
foreign and domestic investment.

Tue drammatic decline in the rate of economic growth in Cameroon since 1986 is
directly related to the country's reliance on a narrow production and expore
base. In recent years, oil, coffee and cocoa have accounted for about 80
percent of total export earnings. as world prices for these comodities
Plunged, so did Cameroon's tace of growth in GDP. The major constraints to
the development and diversification of the export processing sector are the



countzy's ccmplex sysrem of adminxst:atxvely determined wages and i1:3
eputatign for bureaucratjce delays, corruption ang Dore secutity Proolems.
The 5ac acocted ph free Zone Law to address these constraints, The Law
drovides Atrrractive tacentive that are cempetitive with those found ;p the
~C8St successfy] free Zone Regimes throughout tha world, loreover, tne Regime
“111 ze p::vacely-manaqed. The tegulacory body creatagq by the Law fi.e., thre
NWOIFZ) i3 g Brivate, aon-profit °rganization which will Serve as g One-stop

-

3h0p for rree Zone investment approval, Thae NOIFZ wil]
EIovision of administracive Services to investors (i.e., labor permits,
fesidency Permits and visas) and the System of on-sjte customs clearance. In
addition, nechanisms tegarding dispute settlement involving Free Zone
iavestors “111l be implemented under the Pegime and the country's rigid lapor

laws wil] =e relaxed fegarding hiring, firing ang the éstablishment of mininum
~“ages,

will oversee the

“he GRC wil] £fovide tne local currency 2duivalent of the A.1.D. sector cash
3fants under PREPS. <The local Currency <ill re used to Support the
development and operating costg of the NoOrIF2 for five Years and the 172C for
W0 years, Thae Project component of PREPS wil] provide technical d331stance
and training for the staffs of the HOIFZ, rhe I2C, fFree ione Customs, cr2levant
GRC entis:eg and fFreeo Zone developers, 2nterprises ang workers, The Praject
activities wy)] also include mor.itoring, 2valuation ang audit exercises,

FINANCIAL PLAN: The total eéstimated cose of the brtogram is $10,921,000. 2f
this amoune, AluD. will provide $6,160,000 ang the GRC wil] provide
54,600,000, Zhe dollar Sreakdown of the A,I,.D. and GRC contributions o

Yer the
.life of the program jgs indicated below:

A.I.D. GRC*

($000) ($000)

Cash Grants 3,100 3,100
Technjcal Assistance 2,654 -
Training 406 —-
In-Kind Support ——— 1,661
TOTAL 6,160 4,761

* Local currency equivalent

In addition, the private Sector will contribute to the development of the Free
lone Regime in the fornm of user ang other fees, ag well ag through direct

Socio-economic, Technical apg Environment Considerations: The snalytical and
technical consideratijong for PREPS are based on a Series of comprehensive
Studies related to the Prae Zone that were financed by A.I1.D. and OPIC over
the last two Years. Thege Studies were Performed in close consultation with

Provided input into the development of the Program. The initial environmental
examinatiop tecommended a Categorical exclusion with which the Bureay
Environmenta] Officer concurred (See Annex P of paansoo) M b
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SZTTICN Z1l(A) nF THE TAA: “he proposed transitional IPC i35 a recipient of
the izcaj ~4frency generated 7 PPEPS, rthe GRC i3 1n the Process of legally
2staclisning =re IPC. A drafe Ordinance which dutnorizes the creation of rhe
-?C has ceen zens S0 President »f the Republic of Cameroon., <we President
“1ll sucmiz --e Qriinance zo t-e General Assembly far action 1n Novemoer,
13949, o obstacles are 2nvisioneqd,

SMDLZMENTATIZY.

The lnplementarion drrangements described in the PAAD/PP were

feviewd zy tre USAID Srtogram committee and found to pe tealistic and
sufficient =g CArry out the brogram., The Ministry of Industrial and
",

Commercial Jevelopment (MINDIC) is the GRC agency responsible for

inplementatijgn, The NOIFZ is the key private sector implementing agency. The
Project inputs wil] be provided thrugh directe A.I.D. contracts,

<SSTITICATION =9 CoNGRPESS: A Congressional Hotification wag submitted on
July 27, 139¢ and expired on August 11, 199¢ without objection,

“AIVERS: g waivers are anticipated.

I0NS pascepgym AND CCVEMNANTS: Please refer «go Chapter 1v, Section ¢ of
e PAAD/PP for complece listing of the conditions and covenants ralated to
PREPS. The conditions Support reforms directed at the following areas: (a)
the excessive tegulatory and administratjve environment regarding the
establirnment and operation of a €Xport processing business; (b) the
inefficient and irregular customs system;

(c) the restricitve system of
administratively-determined wages; and (d) the inefficient legal system which
lacks enforcement capability,

ZECOMMENDATION: That you sign the attached Project Authorization, Project
Paper Facesheet and PAAD Authorizatijon Facesheet, thereby: (a) authorizing a
life-of-project funding of $3,060,000, (b) approving in Principal a
life-of-project fundirg for the non-project asgistance component of $3,100,000
and (¢) authorizing a py 1990 non-project assistance obligation of 51,300,000,

Approved: g/%fw
A

Disapprovéd: i )

Date: Z/Xz’/fﬂ




PROJECT AUTHEORIZATION

sountry: Republic 2f Cameroon
Frajec: lane; folicy Reform 1z :ne Zxport Processing Sector

2ro7ect Nimzer: 331-3082 (2aAD Ref: 631-T-604)

1. ?Pursuant =o Section 121 of the Foreign Assistance Act of 1961, as amended,
I hereoy authorize the Program for Policy Reform in the Export Processing
Sector ?roject (the 'Project®) for Cameroon (the *Cooperating Country*),
L1avolving planned obligations of not to exceed Three Million Sixty-Thousand
Unicted States dollars ($3,060,000) in grant funds (the *Grant") over a
five-vear ceriod from tne date of authorization, subject to the availability
of £inds in accordance with the A.I.D. OYB/allotment process, to help in
financing tecnnical assistance, ctraining, monitoring and evaluation for the
Project. The planned life of the Project is through December 31, 1995.

<. The ?Project consists of technical assistance, training, monitoring and
avaluation activities required-to implement and support the Program for Policy
Reforn 11 the Zxport Processing Sector (PREPS) for Cameroon. I* therefore
contridbutes to the overall surpose of policy reform in the export processing
sector.

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

d. Source and Origin of Commodities, Nationality of Services

(1) The suppliers of services financed by A.I.D. under the
Project shall have the Cooperating Country or countries included in A.I.D.
Geographic Code 899 as their place of nationality, except as A.I.D. may
otherwise agree in writing,.

(2) Air travel and transportation to and from the United
States must be upon certified U.S.-flag carriers if such are available,

+ Johnson, Director
USAID/Yaounde
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I. Introduction and Executive Summary

A. Introduction and Problem

The program of Policy Reform in the Export Processing Sector (PREPS) is a five-year
intervention to help Camercon implement its newly enacted Free Zone Regime. Over
the life of the program, A.I1.D.'s total -lanned authorization under PREPS is
$6,160,000 from the Development Fund for Africa. This amount includes $3,100,000
in sector cash grants to be disbursed in three annual tranches during the period
FY 1990-92, and $3,060,000 for project assistance. The PACD is December 31, 1995.
The Government of the Republic of Cameroon (GRC) will contribute the Franc CFa
equivalent of each dollar disbursed by the sector cash grant and in-kind support
to the project component of the program valued at $1,661,545. 1In addition, the
Cameroonian private sector is expected to provide direct financial support to the
export processing sector in the form of both user fees and direct contributions for
the development and operating costs of the Free Zone Regime's privately-managed
regulatory body, the National Office of Industrial Free Zones (NOIFZ).

Historically, economic growth in Cameroon has depended on growth nu the agriculture
sector. Prior to 1978, agriculture accounted for 30 percent of GDP, 80 percent of
total exports and over 75 percent of total employment. However, in 1978 Cameroon
began to expand its production of oil. Between 1980 and 1985, oil production as a
share of GDP increased from less than 3 percent to 19 percent. In turn, economic
growth increased dramatically at an average annual rate of 9 percent during this
period compared to 5.2 percent during the period 1971-81l. However, this impressive
growth rate was not sustainable because the economy was heavily dependent upon a
narrow production and export base. Cameroon's export sector is highly concentrated
within three main commodity groups (petroleum, coffee and cocoa), which accounted
for over 80 percent of the country’s export bill in 1984/85.

Growth in GDP declined sharply in 1986 when the world market price for oil, coffee,
and cocoa began to plummet. Real GDP declined at an annual average rate of 2.3
percent and 7.7 percent, respectively, during 1986/87 and 1987/88. The effects of
the drastic reduction in export revenues have permeated the entire economy and have
reduced the Government's ability to sustain its system of heavy-handed
administrative control which had the public sector involved in almost every major
aspect of economic life. A short to medium-term financial crisis triggered by the
government'’s inability to meet its financial obligations and the high level of non-
performing loans in the banking sector is contributing to the ongoing economic
crisis.

In order to attain sustainable economic growth, Cameroon should expand and diversify
its production and export base away from petroleum, coffee and cocoa and toward
higher-value added agro-industrial, manufacturing and service related activities.
This will require the elimination of economic distortions which presently hinder
the efficient use of the country's scarce resources and production of goods and
services. The GRC recognizes that the economy suffers from severe structural
problems and has responded by promoting a sound policy environment through its
Structural Adjustment Program (SAP) which is being supported by both the IMF and
the World Bank. Changes in industrial and trade policies form the basis of the SAP.

The GRC's demonstrated commitment to improved trade policies goes beyond the broad-
based reforms being pursued under the SAP. On January 29, 1990, President Paul Biya
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signed into law a Presidential Ordinance creating the Free Zone Regime. The Regime
provides world-class incentives and creates institutional arrangements essential
to the promotion of a diversified and internationally competitive production and
export base. In addition, the Free Zone Regime will promote increased value-added,
foreign exchange earnings, and employment. The assistance proposed by PREPS will
support both the Government and the private sector in Cameroon in fully implementing
the Free Zone Regime.

B. Background on the Program of Policy Reform in the Export Sector

In 1988, A.1.D. and the Overseas Private Investment Corporation (OPIC) began
assessing the potential for the development of competitive private export processing
zones in Sub-saharan Africa (SSA). Based on a series of technical and political
analyses and indications of interest from potential investors, Cameroon was
recommended as one of two SSA countries (the other being Togo) for the development
of a world-class export processing zone or "Free Zone."

Major technical findings regarding the comparative advantages of an EPZ in Cameroon
include the following.

o Cameroon’s abundance of raw materials and natural resources places it in
a strong position to attract resource-based industries, such as agro-
processing, pharmaceutical, and chemical production operations.

o Cameroon’'s dynamic private sector makes it an ideal candidate for joint
venture operations with foreign firms who have access to world markets,
modern technology and financial capital,

o Cameroon's attractiveness to potential investors is bolstered by the
country’s large, well-educated and bilingual labor force, excellent supply
of hydroelectric power at internationally competitive rates, a good port
infrastructure, the maintenance of frequent air service by major
international carriers and abundant land for industrial development.

The findings also suggested that the major impediments to the development of a
competitive Free Zone was Cameroon’s artificially high, administratively-determined
wage rates, its complex system of wage categories, and its reputation for
corruption, bureaucratic delays, and port security problems. Based on these
findings, OPIC and AID procured technical expertise in the area of Free Zone
development to assess: (a) the Government's willingness to implement changes in
legislation, regulations and administrative procedures deemed to be essential to
create a world-class Free Zone environment; and (b) the private sector’'s degree of
interest in participating in the development of a Free Zone Regime and in
establishing enterprises under the Regime. The conclusion of this assessment was
that a commercially viable, privately-managed Free Zone Regime could be established
in Cameroon. Based on this assessment, OPIC and A.I.D. announced on August 1, 1989
that a pre-feasibility study would be financed.

The pre-feasibility study involved the following aspects: (a) providing technical
assistance to the GRC in developing a world-class Free Zone Law; (b) evaluating
potential zone locations within Cameroon and performing a detailed analysis of the
most promising locatioms; (c) surveying potential foreign investors interested in
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establishing enterprises within a Cameroon Free Zone Regime and exploring the
possibilicies for joint venture arrangements with Cameroonian investors: (d)
developing a master plan, including preliminary capital cost estimates and financial
analyses of the proposed zone; and (e) developing a business prospectus and making
detailed presentations to potential zone developers throughout the world. A series
of benchmarks were also established by OPIC and A.I.D. to evaluate whether
developments justified continuing with the process. In February 1990, OPIC and
A.1.D. announced that based on the preliminary conclusions of the capital cost
analysis and the passage of the Cameroon Free Zone Law and its world-class package
of incentives, a decision had been taken to proceed with the international market
survey. In June 1990 a second benchmark was reached when OPIC and A.1.D. announced
that the conclusions of the international market survey were positive and warranted
moving onto the final stage of the exercise--the identification of potential Free
Zone developers. It is anticipated that a developer or consortium of developers
for the first industrial Free Zone in Cameroon will be identified by the end of
calendar year 1990,

Concurrently with the on-going A.I.D./OPIC African Free Zone Initiative,
USAID/Cameroon provided resources for technical assistance in support of the
Cameroon Free Zone Regime. Key government and private sector players involved in
the development of the Cameroon Regime were sponsored on observational tours to Free
Zones in Mauritius, the Dominican Republic and Costa Rica. In addition, the Mission
initiated a technical assistance effort in April 1990 to assist the GRC in designing
and developing the following: (a) the implementing regulations for the Free Zone
Regime; (b) the structure, operations and procedures of the privately-managed NOIFZ;
(c) the structure, operations, procedures and strategy for an investment promotion
office; (d) the organization and procedures of the Free Zone customs regime; and
(e) the .ppropriate financial mechanisms to facilitate investment and trade of
industrial Free Zone enterprises. This work provides the analytical basis for the
design of PREPS.

C. Program Description

The goal of PREPS is to assist Camervon to increase investment, employment and
production and to expand markets ir the export processing sector. Attainment of
this goal will promote broad-based economic growth by: (1) increasing export volume
and value, (2) diversifying production into non-traditional and higher value-added
exports, (3) expanding the number of export-oriented firms, (&) increasing new
employment, and (5) fostering linkages between Free Zone activities and local
suppliers of goods and services.

The purpose of PREPS is to support the development and implementation of a privately
managed Free Zone Regime which operates efficiently and in strict adherence with
the intent and provisions of the Cameroon Free Zone Law. Attainment of the
program’'s purpose will result in increased economic efficiency as indicated by
decreased time and costs associated with the establishment and operation of business
activities under the Free Zone Regime.

The outputs that will be produced by the program to attain the purpose include the
implementation of a number of the Regime'’s policy reforms cthat reduce the
constraints to creating an environment free from distortions caused by inappropriate
GRC involvement in the regulation and administration of the economy. These reforms
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are directed at the following: (1) the excessive regulatory and administrative
environment regarding the establishment and operation of a business: (2) rthe
inefficient and irregular customs system; (3) the restrictive labor regulatory
system; and (4) the inefficient legal system which lacks enforcement capabilicy.

The inputs that have been programmed to attain these outputs are (1) three sector
cash grants that will assist the GRC and Free Zone entities to implement the Regime
efficiently and in compliance with the intent and provisions of the Free Zone Law
and (2) cechnical assistance, training, research, and material support to develop
and promote the institutional capacity of the National Office of Industrial Free
Zones (NOIFZ), the Free Zone customs unit, the public services which support Free
Zone development and the provisional Investment Promotion Center (IPC). In
addition, technical assistance will be provided to monitor and evaluate program
progress and to meet audit requirements.

D. Financial Plan

The total A.I.D. contribution planned for authorization under PREPS isg $6.16
million. This amount will finance the following inputs.

($ 000) (Parcent of Total)
Cash Gr#nts 3,100 51.0
Technical Assistance 2,654 43.0
Training 406 6.0
Total 6,160 100.0

Note: Inflation calculated into all line items at a 5 percent compounded average
annual rate.

In addition to the above amounts which are proposed for authorization under PREPS
approximately $400,000 in Mission allotted PD&S funds will be used to finance
complementary research activites related to the implementation of the Free Zone
Regime.

E. Program Issues

The ECPR Review of the PREPS PAIP/PID (See State 247714 in Annex B) yielded no
major issues for resolution and authorization was given for field approval of the
implementation document. However, the ECPR gave guidance to the Mission in the
following six areas.

1. Export Development Constraints

The ECPR expressed concern that the Free Zone Regime might not be sufficient to
overcome some of the serious constraints to export development, particularly with
regard to the overvaluation of the Franc CFA. The Mission was requested to analyze
the country’s comparative advantages and discuss how the Free Zone Regime would
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address existing constraints to export development. Chapter III discusses this
issue in detail. The conclusion is that the Free Zone Regime directly addresses
the primary constraints to export development, including the problem of cthe
overvaluation in the real effective exchange rate. Any depreciation in the nominal
exchange rate (which is highly likely, but beyond the scope of PREPS) would simply
further support the development of an internationally competitive export processing
sector.

2. Demand Analysis

The Review noted that the PAIP/PID did not contain information on the demand for
the Free Zone Regime in terms of potential enterprises and products. ‘'Lhe Bureau
recognized, however, that the results of the international market survey performed
under the OPIC/A.I.D African Free Zone Initiative had just recently become
available. Hence, the Mission was requested to discuss the results of this analysis
of the potential demand for the Cameroon Free Zone Regime in the PAAD. Details
regarding the results of both the international market survey and the MAPS private
sector survey are presented in Chapter III. These surveys reveal that a high level
"of interest by agro-processing (i.e., food-processing, wood-processing, etc.),
apparel, mechanical assembly electronics, pharmaceuticals, chemicals and other
manufacturing activities, as well as information-based service activities, in the
Cameroon Free Zone Regime. Likely markets include Europe, the United States and
Africa.

3. Program Modality

The Review suggested that since the NOIFZ and IPC are to be the ultimate
beneficiaries of PREPS, the Mission should consider a project approach (rather than
a non-project approach) that would directly allocate dollars to the local currency
costs of these institutions. The Mission reviewed in great detail the programming
modalities that would best meet the objectives being pursued under PREPS. As
discussed in Chapter IV, the Mission decided that a blended, non-project
assistance/project assistance mydality would best meet these objectives. By tying
dollar resources to actions that would be required solely by the Government, the
Mission would be maintaining appropriate leverage vis-a-vis this key player in the
implementation of the Regime. Similarly, by tying the disbursement of local
currency resources to actions that would be required by the NOIFZ and IPC, the
Mission would be maintaining appropriate leverage vis-a-vis the ather key players.
A combination of the two modalities allows each group to be held accountable to
actions that it alons controls. In addition, a sufficient buffer was being
programmed so that delays in Government actions would not unduly interfere with the
budgetary requirements of the NOIFZ and the IPC.

4. Private Sector Risk

The Review recommended that a private sector commitment to the Free Zone Regime
should be expressed in the form of an upfront financial contribution to the NOIFZ.
The Mission was requested to contact the private sector Free Zone Advocacy Group
and discuss appropriate levels and mechanisms for private sector financial
contributions in support of the Free Zone Regime. Chapter VII discusses in detail
the actions taken by the Mission in this regard. At present, the Free Zone Advocacy
Group has agreed to cover the up-front costs of establishing the NOIFZ. In
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addition, the Group has created a working committee that is to study and propose
appropriace mechanisms for generating broad-based private sector financial support.
[t is expected that the Free Zone Advocacy Group will formally develop and propose
a mechanism to the Mission by the end of this calendar year.

5. Recurrent Costs

Concern was expressed during the Review over the long-term financing requirements
of the NOIFZ. It was determined that a recurrent cost analysis should be performed.
Chapter VIII provides a detailed analysis of the recurrent costs of the NOIFZ under
three alternative scenarios regarding the likely number of enterprises to be
established under the Free Zone Regime during the program period. A.I.D.'s
financial contribution will be phased-out on a declining basis over the five-year
life of program and will be replaced by a combination of user fees and other fee-
based resources to be determined by the NOIFZ. Specific conditions precedent
regarding the access to and use of A.1.D. resources, including the requirement of
a detailed financial plan regarding alternative revenue sources, have been designed
into PREPS in order to ensure that NOIFZ will be self-sustaining by the end of the
program period.

6. Program Evaluation/Monitoring

The Review requested that the PAAD/PP discuss more clearly the program monitoring
system and outline the responsibilities of the GRC, the NOIFZ and the Mission,
specifically with regard to the maintenance of impact statistiecs for Free Zone
investment and employment. A comprehensive monitoring and evaluation plan is
included in Chapter V. PD&S funds will be used to collect data and conduct special
studies related to the attainment of program objectives. 1In addition, the NOIFZ
is required by law to maintain and publish annual statistiecs regarding Free Zone
investment, exports, land area developed, buildings occupied, jobs created, and
foreign exchange earnings.

7. Authorized Uses for Cash Grants

The Review requested that the Mission clearly address in the PAAD/PP how dollar
resources under a PREP” NPA mode would be used. The purpose for which dollar funds
will be disbursed under PREPS is discussed in detail in Chapter VII, Section D.
Approved uses, in order of priority, are: importation of goods from the U.S.;
importition of goods from other countries included in A.I.D. Geographic Code 899,
and in conformity with the policies of the Grantee; paym:nt of debts owed by the
Grantee to the U.S. (other than payment of principal or interest on loans or credits
which originally financed military imports or other military requirements), provided
that payment of such debts is consistent with the agreed rescheduling arrangements
where applicable; payment of a debt owed by the Grantee to a multilateral bank or
to the International Monetary Fund; or such other uses as A.I.D. and the GRC may
agree to in writing.

F. Structure of this PAAD/PP

The PAAD/PP is organized as follows. Chapter 11 provides an overview of recent
macroeconomic developments in Cameroon. This traces the country'’'s economic history
from the oil, coffee and cocoa boom years of the 1970s and early 1980s to the period
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of economic and financial crisis which currently plagues the country. Chapter III
discusses Cameroon's comparative advantages, the existing constraints to cthe
country’s export development and the need for policy reform in the export sector.
The chapter also provides details regarding the Cameroon Free Zone Regime and how
it addresses the existing constraints to export development, as well as an overview
of the potential demand for the Free Zone Regime. Chapter IV presents a description
of the PREPS program. In particular, it discusses the program’'s goal, purpose,
strategy, modality, reform agenda and primary inputs and activicties. Chapter V
highlights the monitoring, evaluation and audit plans for PREPS, while Chapter VI
discusses PREPS’'s program management, procurement and implementation and Chapter
VII presents the cost estimate and financial plan for PREPS. The PAAD/PP concludes
by presenting an economic, financial, institutional and social feasibility analysis
of PREPS. A series of annexes are also provided as noted in the Table of Contents.
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II. The Macroeconomic Environment in Cameroon

Economic growth in Cameroon was relatively rapid throughout the seventies and into
the mid-eighties. Growth was led by export earnings from agricultural products,
principally cocoa and coffee. Gross domestic product increased at an average annual
rate of 5.2 percent from FCFA 320 billion in 1970/71 to FCFA 1,800 billion in
1980/81. The substantial expansion of oil production beginning in 1978 further
accelerated growth in GDP to 9 percent annually from 1980/81 to 1985/86, with per
capita income reaching the equivalent of $800. The decline in the world price of
oil beginning in 1986 and the subsequent precipitous reduction in world cocoa and
coffee prices beginning in 1987 and continuing up to the present have cut export
earnings by almost one-third overall. This dramatic decline in export earnings
produced an economic recession and a financial crisis which the country is presently
struggling to overcome.

The long period of growth and of increasing income levels was able to sustain an
inefficient and uncompetitive production and trade base. In particular, che
government was able to maintain a protectionist trade policy which permitted the
growth of a highly inefficient parastatal sector, including state-owned banks.
This period of growth and rising incomes also led to the expansion and over-
extension of an inefficient publie sector bureaucracy. A system of heavy-handed
administrative control was sustained which had the Government involved in almost
every major aspect of economic life (i.e., price controls, margin controls, wage
controls, import licenses, quantitative restrictions, interest rate controls, credit
controls, etc.). When faced with the sudden drop in export earnings, the weaknesses
of this system and its inability to adjust to the changed circumstances became
evident as both the Government and the parastatals began drawing down their deposits
in the banking system and accumulating internal and external arrears regarding their
payment obligations to banks and to suppliers of goods and services. In addition,
the produce marketing board for cocoa and coffee was unable to pay farmers ctha
producer price for their crops which resulted in an accumulation of arrears
regarding crop credit provided by the banking system. In turn, the fragilicy of
the banking system became apparent. Commercial banks could no longer carry the
already sizeable and growing bad debts as their deposit base dwindled. Credit for
new enterprises and activities was simply unavailable.

Believing that the crisis was of a short-term nature, the GRC initially increased
ics budgetary expenditures by one-third in 1986/87 while revenues declined by 18
percent. Beginning in 1987/88, however, the Government began to take direct action
by cutting expenditures, particularly capital expenditures which declined by almost
60 percent. The overall fiscal deficit (which was 13 percent of GDP in 1986/87 on
a comnitment basis) declined to 6 percent of GDP in 1987/88 and to 4 percent in
1988/89, but was not brought down further in 1989/90 (currently estimated at 5
percent of GDP). Due to the build-up of arrears, the overall fiscal deficit on a
cash basis now remains higher than the deficit on a commitment basis, It was 9
percent of GDP in 1988/89 and is estimated to be 13 percent of GDP in 1989/90.
This does not, however, take into full account the payment obligations that the
Government is holding vis-a-vis the banking sector and the parastatal sector as
these entities become restructured. It is important to note, however, that
expenditure reductions of nearly 30 percent from 1985/86 to 1988/89 would have been
more than sufficient to eliminate the fiscal deficit if both the tax base and tax
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ylelds had not also been declining. It is because of the significant reducction in
Government revenue ctriggered by a non-diversified economy which was heavily
dependent upon a limiced amount of export crops that the full inefficiencies
previously hidden were brought to the forefront. The crisis had arrived and would
not disappear in the absence of either a major restructuring and reform effort or
a return to high world prices for o0il, cocoa and coffee. With the likelihood of
the latter being slim, the GRC had little choice but to attempt the former.

Beginning in early 1988, the GRC began discussions with the both the IMF and the
World Bank regarding the stabilization and structural adjustment of its economy,
Wich the support of a Stand-By Arrangement approved in September 1988 and a
Structural Adjustment Loan approved in July 1989, the GRC began to undertake actions
aimea at: curtailing the growth of public expenditures; strengthening and
broadening revenue collection; reforming the civil service; liberalizing the trade
regime; liquidating, privatizing, and restructuring the parastatal sector: and
restructuring the commercial banking system. The measures taken to date, however,
have not been sufficient to reverse the decline in tax revenues which fell to 16
percent of GDP in 1989/90. Moreover, the civil service has grown from 160,000 in
© 1985 to 188,000 in 1990 in spite of the fiscal crisis, while the restructuring and
privatization of the parastatal sector has been slow. On the positive side, the
trade regime is now significantly more open with the phased elimination of
quantictative restrictions and the removal of all import licensing requirements.
Furthermore, the restructuring of the banking sector has proceeded well. Three
insolvent banks (Cameroon Bank, Banque Paribas and Cameroon Development Bank) have
been closed down and one additional bank (the International Bank for Africa) will
likely be liquidated. One bank (the Societe Commerciale de Banque-Credit Lyonnais)
has already been fully restructured and recapitalized while four additional banks
(Societe Generale de Banque au Cameroun, the Banque Internationale pour le Commerce
et 1'Industrie au Cameroun, the Sctandard Chartered Bank and the Banque
Internationale de l’'Afrique Occidenti: :) are to be restructured and recapitalized
before the end of this year. The rem..ning small commercial banks (Meridien Bank
and Band of Credit and Commerce Cameroon) have relatively healthy balance sheets.
At present, the IMF Stand-by Arrangement has become inoperative, primarily because
the revenue projections used in designing the program failed to materialize. Delays
have also occurred in meeting the second tranche conditions under the World Bank
SAL, although recent actions taken by the Government appear to meet the majority
of the Government’s obligations. What prevents the disbursement of the second
tranche of the SAL and the development of a new IMF Stand-by arrangement are
agreements regarding the macroeconomic framework to be pursued by the Government,
primarily with regard to the budget. Agreements are expected to occur during the
World Bank/IMF Annual Meetings to be held in Washington, D.C. in September 1990.

Medium-term prospects are for slow growth and continuing declines in per capita
income throughout the medium-term. Even these modest growth projections may prove
to be overly optimistic if the GRC does not move more forcefully to remove
inefficiencies regarding the public sector and to further reduce the overextended
role of the public sector in economic activities.

£
.
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III. Development of the Export Processing Sector {n Cameroon

This chapter analyzes the extent to which Cameroon can develop an internationally

competitive export processing sector. Section A provides a brief overview of
Cameroon's comparative advantages, particularly with regard to the country's land,
labor, infrastructure and dynamic private sector. Section B discusses the key

constraints that presently inhibit the development of an internationally competitive
export-processing sector in Cameroon, while Section C stresses the need for policy
reform in the export sector. Section D highlights the main components of the
.Cameroon Free Zone Regime and discusses how the Regime addresses the primary
constraints to export development. In addition, this section presents comparative
statistics which reveal that the Cameroon Free Zone Regime is among the best in
the world. The chapter concludes by discussing the potential demand for the Regime
as recently revealed through a domestic and an international markect survey.

A. Comparative Advantage

Cameroon is a country rich in natural resources and endowed with a well educated
labor force as well as a dynamic private sector. The country’s comparative
advantages fall into the following five major categories: (1) rich agricultural
and abundant industrial land; (2) a large, well educated and bi-lingual labor force;
(3) plentiful and cheap electricity and water; (4) a relatively well developed
infrastructure base; and (5) a dynamic and broad-based private sector. The rest
of this section will discuss each of these comparative advantages in detail.

1. Land

Cameroon has a vast number of different eco-systems ranging from the coastal plains
to dense tropical forests to the mountain plateaus to the high elevation savannahs
to desert. The country is blessed with a diversity of very rich soils, including
substantial areas of volcanic soil. The temperature levels found throughout
Cameroon are the most favorable found amongst the numerous tropical and temperate
countries in the region and throughout the world. With an average overall
population density of less than 23 persons per square kilometer, the overwhelming
majority of Cameroonian land is uninhabited. The combination of a diversity of eco-
systems and agro-climates, rich soils and favorable temperatures provides the
country with unlimited potential for the rapid development of non-traditional
agricultural and agro-industrial exports, including juicing, canning, freezing, wood
products and furniture making.

Moreover, industrial land is abundant and inexpensive relative to other developing
countries. In the densely populated Douala area, the price of raw land designated
for industrial use averages about $9.38 per square meter, with prices in remote
areas even cheaper. The land tenure policies of the country are basically sound
and the GRC welcomes foreign land ownership. In the Free Zone Law, land ownership
is not restricted to Cameroonian nationals or the government, which is often
standard practice in other Free Zone countries. Even though restricting the
ownership of Free Zone land to nationals is not usually a deterrent to Free Zone
developers (as long as long-term leases are available at market rates), this is an
extra advantage to foreign developers.
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2. Llabor

Cameroon’s abundant labor force is one of the country's most important advantages.
Wich a total population of almost 1l million, an active labor force of approximately
5 million and a high unemployment and underemplovment rate, labor is readily
available. At present, two-thirds of the population lives in rural areas, although
there is a continuing flow of rural migration as people leave the rural areas in
search of jobs in the urban areas. The urban population is estimated to be
expanding at a rate of about 5.5 percent per year since the early 1980s, while the
rural population has been growing at just slightly over 1 percent per year.
Unemployment in the major cities is estimated at close to 30 percent and
underemployment even higher. Official estimates place the national unemployment
rate at 15 percent, although unofficial estimates go as high as 30 percent.

The Cameroonian labor force is well educated, with a literacy rate of 68 percent
being among the highest in Africa. This high literacy rate is an important asset
to the development of a strong industrial sector since literacy is important in
the training stages for any industry and a significant advantage for more advanced
~operations, such as data processing and other information service industries.
Enrollment in primary school in Cameroon is 100 percent, in secondary school over
23 percent and in higher education institutions about 2 percent of the school age
population. The country has made education a high priority and has devoted a
significant part of its national budget to education. An additional advantage
regarding the country’s labor force is that both French and English are official
languages and are spoken by 78 percent and 22 percent of the population,
respectively. This bi-lingual capability will greatly facilitates communications
between local workers and foreign management and will serve as an important
advantage in attracting foreign investors to Cameroon. As will be discussed further
below, the existing Labor Code creates problems regarding wage level and the abilicy
to hire and fire workers freely. These problems, however, will be directly
addressed by provisions under the Free Zone Regime.

3. Infrastructure
(a) Electricity and Water

Cameroon is blessed with subgtantial water resources which has greatly eased any
constraints regarding pover and water generation. 95 percent of the country's
electricity supply presently comes from hydroelectricity, with the hydro network
and capacity currently being expanded. Reliability of power supply has never been
a problem as is often the case in most African and other developing countries.
Interruptions have been low (only 3 hours in all of 1988) and fluctuations in
current (about 7 percent) are well within the normal range. Most importantly,
because of the country’s reliance on hydro-generated power, the cost of electricity
in Cameroon ($0.05 per kwh) is amongst the cheapest in the world. This is in
contrast to Kenya, Mauritius and Cape Verde were the rates are $0.11, $0.10 and
$0.14, respectively. Similarly, water is readily available for industrial and
commercial use throughout the major urban areas. The capital city of Yaounde has
recently expanded its pipeline network and water distribution is no longer a
constraint. The cost of water in Cameroon is approximately $0.73 per cubic meter,
which is competitive vis-a-vis rates in the Caribbean Basin and Mauritius (which
range from $0.32 to $1.18 per cubic meter). Cameroon's water rates are very
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competitive in comparison with other West African countries such as Senegal and Cape
Verde where water costs approximately $2.00 per cubic meter.

(b) Port Facilities

The principal port at Douala is w21l equipped with a general cargo terminal, an
agricultural products terminal, refrigerated warehouses, a wood terminal, a fishing
terminal and a modern container terminal with roll-on roll-off facilities and large
container storage areas. At present, the port is under-utilized due to the ongoing
economic crisis. Although the port is equipped to handle 7 million metric tons of
shipments per year, annual traffic is presently estimated at around 3 million metric
tons. Plans have been made for the development of a deep water port off the coastal
cicy of Limbe. However, this project will have to await the return of enough
economic activity in the country to warrant its development. Shipping costs from
Cameroon to ports in Europe are compnatitive relative to other African countries.
The rate for a 20 foot container shipped to Europe is approximately $1,562 in
comparison to rates of $2,250, $2,500 and $1,130 for Kenya, Mauritius and Togo,
respectively. Shipping rates from Cameroon to its main end-market (Europe) are also
competitive relative to those in other offshore processing centers to their main
end-market (the U.S.), such as the Dominican Republic ($1,290), Honduras ($1,990),
Costa Rica ($2,300) and El Salvador ($2,885). The main problems regarding the port
are with regard to the high levels of port charges and troubles related to customs
clearance, As will be discussed further below, these two areas are directly
addressed by the Free Zone Regime.

(c) Alrport Fucilities

Cameroon has three international airports capable of transporting both passengers
and freight. The primary airport at Douala is served by major intermational
airlines (including Swissair, Lufthansa, UTA and Sabena) and by major regional
carriers (including Air Afrique, Ethiopian Airlines and CAMAIR). Alr freight
services are provided on a frequent basis to Europe by the above listed carriers,
as well as by international air courier services such as DHL, World Courier and
Carrier International. Air freight rates, however, are expensive. Air freight
rates to Western European destinations are relatively high in comparison to other
African locations, although rates to the United States compare very favorably with
other African countries. Nonetheless, the frequency and reliability of air freight
services between Cameroon and potential future markets of Free Zone industries is
an important advantage over many competing Free Zone locations.

(d) Rail System

The railway system in Cameroon is the backbone of the national transport system,
with fairly substantial unused capacity. For example, the Yaounde-Douala link has
a annual capacity of 3 million tons per year, while actual traffic is at less than
2 million tons per year. The rail system has been described as being efficient,
with good loading and unloading facilities. Up unto the present, the main items
of rail freight tratfic have included cotton, timber and fuel. Given the country'’s
relatively poor internal road system in the rural areas, rail transportation has
been an important source of transportation for goods,
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(e) Road System

It is imporctant to note, however, thact by African standards Cameroon's road network
is amongst the best. Major improvements in the road infrastructure system have been
made over the past five years and several inter-city and intra-city road projects
are currently ongoing. The road system appears to be more than adequate for Free
Zone development, especially since the roads in and around Douala and to and from
Yaounde and Limbe are in excellent condition. The soon-to-be conpleted construction
of a major road linking the port of Douala with Kribi will allow for the opening
of the southern, mostly undeveloped part of the country. Transportation from the
interior of the country would be more problematic, although adequate.

4. A Dynamic Private Sector

Cameroon is fortunate in comparison to most African countries in that it has a
fairly dynamic and broad-based private sector. The private sector is well organized
through a variety of business associations, usually based on common points of
interest. In addition, the economic power base is dispersed among a variety of
players rather than being concentrated solely in the hands of a privileged few.
In contrast to other African countries, commercial activities are primarily handled
by a local, indigenous group (the Bamelike) rather than being the domain of the
Greek, lebanese and Indian traders. Equally important, the education system has
allowed the country’'s youth to gain access to higher level institutions both in-
country and abroad. A strong foundation for future entrepreneurs is therefore being
developed. In sum, the country has a strong basis for developing its potential
through the use of local versus foreign talent.

B. Existing Constraints to Export Development in Cameroon

In spite of the country's comparative advantages in land, labor and infrastructure
and the existence of a dynamic private sector, the country suffers from a variety
of legal, regulatory and institutional obstacles that have rendered its export
processing sector internationally uncompetitive. In analyzing the constraints to
export development in Cameroon, the Mission has drawn upon a variety of reports and
studies regarding the barriers to private sector development, in general, and export
development in particular.! These analyses identified the following impediments as
being the most significant constraints to the development of both of these areas:
(1) the excessive regulatory environment; (2) the lengthy and costly system of
customs clearance; (3) the overvaluation of the Franec CFA; (4) access to credit;
(5) access to world markets; (6) inadequate road infrastructure and cost of road
transport; (7) inadequate and expensive telecommunication system; and (8) inadequate
legal system. The rest of this section will discuss each of these areas in detail,

! These documents included: "The Private Sector in the Economy of Cameroon"
(IFC, 1987), "Cameroon Private Sector Strategy Review" (ISTI, 1987), "Regulations
Affecting the Ability to Establish a Business in Cameroon” (Ngogang, 1989),
“Regulations Affecting Economic Activity in Cameroon® (Donfack, 1989), "The Labor
Code and Labor Regulations in Cameroon” (Tchakamakoua, 1989), "Cameroon FIAS
Diagnostic Report" (FIAS, 1990), and a series of analyses performed by The Services
Group, Inc. as part of the Cameroon pre-feasibility study under the USAID/OPIC
Africa Free Zone Initiative.
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as well as note how these constraints will be alleviated by the Free Zone Regime.
1. Excessive Regulatory Environment

There was broad consensus among the studies that Cthe existing regulatory and
administrative environment severely distorted the local economy and thereby hindered
the ability of the private sactor to produce goods and services efficiently. These
distortions were in part the result of the excessive number of permits and licenses
required to establish and operate a business in Cameroon, the preponderance of price
and margin controls, and rules requiring private businesses to purchase inputs
and/or services from inefficient government monopolies and quasi-monopolies.
Ngogang (1989) found that raie establishment of a business in Cameroon on the basis
of the existing system requires some 24 steps involving 20 ministries, agencies or
offices and taking from 6 1/2 to 25 months teo complete. The MAPS Private Sector
Diagnostic found similar results. 44 percent of the firms surveyed required 6 or
more permits to begin operation, with 25 percent requiring over 15 permits. In
turn, 44 percent of these firms required over 6 months to receive their permics,
with 24 percent requiring in exness of one year. Moreover, 33 percent of the firms
surveyed said that they had to obtain at least 1l permits annually in order to
continue to operated their business.

As regards the prevalence of price and margin controls, the IFC report concluded
that cthese controls constitute a primary constraint to private sector development.
Similarly, the ISTI study concluded that price and margin controls served as some
of the most endemic problems regarding investment in and operation of a business
in Cameroon. Firms are simply not allowed to determine the price at which they can
sell their goods and services. This problem is further exacerbated by existence
of local purchase rules which affects the cost of production. The Services Group
found that public monopolies extracted large rents at the expense of a firm's
ability to remain competitive. For example, the rules and regulations of the CNCC
monopoly required local firms to use CAMSHIP for their shipping needs if service
was available. This raised the average cost of shipping and transporting goods by
over 15 percent in comparison of other internationally competitive shipping lines.

The existing Labor Code in Cameroon directly contributes to the high cost of labor
in the country. Wages in Cameroon are administratively determined based on non-
economic considerations rather than on productivity grounds. Employers are required
to pay fixed wages based on the firm’'s geographic location, its area of economic
activity and its workers’ level of formal education. In addition, the Labor Code
is very scrict regarding the procedures that must be followed and the formal reviews
that must be held in order to fire/hire a worker. FIAS noted that nominal wages
in Cameroon were not internationally competitive and that there was a clear need
to set wages on basis of productivity and efficiency. This conclusion was
reinforced by the findings of The Services Group which noted that the prevailing
hourly wage in Cameroon of $1.49 was almost three times the level in Ghana, Haiti,
Togo and the Dominican Republic. The rigid Labor Code therefore serves as a
formidable barrier to private sector development in Cameroon, especially with regard
to the production of internationally competitive goods and services.
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2. Customs Clearance Procedures

An important constraint to the export development in Cameroon involves the delays
and costs incurred under the existing system of custom clearance. A common
perception held throughout the private sector in Cameroon is that the Customs
Department is inefficient and corrupt. Goods often take two to four weeks to clear

customs, unless direct efforts are made to facilitate the process. These costs,
whether in the form of added time or money, directly add to the bottom line of doing
business in Cameroon. The July 1989 issue of Africa International provided a

lengthy expose on this problem and revealed the high levels of delay and corruption
which significantly increased costs to businesses in Cameroon. This was also one
of the primary concerns raised by The Services Group who noted that there ware
excessive delays, costs and corruption associated with the port of Douala. The MAPS
Private Sector Diagnostic found that over 37 percent of the firms interviewed
responded that customs clearance procedures negatively affected their business
performance. This was further reinforced through a series of interviews and
discussions that the Mission staff held with local and expatriate businessmen
regarding their experiences with customs.

3. Overvaluation of the Franc CFA

Based on recent estimates provided by the IMF, the World Bank and others, it appears
that the Franc CFA is overvalued from 30 to 50 percent. An overvalued exchange rate
creates, in effect, a tax on exports and provides a subsidy to imports. A clear
sign of this overvaluation is the sizeable deficit in the country's overall balance
of payments. As a member of the franc zone headed by the Banque des Etats d'Afrique
Centrale (BEAC), Cameroon does not have any direct control over its nominal exchange
rate. This race is fixed by the French Government in return for the guaranteed full
convertibility of the Franc CFA at the current rate of FCFA 50 to FF 1. This
overvaluation is due to the fact that che trading patterns of Cameroon and France
are entirely different. By fixing the parity of the Franc CFA to French Franc, the
value of Cameroon’'s currency in international markets shifts based on changes in
the French Franc exchange rate vis-a-vis France's trading partners. Moreover,
Cameroon's exchange rate does not vary at all in relation to the degree of inflation
occurring in the local economy. The end result is that Cameroonian exports are
indirectly assessed a tax of 30 to 50 percent. This severely undercucs che
country’s ability to produce goods and services in international markets.

4. Access to Credit

Under the existing economic and financial crisis facing Cameroon, access to credit
has become problematic. The primary factors affecting access to credit have been
the high collateral requirements imposed by the banks and the strict credit ceilings
imposed by the Government through its central bank. The credit ceilings have been
particularly severe because the sizeable amounts of non-performing outstanding
credit have blocked the injection of new productive credit into the economy. AS
noted during the MAPS Private Sector Diagnostic, over 75 percent of firms employing
less than 100 people reported having difficulty obtaining access to credit. On
average, firms obtained 25 percent of their financing needs from local formal
financial institutions, with ctontines providing 12 percent and own-resources
accounting for about 50 percent of the total.
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5. Access to Markets

The overwhelming majority of existing firms in Cameroon produce goods for sale to
the local market. According to the MAPS Private Sector Diagnostic, on average
firms sell about 92 percent of their production to the local economy. This average
changes only slightly among all size categories, except for the largest firms, where
the average proportion of the total product marketed abroad increased to 26 percent.
While approximately 26 percent of all firms sampled believed that export activities
provided good prospects for investment, information on foreign markets was cited
as the single most important constraint to expanding or entering an export
operation. Throughout discussions held between Mission staff and the Cameroonian
private sector, knowledge of and access to foreign markets was continually referred
to as a key limitation to export development.

6. Inadequate Road Infrastructure and High Cost of Road Transport

Alchough Cameroon’'s road infrastructure is amongst the best in Africa, only 10
percent of the total road network of 33,000 km is paved. 32 percent of these roads
are in good condition, while 56 percent are in passable condition and the remaining
32 percent are in poor condition. The percentages for paved roads are 4l percent,
31 percent and 8 percent, respectively. According to the results of the MAPS
Private Sector Diagnostic, existing exporters believe that the road network is
inadequate to meet their needs. The combination of the peor road network and the
lack of accessible and affordable transport was felt to be a constraint to cthe
operations of over 50 percent of these firms operating in the agriculture and agro-
industrial sector. However, the land transport constraint was felt primarily by
those firms exporting to the UDEAC countries, which travel inland and cross
Cameroon’s borders with neighboring countries.

7. 1Inadequate and High Cost Telecommunication System

The internal telephone network in Cameroon has been unreliable with frequent service
interruptions being common place. At present, the national telephone network is
being modernized and an improved network offering more lines and a fully
rehabilitated modern system should be operational by 1991. International phone
connections in Cameroon are of excellent quality and service is reliable, with
direct dial communication being available to most European countries, as well as
to the Far East and North America. The key problem, “owever, has been with regard
to the inefficient domestic telecommunication monopolies (i.e., rthe PTT and
INTELCAM) which render information-intensive industries uncompetitive in Cameroon.
As in most African countries, communication rates are extremely high., For example,
a telephone call to the United States costs about $6.56 per minute. A similar call
from Togo or Cape Verde would cost roughly $4.70, while calls from Costa Rica ($1.68
per minute) and Sri Lanka ($2.90) are significantly less. This is despite the fact
that the INTELSAT rate passed onto to the local Cameroon telecommunication company
is around $0.30 per minute.

8. Inadequate Legal System
The legal system in Cameroon is widely believed to be inefficient and corrupt.

Case loads are severely backed up with delays of up to two years being common place.
Moreover, even if a business eventually brought its case to the bar it was not
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assured that its rights and privileges would be protected because of the problem
of judicial corruption. FIAS supported this finding by noting that the judicial
system in Cameroon was corrupt and highly politicized. Two-thirds of the
respondents in the MAPS Private Sector Diagnostic maintained that the difficulcly
of enforcing contracts made it difficult to conduct business in the country. This
perception was equally shared by firms in all sectors and of all sizes. Examples
of this problem are widespread and include the inability of the commercial banks
to enforce loan repayment obligactions vis-a-vis important Government officials.
Dispute settlement and enforcement therefore serves as a key obstacle to private
sector development.

C. The Need for Policy Reform in the Export Sector

As discussed in Chapter II, Cameroon's export sector is highly concentrated within
three main commodity groups: petroleum, coffee, and cocoa. In 1984/85, these three
items accounted for over 80 percent of the country’s export bill and earned FCFA
636 billion in foreign exchange. Petroleum (54.1 percent) was the single largest
export item, followed by coffee (12.0 percent) and cocoa (l4.l1 percent). In
contrast, manufacture exports earned a meager CFA 59 billion in foreign exchange
or less than 6 percent of total export revenue. This overdependence has left the
country particularly vulnerable to external shocks as noted by the sharp decline
in export revenues since 1985 primarily due to the reduction in the world price for
these three commodities.

A combination of lower world prices and lower domestic production resulted in oil
revenues declining from FCFA 722 billion in 1984/85 to FCFA 232 billion in 1989/90.
During this period of time, o0il prices declined from $27.00 per barrel to $16.36
per barrel, while export volume declined by 20 percent. Although cocoa export
volume rose by 22 percent from 1984/85 to 1989/90, this was offset by a decline in
world cocoa prices from FCFA 977 per kg to FCFA 353 per kg. The result was that
cocoa export revenues were cut in half from FCFA 107 billion in 1984/85 to FCFA 58
billion in 1989/90. Similarly, although the export volume of coffee increased by
28 percent, world coffee prices tumbled from FCFA 1,338 per kg to FCFA 600 per kg
for Arabica and from FCFA 1,125 per kg to FCFA 347 per kg for Robusta. In turn,
coffee export revenue fell from FCFA 110 billion in 1984/85 to FCFA 52 billion in
1989/90. During this same period of time, manufacture exports remained stagnant,
earning on average FCFA 49 billion per year and comprising about 10 percent of total
exports.

The lack of economic -diversification has had severe implications not only for the
country'’s balance of payments, but also for its fiscal situation, its monetary and
financial system and national income. It is only prudent therefore that Cameroon
begin to pursue policies which will broaden and diversify its production/export base
into higher value-added activities and thereby reduce the country’s vulnerability
to external shocks. As discussed above in Section A, Cameroon is extrem:ly
fortunate to be endowed with rich natural resources, a well educated population and
a dynamic private sector. While there are presently severe constraints to export
development (as noted above in Section B), policy reform measures could alleviate
most of the these constraints. Moreover, policy reform has a greater potential of
having a positive effect on the economy given that the basic building blocks are
already in place. The objective of export sector policy reform should be to improve
the investment environment and reduce the domestic distortions which have impeded
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the foreign and domestic private sectors from being able to invest in and exploit
those areas where Cameroon has a comparative advantage. The Cameroon Free Zone
Regime is designed to accomplish this objective. By diversifying its production
and export base into agro-industrial and resource-based manufacturing, Cameroon will
be reducing its wvulnerability to external shocks, broadening its revenue base,
increasing value added and national income, while stimulating new areas of
employment.

D. The Cameroon Free Zone Regime
1. Overview of the Development and Principles of the Free Zone Regime

On January 29, 1990, President Paul Biya signed into law a Presidential Ordinance
creating a Free Zone Regime for export-oriented activities. When this ordinance
was subsequently ratified by the Cameroon National Assembly on July 1, 1990, it
represented the culmination of a year-long process aimed at establishing the
foundation for development of world-class, privately-owned and operated free zones
throughout the country. 1In drafting the Free Zone Law, the GRC learned from the
mistakes of other countries and put together a package of regulatory and financial
incentives which incorporated the best aspects of the export processing zones in
existence. Much of this insight and knowledge was gained during AID-sponsored
observational tours of the Free Zone regimes in Mauritius, the Dominican Republic
and Costa Rica. As will be discussed below, the result was a law which makes the
Cameroon Free Zone Regime competitive with the best of export processing zone
regimes worldwide.

There are three important principles established under the Cameroon Free Zone Regime
which will provide the country with an additional advantage vis-a-vis its
competitors. First, a regulato and administrative authorirt regarding the
establishment and operation of free zone enterprises previously held by various
government offices has been transferred to and centralized within the National
Office of Industrjal Free Zones (NOIFZ). The NOIFZ will serve as a "one-stop
shop” for Free Zone investment approval, as well as for the provision of all public
services relevant to Free Zone enterprises. This streamlined administrative
approval and regulatory system will replace the current one which, as discussed
above, can require some 24 steps involving 20 ministries, agencies or offices and
taking from 6 1/2 to 25 months to complete.

Second, the Free Zone regulatory and administrative authority (i.e., the NOIFZ)
is headed by a mixed -body with vate sector majority representation. The Board
of Directors of the NOIFZ is comprised of six representatives from the private
sector and three representatives from the public sector and will employ the system
of one-person, one-vote regarding all Board decisions. Once the Regime is fully
operational, free zone enterprises, operators and developers will directly elect
the six private members of the Board. Hence, the Office and its Board will be held
accountable to Free Zone users.

Third, because of the country’s rich and diverse natural resource base, the Free
Zone Regime in Cameroon allows for the creation of "point francs" or industry-
ecifi e o) activ w economic anc asons
equ to b o) ed o dja to the a ou uts Hence,
the Regime not only allows for the creation of "industrial free zone parks", but

‘I‘/
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also for the creation of industry-specific free zones which can be located
throughout the country. The Government has recognized that export activities in
Cameroon will not likely be those traditionally found in Free Zones throughout the
world (i.e., labor intensive activities such as textiles, clothing and assembly),
but rather domestic resource-based processing activities where the "location"
decision will likely be critical to the financial viability of the project. The
decision regarding location has therefore been left to the private sector.

2. Access to and Benefits Provided Under the Cameroon Free Zone Regime

As stated in the Free Zone Law, the requirements for an enterprise to gain access
to the Free Zone Regime are very straightforward. All enterprises which: (a)
produce goods and services exclusively for export or for sale to buyers who are
resident outside of Cameroon and (b) produce goods and services which will not have
deleterious effects on the environment are eligible for Free Zone status. In
addition, developers and operators of industrial free zones are also considered to
be free zone enterprises and are entitled to the entire pac<age of incentives
provided under the Free Zone Law.

The package of world-class incentives provided under the Free Zone Regime can be
summarized as follows:

o a streamlined 30-day investment approval system;
o a streamlined system of on-site customs inspection;
o a 10-year tax holiday from corporate profit tax followed by a flat

15 percent tax on profits thereafter;

o exoneration from all other direct and indirect taxes;

o exoneration from all customs duties, taxes and quotas;

o right to hold foreign exchange accounts;

o guaranteed right to transfer all profits, dividends and investments;

o ability to set wages on the basis of productivity and efficiency;
and

o right to install private telecommunication and utility systems.

As revealed in Table 1, this package of incentives makes the Cameroon Free Zone
Regime competitive with, if not better than, the best export processing zone regimes
found throughout the world. Further details regarding the incentives provided under
the Camerocon Free Zone Regime can be found in Annex C.

3. Addressing the Constraints to Export Development

As discussed above, there are eight primary constraints to export development in
Cameroon. While not alleviating these constraints entirely, the Cameroon Free Zone



s

COMPARISON QP FFEE TRADE ZONE INVESTMENT INCENTIVES IN SELECTED
DEVELCRPING QOUNTRIES

TABLE 1

» [ . . 13 » . 1
: H Cameroan H Costa Rica H El Salvador H Guatemala H Honduras H Mexico H
H : (EPZ) : (EPZ) H (EPZ) H (EPZ) : (EPZ) : (Maquiladora) :
. . ¢ 1} 1] , . 1]
H H H : H : : :
‘Corporate Incane ! 100% exerption for ! 100V exemption for ! 100V exemption for ! 100% exemption for ! 100% exemption {n ! 371 tax on corporate!
:Tax Abatement $ 10 years; 15% tax ! 6 years; SOV exemp- ¢ 10 years H 12 years ! perpetuity H inane H
H ! in corporate ! tion for 4 years H H : H H
H ! income there after ! following H H : H H
H H : : H H : H
Capital/Profits H No H No H Not : N : 3¢} : Ho H
{Repatriation ! restrictions ! restrictions H explicit ! restrictions ! restrictions H testrictions H
1] [ 1] . . . [} .
iDuty Treatment for ! 1008 exemption ! 1000 cxemption ! 1008 exemption ¢ 1008 exemption ¢ 100% exemption ! 100% exerprion :
tAll Drports and H H H : H H H
! Byorts H H H H H : H
: H H H : H H H
INo. of Days to H 0 : 90 H 45-50 ! Not Available : 35-40 : N/A :
{Rece{ve Agproval H H H : H H :
H : H H H : H :
iTax on Dividends :  100% exarption ! 100% exemption ! 1003 examption : 1008 exenption : 100V exemyxion ¢ o Examption :
. [] 1] [ ] . 1 1] 13
Restrictions on H None : None : None : None : Hone : e :
lforeign Ownecship ! : : . : H :
H : : : H : H !
sales To Local ! Case by case ¢ 49% of total output ! Case by case basis ! Limited access ! Unlimited access ! 20400 of total ¢
‘Market H s ! ) ! : ! :
H : H H H : H H
{Management of ! Unrestricted H Unrestricted H oontrolled H Unrestricted ! Unrestricted : wnt ol led H

’ * [] ’ 1 . .

tforeign Qurrency

esl



W)

TAHE 1 (Oontinued)
mmnmmmmmmmmm
DEVELOPING OOUNTRIES

H H Taiwan H Singapore : Hong Kong : Malaysia : Prulippines

: : (EP2) H (Science PRark) H : (EPZ) : (EP2)

1] 1] . 1] . .

!Corporate Income H fonal 1008 exemption ! 33% tax on corporate ! 181 tax on corporate ! 95 exenption for ! 331 tax on corporate
rro!

iTax Abatement ! for S years; otherwise ! {ncame H {ncame ! 5 years H 10T

H ¢ 201 tax on corporate H H : H

: : {ncome H : H :

H H : H H :

‘Capital/Profits H No : N H Not : NO ! Subject to twe avail-

‘Repatrfation ! restrictions ! restrictions H restrictions ! restrictions I ability of foreign

H : : : H H urrency

H : H : : :

lDuty Treatment for ! 100V examption ¢ 1008 examption ¢ 100% examption ¢ 100V examption for ! 100V exumption

1All Drpocts and Expocts ! H {tams : H most goads !

[ 1] . 1] . ]

tHo. of pays To Receive ¢ 10-30 : 30 : 1 ! Not Availakle : 10-30

!Approval H H H : H

: H H H : :

iTax on Dividends H 20% tax ¢ 100% examption ¢ 100% exerption : 108 tax H 350 tax

L3 1] t . 1] []

‘Restrictions on : None H None : None H None ! No foreign omership

‘Foreign Ownership H H H H : of land

: H : : : :

{Sales To Local ! 20% of total ouput : N/A : Unrestricted * 20% of total output ! 20% of toral output

Market ! o : : : :

H : H H : :

‘Management of Foreign !  Unrestricted H Unrestricted H Unrestricted H Unrestricted ! Not available

‘Qurrency H : H ! H




20

Regime does address the vast majority of the obstacles currently impeding export
growth and diversificarion. The discussion below will highlight exactly how the
provisions of the Free Zone Regime address each of the eight constraints noted in
Section C above.

(a) Excessive Regulatory Environment

Under the Free Zone Regime, the number of permits that must be obtained and the
number of procedures that must be followed in order to establish and operate an
export-oriented firm have been greatly reduced. A single application form replaces
the 24 independent steps that were previously required. Moreover, a single one-
stop shop for investment approval has been created (i.e., the NOIFZ) which replaces
the previous 20 ministries, offices and agencies that were required for investment
approval. In addition, the time required for Free Zone investment approval has been
reduced to 30 days in place of the 6 to 24 months that were previously required.
The Cameroon NOIFZ is one of the few one-stop shops that exist in the world to date
and is the first to be privately managed and operated. It should serve as a major
vehicle to attract foreign and domestic investment, given that it significantly
reduces the cost of establishing and operating a business in Cameroon and provides
a world class package of financial incentives. The Free Zore Regime also addresses
the important constraint created by the existing system of price and margin controls
and of domestic purchase requirements. Under the Regime, export industries are
exonerated from all price and margin controls and are free to purchase their inpucts
from local or foreign sources. Hence, not only can Free Zone enterprises set their
prices based on world market conditions, but they can also purchase their inputs
from local firms free from the system of price/margin controls. This will not only
increase the efficiency of Free Zone enterprises but also permit greater backward
linkages to the rest of the economy than currently permitted under the existing
system.

The Free Zone Law also creates a distinct set of rules and procedures that Free
Zone enterprises follow regarding hiring/firing workers as well as setting wages.
Free Zone enterprises are exonerated from the standard wage classification scheme
specified under the Labor Code which, as mentioned above, fixes all wages by
industrial sector, geographic location and level of formal education. In place of
this system, Free Zone enterprises have the right to freely negotiate contracts with
their employees. In particular, the Law specifies that Free Zone enterprises may
set wages on the basis of productivity and efficiency. The Law also states that
the restrictive and bureaucratic procedures regarding hiring/firing can be replaced
by the system agreed -upon between Free Zone employers and employees as developed
during their collective bargaining. The net effect of the Free Zone Labor Regime
is that wages can now be negotiated on the basis of market forces rather than by
administrative fiat. Since the current wage structure is believed to be
internationally uncompetitive, the liberalized setting of wages between Free Zone
enterprises and employees will most likely move 1in the direction of more
internationally competitive wage rates.

(b) Customs Clearance Procedures
The Free Zone Regime directly addresses the problem of customs delay and corruption.

First, the nature of the Free Zone customs regime reduces the opportunities for
customs officials to extract rents. Since Free Zomne enterprises are exonerated from

i
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all cariffs and taxes on their imports and exports, the task of "valuation" is no
longer required. In fact, this is the most likely point in the existing system
where customs officials hold a tremendous amount of administracive discretion and
can use their leverage vis-a-vis the businessman (and vice-a-versa). Under the Free
Zone Regime, this valuation activity no longer takes place. All imported raw
materials, intermediate goods and plant and equipment are allowed to enter the Free
Zones duty free. Second, customs clearance no longer takes place under the shroud
of the national customs at the port. Rather, the Free Zone Regime creates a system
of automatic transfer and on-site customs inspection at the enterprise. Moreover,
the Free Zone customs procedures require that goods be transferred and cleared in
a matter of days rather than weeks. In addition, the customs Lnspection procedure
takes place under the watchful eye of the zone developer, the zone enterprise and
a representative of the NOIFZ. These are the players who will ultimately provide
perforaance-based bonuses to Free Zone customs agents. Together, cthis will
significantly reduce the opportunity for the customs official to create unnecessary
delays while holding them accountable to Free Zone users.

(c) Overvaluation of the Franc CFA

Although the Free Zone Regime cannot directly address the problem of an
overvaluation in the pomjnal exchange rate, it does directly address the problem
of an overvaluation in the feal exchange rate. Cameroon does not have any direct
control over the fixing of the exchange rate of the Franc CFA. However, Government
policy can and does directly influence the level of prices and wages in the economy.
The current problem is that domestic wages and prices are excessively high to
foreigners, primarily because of the nominal exchange rate problem. If domestic
wages and prices declined (in terms of Franc CFA) while the nominal exchange rate
remained constant, there would in fact be a depreciation in the real exchange rate.
From the point of view of foreign investors, there is absolutely no difference if
the Franc CFA depreciated by 30 percent or if local wages and prices declined by
30 percent. The net effect on the businessman's cost structure would be identical.
Under the Free Zone Regime, enterprises are no longer subject to the
administratively determined minimum wages set under the Labor Code. Rather, Free
Zone enterprises are allowed to charge market wages set on the basis of productivity
and efficiency. Given the high level of unemployment in the country, wages in the
Free Zone should be sharply reduced in comparison to the existing administratively
determined wages. In addition, both wages and prices in the local economy are
beginning to decline as a result of the adjustment occurring under the SAP. For
example, wages were recently reduced by 30 percent across the board by a large
Government parastatal. Moreover, the Government recently announced that it was
unilaterally reducing the rent it pays for government housing and buildings by 15
percent. As the local economy continues to adjust to world prices through the
liberalization and structural adjustment occurring under the SAP, the real exchange
rate will continue to depreciate even if the nominal exchange rate does not. 1In
addition, it is highly probable that there will be a nominal depreciation in the
Franc CFA parity with the French Franc. The question no longer appears to be if,
but rather when. Most indications suggest that a nominal devaluation of 30 to 50
percent would likely occur between now and the EEC integration in 1992. This
nominal devaluation, in addition to the continuing decline in the local wage and
price level, will further increase the international competitiveness of Free Zone
exports.

L
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(d) Access to Credit

Under the Government's structural adjustment program, the local commercial banks
are being restructured. Non-performing assets are being stripped from the banks’
portfolio at the same time that the banks; owners are increasing their capital
contribution. In addition, the banks are to be majority privately held and are to
be run on a professional (rather than political) basis. The Societe de Banque
Commerciale-Credit Lyonnais (SCB-CL) was the first bank to be restructured and it
is expected that Societe Generale de Banque au Cameroun (SGBC), Bangue
Internationale de 1'Afrique de 1'Ouest (BIAO) and Banque Internationale de Commerce
et d'Industrie au Cameroun (BICIC) will be restructured before the end of this year.
These restructurings will greatly add to the availability of productive credit to
the private sector.

In addicion to these ongoing efforts, USAID/Cameroon has developed two complementary
activities to support the development of the Free Zone Regime and to assist Free
Zone enterprises in gaining access to local sources of finance. A Loan Portfolie
Guarantee (LPG) Program has been established in cooperation with AID's Private
Enterprise Bureau (PRE) whose aim is to increase the availability of credit to small
and medium-scale enterprises. Free Zone enterprises are generally of small and
medium scale. Moreover, given the current economic conditions, export-oriented
activicies hold the greatest potential for growth, It is most likely, therefore,
that banks participating under the LPG program will direct their loans to Free Zone
encerprises or to local firms providing inputs to Free Zone enterprises. In
addition, the Mission is providing techni:al assistance to three indigenous entities
that are interested in developing venture capital facilities. Financing from these
facilities are intended to bridge the gap between an entreprencurs bank financing
and own-resources. It is generally maintained that sizeable [inaucial resources
are kept outside of the banking system because of the lack of confidence in these
Institutions. Venture capital funds provide an alternative media for savers while
at the same time serving as an additional source of investment finance. Each of
the three groups receiving technical assistance (Caisse Commune d'Epargne et
d'Investissement, The Soppo Priso Group and La Financiere) see Free Zone related
activicies as being the primary beneficiary of these resources. Trgother, the LPG
program and the Venture Capital technical assistance should reduce the access to
credit constraint facing the private sector. In addition, foreign partners
participating in Free Zone related joint ventures with local businessmen will likely
provide additional sources of finance and access to world capital markets. These
foreign partners are more likely to do so knowing that the Free Zone Regime provides
improved opportunities for doing business in Cameroon.

(e) Access to Markets

In free zones throughout the world, foreign investors often create joint-ventures
with local businessmen. In these cases, the foreign investor provides the foreign
market, as well as access to technology. The local businessman, on the other hand,
provides the in-country sourcing of production. Together, an important gap is
bridged. The foreign investor is able to acquire an additional source of production
wicth minimal investment, while the local businessman is better able to produce at
world standards (due to the transfer of technology) and to tap previously unknown
markets. The Cameroon Free Zone Regime therefore provides an important opportunity
for local businessmen to gain access to world market. In addition, Cameroon is a
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beneficiary of various preferential market access agreements, including the General
Agreement on Tariffs and Trade (GATT), the EEC sponsored Lome Convention, and the
U.5. General System of Preferences (GSP). Foreign businessmen wishing to enter
these preferential markets could use the Cameroon Free Zone Regime as their
beachhead for penetration of these markets. In either case, the opportunity for
Cameroonian businessmen to penetrate new markets will likely be increased under the
Free Zone Regime.

(f) Inadequate Road Infrastructure and High Cost of Road Transport

Clearly, the Free Zone Regime cannot address the basic problem of inadequate road
infrastructure. It is important to note, however, that inter-city and main access
road projects presently comprise sizeable portions of the Government’'s Four Year
Public Investment Program. Moreover, most Free Zone related activities will
transport goods in the direction of the principal ports of exit (i.e., Yaounde and
Douala), where the road network to and from is quite good. This point is supported
by the findings of the Services Group who noted that the road system in Cameroon
1s adequate for Free Zone development, especially since the roads in and around
Douala, Yaounde, Limbe and (soon to be) Kribi are in excellent condition. With
regard to the Point Franc enterprises, the quality of the road network will
inevitably play an important part regarding the location decision. To the extent
that the cost of gaining access to domestic resources is negatively affected by
inadequate road infrastructure, the degree of backward linkages with the rest of
the economy will be minimized. These are constraints that must be lived with in
the short-term and should be overcome in the medium to long term. In sum, the Free
Zone Regime will provide greater opportunities for export development within the
existing constraints of the road network.

(g) Inadequate and High Cost Telecommunication System

Under the Free Zone Regime, firms will be allowed to have their own teleports which
would greatly reduce the cost of telecommunications. In addition, the Free Zone
Law wandates that the local telecommunication company pass through the INTELSAT rate
plus a 25 percent mark-up for administrative costs to all Free Zone enterprises,
Together, these provisions will likely permit communication-intensive industries
to be competitive in Cameroon.

(h) Inadequate Legal System

Under the Free Zone-Law, the NOIFZ is empowered to establish procedures for
settlement by mutual agreement of disputes arising between key players under the
Free Zone Regime. The purpose of these dispute settlement mechanisms is to create
an objective and fair system of arbitration outside the local court system. In
addicion, the purpose is to facilitate the quick settlement of disputes so that time
and money is not unnecessarily lost.

4. The Demand for the Cameroonian Free Zone Regime

The above sections discussed Cameroon’s comparative advantages, as well as the
added competitive advantages provided by the creation of its world-class Free Zone
Regime. While the combination of the country's resource base and the package of
incentives provided under the Free Zone Regime appears to be very attractive, the
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test will be in the number of developers and enterprises that ultimately are
attracted to the Regime. A series of analyses were recently performed regarding
the potential demand for the Cameroon Free Zone Regime. The Services Group carried
out a survey of 182 firms located throughout the world, witch 35 percent (64 firms)
based in the United States and Canada, 33 percent (60 firms) based in Europe, 15
percent (28 firms) based in Asia and 17 percent (30 firms) based in Africa. In
addition, the MAPS Private Sector Diagnostic involved a survey of some 400
Cameroonian firms. Together, these two analyses provide important insight into the
existing and potential demand for the Cameroon Free Zone Regime. Based on the
indications provided by these two surveys, the development and implementation of
the Free Zone Regime appears to be fully jusctified. It is important to note,
however, that the interest expressed to date was in the absence of any formal
information or investment promotion campaign regarding the Cameroon Free Zone Regime
or the business opportunities available in Cameroon. Hence, with a proper
investment primotion program, the actual demand for the Cameroon Free Zone Regime
is likely to be even greater.

(a) The TSG International Market Survey

The TSG Survey found considerable interest by foreign investors in the Cameroon
Free Zone Regime. Of the 182 firms surveyed, 21.5 percent (39 firms) expressed a
high level of interest with 42 percent (75 firms) requesting further information
on the Regime and 15 percent (24 firms) expressing interest in participating of an
investment mission to Cameroon in the near future. These levels of interest were
particularly significant when compared to other market surveys undertaken for
similar Free Zone projects. High levels of interest expressed in market surveys
during the initial stages of development of a Free Zone project usually range from
10 to 14 percent.?

Wicth regard to the firms that expressed a high level of interest in the Cameroon
Free Zone Regime, the TSG Survey found thar 33 percent (15 firms) were involved in
agro-processing. These included food-processing (canning, Juicing, freezing and
other related activities) as welj as wood-processing (i.e., furniture manufacturing,
paper mills, etc.) businesses. 21 percent (8 firms) were in apparel, 15 percent
(6 firms) were in mechanical assembly, 5 percent (2 firms) were in electronics.
The remaining 8 firms were from "other" industries, including pharmaceutical,
chemicals, information services, toys, plastics and sporting goods. The level of
interest expressed by apparel and electronics manufacturers was especially
interesting, given the existing high wage levels in Cameroon. Typically, labor-
intensive, light manufacturers prefer very low wage countries in which to locate.
The high level of interest expressed by apparel firms seems to imply that the
current wage levels are not a deterrent or that the liberalization of
administratively determined wages should result in more internationally competitive
wage rates. As discussed above, the MAPS Survey found that most firms saw the best

2 The higher percentage of firms expressing high levels of interest in the
Cameroon Free Zone could be explained in part by the fact that the survey was of
highly targeted firms, most of which had been identified as having investigzated
investment potential in Africa in the past. Nonetheless, this survey serves as a
useful indicator of the near- to medium-term interest in investing under cthe
Cameroon Free Zone Regime.
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future prospects in the agro-industrial sector, with forest products being of
particular attraction.

Of the 64 firms contacted in the U.S. and Canada, cthe highest expressions of
interest came from agro-processing firms and from firms in the mechanical
manufacturing and "other" sectors. Almost 50 percent of the firms surveyed (31
firms) requested further information with 28 percent (18 firms) expressing a high
level of interest in visiting Cameroon and further investigating the Regime. The
lowest level of interest came from electronics (no firms) and apparel (1 firm)
sectors. Of the 60 European firms interviewed, 65 percent expressed no interest
in further investigating the possibility of locating in the proposed Free Zone
while 18 percent (1l firms) indicated a high level of interest. Primary areas of
interest were agro-industry by U.K. firms and "low-end" apparel manufacturing by
French firms. The majority of U.K. firms surveyed were domestic market oriented
and had lictle interest in offshore investment, with the exception of the large-
scale agro-processing industries. There was low level of interest expressed from
Asian firms (1 out of 28 firms), which was expected. Asian foreign investment in
manufacturing is primarily oriented vowards other Asian countries and increasingly
" towards the Caribbean region. Nonetheless, 10 Asian firms requested more
information on the Cameroon Free Zone Regime. Finally, of the 15 firms surveyed
in Mauritius, 20 percent (3 firms) were highly interested. It is believed that the
lack of interest by the remaining firms was mainly due to the fact that the firms
were well established and did not have any expansion or relocation plans at the
current time. Of the 15 firms contacted within Cameroon, 40 percent (6 firms)
expressed a high level of interest in applying for the Free Zone. These firms
included an apparel firm, a household appliance firm, a fruit exporter, a soap and
laundry detergent producer, a metal container producer and a chocolate exporter,

(b) The HMAPS Private Sector Survey

In the case of the MAPS survey, more than 95 percent of the firms surveyed had heard
about the Free Zone Regime, with 60 percent (240 firms) stating that they were
interested in qualifying under the Regime. Of the firms showing an interest in the
Regime, 25 percent said that they would be willing to relocate into an industrial
park style Free Zone, while 40 percent thought that they would seek Peint Franc
status. Moreover, the MAPS survey identified 28 firms which currently export 100
percent of their production who stated that they were interested in the Free Zone
Regime. The remaining 224 firms that expressed interest in the Regime currently
do not export 100 percent of their production.

0f the firms currently involved in exporting, 50 percent target the European market
while only 38 percent target markets within the immediate region (i.e., wicthin
UDEAC). Over 80 percent of agro-industrial exports are directed toward the EEC
market, while manufacture exports (53 percent) are primarily directed within the
UDEAC market. Regarding the future, 62 percent of the respondents believed that
the EEC market would be best for agro-industrial exports, while 74 percent
maintained that UDEAC would continue to be the dominant market for the country's
manufacture exports. This seems reasonable given that the high quality standards
demanded by the European market for manufacture products would most likely make it
difficult for a Cameroonian firm to compete. In the case of agro-processing, the
market is more specialized and sourcing is limited to those countries which have
the relevant natural resource base.
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well over one-half of the respondents stated that they were interested in developing
joint-ventures with foreign partners, particularly wicth regard to attaining capical,
technology, managerial know-how and access to world markets. This reinforces a key
assumption underlying PREPS. While the Cameroonian private secror is well versed
in producing agro-industrial and other manufacture goods, it lacks knowledge of and
access to modern production techniques and managerial know-how, as well as to world
capital and end-product markets. The development of joint ventures. which combine
local knowledge of the resource and production base with access to world markets
and technology will most likely serve as the basis for successful business
activities under the Cameroon Free Zone Regime.

(c) The OPIC/AID Investment Mission

In support of the ongoing Africa Free Zone Initiative and of the development of
the Free Zone Regime in Cameroon, OPIC and A.I.D. are organizing an investment
mission to explore possible joint-venture activities with Cameroonian investors.
The mission will visit Cameroon from September 12 to 15, 1990 and hold discussions
- with local businessmen interested in establishing joint ventures with foreign
businessmen for the purpose of exporting under the country’s Free Zone Regime.
Although it is still very early, a variety of American firms have expressed interest
in partic.pating in this mission and in learning more about the Cameroon Free Zone
Regime. "hese include: Coil International (heat and air conditioning equipment),
Ralston Purina International (agro-processing), Electronjc Liquid Fillers, Inc.
(automatic liquid filling equipment), Coastal Corporation (energy and refining),
Grand Mesa International, Inc. (food processing, citrus julces and vegetable
packaging), Interkiln (brick manufacturing), CRW Corporation (mining, sand, gravel,
asphalt processing), Osmose International (wood products), Leeward, Inc. (medical
equipment) and the Lunkenheimer Company (industrial control valves). While this
list is only preliminary and does not mean that these firms will ultimately invest
in Cameroon, it is indicative of the broad-based interest in the Free Zone Regime
in a variety of areas of manufacturing and processing. Moreover, the diversity of
activities noted above (i.e., brick manufacturing, heat and air conditioning
equipment, automatic liquid filling equipment, medical equipment and industrial
control valves) noted above implies that it is very difficult, a priori, to predict
exactly which types of firms would be interested in investing under the Regime.
The aim of PREPS is to create a distortion-free, world-class environment for export
processing in Cameroon without any bias or preconceived notion regarding the
particular economic activities that will evolve. These microeconomic decisions are
best left to the private sector.
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IV. Description of the Program for Policy Reform
in the Export Processing Secctor (PREPS)

The Cameroon Program of Policy Reform in the Export Processing Sector (PREPS: Grant
no. 631-T-604 and Project no. 631-0074) consists of a non-project assistance (NPA)
cash grant of $3.1 million and a project assistance (PA) component of $3.06 million
over the five-year life of the program. In addition to USAID's contribution, the
GRC will provide in-kind support valued at $1.66 million, while the private sector
will continue to make appropriate contributions in support of the Regime.

A. Program Goal and Purpose

The goal of PREPS is to assist Cameroon in increasing investment, employment and
production and in expanding markets in the export processing sector. This goal is
important to the achievement of USAID/Cameroon’s Country Development Strategy
Statement (CDSS) goal which is to assist Cameroon in attaining sustainable, broad-
based economic growth. As discussed in Chapter II, Cameroon'’'s recent high rates
"~ of growth in GDP were dependent upon a very narrow production and export base, and
have reversed since 1986 when revenues from exports began to plummet. Attainment
of the PREPS goal will directly contribute to USAID's program goal of sustained,
broad-based economic growth by generating the following results:

o greater diversification into the production of non-traditional and
higher value-added export processing activities;

o increased export volume and value;

o increased number of export-oriented firms;

o increased number of new jobs created by Free Trade Zone enterprises;
and

o increased linkages between Free Zone activities and local suppliers

of goods and services (i.e., backward linkages).

The purpose of PREPS is to support the development and implementation of a privately
managed Free Zone Regime which operates efficiently and in strict adherence with
the intent and provisions of the Cameroon Free Zone Law. This purpose promotes the
attainment of two of .the three strategic objectives established by USAID/Cameroon
in support of its CDSS goal. These strategic objectives are: (1) the development
of a market-oriented, competitive private sector and (2) the reduction in the over-
extended role of the public sector in economic activities. USAID/Cameroon has
determined that programs and projects which support reforms in the area of trade
and pricing policy will be used as principal interventions for promoting a market-
oriented private sector. PREPS will enable implementation of reforms enacted under
the new Free Zone Regime. The main thrust of the Regime is to liberalize policies
related to the export processing sector, and thereby reduce the GRC's involvement
in this important part of the economy. By the end of the program, PREPS will have
contributed to the creation of an environment where local private enterprises can
compete in world markets and will have helped to reduce the excessive GRC
involvement in the export processing sector. Moreover, the benefits resulting from
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the liberalization of policies in this sector should serve a demonstration case of
the virtues and gains to be had from the liberalization of policies related to the
general economy (i.e., those being pursued under the GRC's medium-term structural
adjustment program). In this regard, PREPS should have a positive effect on policy
reforms beyond those relating to the export processing sector.

B. The PREPS Strategy
l. Program Strategy

The obstacles to growth and to the attainment of the goal-level objectives are
related to constraints which impede access to three basic economic factors of
production, namely physical, human and financial capital. The extent to which lack
of these constraints impede growth can be influenced directly by government
policies. The analysis provided above in Chapter III regarding the obstacles to
the development of the export Processing sector in Cameroon reveals that inefficient
GRC policies have constrained the efficient use of these factors of production and
have consequently had a negative effect on economic growth,

The GRC recognizes the need to remove economic distortions and has responded by
establishing che following as policy objectives for the export sector: (1) co
diversify the country'’s production and export base: (2) to increase value added;
(3) to enhance foreign exchange earnings; and (4) to increase new employment,
Attainment of these objectives requires two important steps: (1) promulgation of
appropriate rules, regulations and procedures and (2) development of new
institutional arrangements to ensure the effective implementation and enforcement
of these new rules, regulations and procedures.

The GRC took the first step in this process on January 29, 1990 when President Paul
Biya signed into law a Presidential Ordinance creating the Free Zone Regime. The
law creates certain rights and privileges and provides financial incentives that
make the Cameroon Free Zone Regime competitive with the most attractive free zone
regimes throughout the world. Chapter III described the Cameroon Free Zone Regime
and further details regarding the package of incentives provided under the Regime
can be found in Annex C.

The purpose of PREPS is to assist Cameroon in taking the second important step --
namely, the impleuwentation of the new institutional arrangemsnts created by the
Free Zone Law. Evidence of the sound implementation of these arrangements will be
the development of a privately-managed Free Zone Regime which operates efficiently
and in strict adherence with tha intent and provisions of the Free Zone Law and

Implementing Regulations. As designed, PREPS will measure the successful
performance of the Regime by monitoring its effect on the immediate beneficiaries
of the program (i.e., Free Zone developers and enterprises). The following

indicators will be used to evaluate this performance:

o decreased time and cost required for entrepreneurs to acquire
approval for investments in the export processing sector;

o decreased time and cost required for entrepreneurs to acquire all
necessary public services ( e.g., labor permits, residency permits,
visas, etc.)
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o decreased time and cost required for customs clearance of imports
and exports; and

o increased objectivity and efficiency in the settlement of disputes
among and between private investors in the Free Zone and entities
charged with regulatory and administrative responsibilities.

The constraints to attaining this performance are lack of the following: (1) clear
and ctransparent rules, regulations, and procedures to bring into full effect the
rights and incentives created by the Free Zune Law; (2) established practices and
procedures to ensure strict compliance with and enforcement of the Free Zone Law:
and (3) technical expertise, institutional capacity and support materials to ensure
that the entities created under the Regime operate efficiently and independent of
political interference. To address these constraints, PREPS will provide inputs
in the way of a sector cash grant to promote compliance with the Law and to support
operating and other material costs, training and technical assistance to ensure a
sustainable institutional capacity to implement and manage the Regime. Hence, the
PREPS strategy is to provide financial and technical assistance to support the
implementation of the Free Zone Regime and to assess the effect of this assistance
by measuring its impact on the direct beneficiaries (i.e., Free Zone developers and
enterprises). Based on this test, if the Regime performs well, the program will
have accomplished its purpose.

The Logical Framework (Annex D) lists the assumptions regarding economic and
political phenomena that are beyond the manageable control of this program. If
these assumptions hold, the implementation of PREPS will directly contribute to the
goal of increased investment, greater value-added, new employment, higher production
and expanded export markets.

2. Program Modality

PREPS will be implemented using a combined NPA and PA mode. The selection of this
modality was based on the analysis of the constraints to the attainment of the
program purpose, the design requirements to eliminate these constraints, and the
convenience offered by each mode. The test used to choose between NPA and PA or
to use a combination of NPA and PA in responding to each constraint compared: (1)
the efficiency and effectiveness of each mode in addressing the constraints and (2)
the likelihood that the modes would promote sustainable results. The following
summarizes the conclusions of this test.

Test=> Efficiency and Effectiveness

(1) The Free Zone legislation creates rights and responsibilities regarding the
private sector and the government. Guidelines for applying the law must be
developed through rules, regulations and procedures. The Free Zone Regime is
new to the Cameroonian environment and is universally novel in many respects.
Consequently, it is not possible to foresee many of the technical questions aud
requirements that may appear during implementation. The NPA mode accommodates
this uncertainty by allowing more scope for adjusting uses of funds than allowed
for transfers between budget line items under the PA mode. In addition, the
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tranched disbursement/review process under NPA allows more flexibiliety in
determining and fine-tuning future conditionality .

(2) The purpose level objectives are also constrained by the lack of technical
knowiedge, information and expertise on how to develop and implement the new
administrative arrangements created by the Free Zone Regime. This constraint
is best addressed through carefully designed technical assistance, training and
research. The PA mode is therefore the more effective of the two modalicies for
the provisions of these inputs.

(3) Optimal use of the NPA mode will reduce the administrative burden on the
NOIFZ and USAID/Cameroon. Under the NPA mode, all funds provided directly to
the NOIFZ will be dollar generated, GRC-owned local currency. As a result, the
NOIFZ and USAID/Cameroon will not be held to the same level of accountability,
tracking and reporting that would be required if U.S.-owned local currency were
disbursed directly to the NOIFZ under the PA mode. However, the NPA requires
reasonable measures to assure proper use of these funds. The NOIFZ is required
to put in place appropriate systems to ensure that generally accepted accounting
standards and practices are maintained. Conditions precedent to the disbursement
of all local currency counterpart funds to the NOIFZ will ensure that these
systems are in place. The PA component will also provide technical assistance
to support the institutional capacity of the NOIFZ to maintain these systems.
In addition, the flexibility provided by the NPA component will allow the NOIFZ
to hire local expertise, as reeded, and make its own decisions regarding the
appropriate and efficient use of its budgetary resources given the existing
demand for access to the Free Zone Regime. It will also help the NOIFZ acquire
the experience and develop the expertise to manage its internal affairs.

TEST => Sustainabilicy

(1) Since the Free Zone Law is new, there is no precedent to govern the roles
of and communication between the NOIFZ and relevant GRC entities. New patterns
of conducting business will be required. In addition, the success of the Regime
will, in large part, depend on the effective and efficient performance of both
the GRC and the NOIFZ. Conditionality vis-a-vis the GRC and the NOIFZ would
provide an added incentive for both of these entities to perform efficiently,
For example, several of the GRC ministries will have to delegate authority
previously held by them to the NOIFZ. 1In turn, the NOIFZ must develop and
implement administrative and regulatory procedures and practices. Unless both
parties are intricately involved in the process of change, the new practices may
not be fully accepted and institutionalized. In addition, knowledge gained
during the implementation stage is necessary to identify future conditionalities
that will be required to ensure the proper and full implementation of the Regime.
The tranched disbursements of dollars to the GRC (regarding actions that it alone
must take) and of local currency counterpart resources to the NOIFZ and the IPC
(regarding actions for which they alone are to be held accountable) under the
NPA mode provides the necessary flexibility to respond to new uncertainties as
they develop.

(2) The NPA mode has an advantage over PA in terms of promoting an internal
NOIFZ capability for program and financial management. Unlike the PA mode, uses
of funds disbursed to the NOIFZ will not be tied to budget line items, so that

1
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the NOIFZ will have the flexibility to assess and determine its program needs
and respond accordingly.

The above analysis revealed that a program using both NPA and PA will best assure
attainment of the objectives of PREPS. The two modes provide discrete inputs in
support of activities designed to attain a common goal, purpose and output.

C. Policy Reform Agenda
PREPS is designed to address the administrative and regulatory constraints to
promoting the export sector in Cameroon. These constraints can be grouped into the

following general categories:

o excessive regulatory and administrative environment regarding the
establishment and operation of a business;

o inefficient and irregular customs system;
o restrictive labor arrangements; and
o an inefficient legal system which lacks enforcement capability.

The following describes the reforms that PREPS will implement. Implementation will
take place in three stages. The first stage requires issuance of implementing
regulations regarding the rules and procedures created by the Free Zone Law. The
second stage involves the full implementation of the new institutional arrangements,
including the efficient operation of the entities created by the Law. The final
stage focuses on the well functioning of the Regime. Disbursement of dollars to
the GRC will be conditioned on the government’s compliance with the Free Zone Law
(see draft program agreement in Annex L). In addition, a second set of conditions
will apply to release of the dollar-generated local currency to ensure the efficient
and effective performance of the NOIFZ and the transitional IPC. Local currency
disbursements will be subject to agreement by A.I.D. that the conditions for release
have been met. Annual local currency disbursements are planned for the NOIFZ over
the five-year period 1990 to 1995 and for the IPC over the two-year period 1990 to
1992,

1. Conditions Precedent to Disbursement of Dollars
(a) First Disbursement of Dollars

Prior to the first disbursement of $ 1,300,000 dollars under the program sector cash
grant, or to the issuance by A.I.D. of documentation pursuant to which disbursement
will be made, the Grantee will, except as the Parties may otherwise agree in
writing, furnish to A.I.D., in form and substance satisfactory to A.I1.D., all of
the following:

(1) An opinion of legal counsel that the Program Agreement has been duly
authorized and executed on behalf of the Grantee and that it constitutes
a valid, legally binding obligation of the Grantee in accordance with all
of its terms;
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(i1) An opinion of legal counsel that the National Office for Indusctrial
Free Zones (the “NOIFZ"), established pursuant to Chapter II, Section I,
Article 4 of the Free Zone Law is duly autnorized and empowered pursuant
to the laws of the Republic of Cameroon to exercise all of the powers and
responsibilities delegated to it pursuant to the Law.

(iii) A statement of the names and titles of the persons who will act as
representatives of the Grantee. under Section 8.2 of this Agreement,
together with a specimen signature of each person named in such statement;

(iv) A statement designating the U.S. bank and specifying the account
number of the Separate Dollar Account into which disbursements of U.S,
dollars are to be made;

(v) A statement confirming that the Special Local Currency Account required
to be established pursuant to Section 5.1 of this Agreement has been opened
in the name of the Government of the Republic of Cameroon and specifying
the number of the account;

(vi) Written procedures describing the mechanism by which local currency
will be released from the Special Local Currency Account and the procedures
which will assure that funds from the Special Local Currency Account are
used for purposes agreed upon with A.1.D.;

(vii) An official copy of the ministerial order (arrete) containing the
Implementing Regulations for the Free Zone Law which specifically address
the following areas:

(a) cthe Free Zone Regime investment approval process;

(b) the Industrial Free Zone land designation process;

(¢) the Industrial Free Zone developer approval process:

(d) the responsibilities and procedures regarding the public service
which provides all services required from state-owned entities by
developers, operators and enterprises of Industrial Free Zones (the
"Free Zone Administrative Service");

(e) on-site customs inspections;

(£) the holding of foreign exchange, foreign exchange-denominated
bank accounts and the transfer of funds accrued or invested by
Industrial Free Zone enterprises;

(g) the negotiation of contracts between Industrial Free Zone
employers and employees and the hiring, firing and establishment of

winimum wages for Industrial Free Zone employees;

(h) the private provision of electricity, water and international
telecommunication services;
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(i) preferential user rates regarding the provision of utilities and
public services to Industrial Free Zone enterprises: and

(j) dispute settlement mechanisms regarding:
- Free Zone Regime investment approval;
- Industrial Free Zone developer and operator approval;
- Industrial Free Zone land designation;
- Industrial Free Zone customs;
- Industrial Free Zone Administrative Service:; and

- other ministries, agencies and instrumentalities of the
Government of the Republic of Cameroon.

Second Disbursements of Dollars

Prior to the second disbursement of $1,000,000 dollars under the program sector cash
grant, or to the issuance by A.I.D. of documentation pursuant to which disbursement
will be made, the Grantee will, except as the Parties may otherwise agree in
writing, furnish to A.I.D., in form and substance satisfactory to A.I.D., evidence
of all of the following:

(1) the Grantee has not discontinued, reversed or otherwise impeded any
action it has taken in satisfaction of any of the conditions precedent to
the first disbursement of dollars under the Grant;

(i1) an opinion of legal counsel that the Investment Promotion Center (the
"IPC") has been duly organized and {s duly authorized and empowered
pursuant to the laws of the Republic of Cameroon to exercise all of the
powers and responsibilities which may be delegated to it pursuant to the
laws of the Republic of Cameroon which authorized its creation;

(111) copies of official records of the Government of Cameroon and the
NOIFZ, indicating that:

(a) the designation of Industrial Free Zones has %een regularly
effected either by action of the Minister in charg:e of industrial
development within thirty (30) days of receipt of a complete
application for such designation or by automatic approval as provided
in Chapter III, Article 6(b) of the Free Zone Law when the Minisce)
in charge of industrial development has failed to take any action
within thirty (30) days of receipt of a complete application for such
designation;

(b) Industrial Free Zone on-site customs inspections are operating
in compliance with all of the applicable provisions of the Free Zone
Law and Implementing Regulations;

o~
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(c) the operation of the Industrial Free Zone Administrative Service
is in compliance with all of cthe applicable provisions of the Free
Zone Law and Implementing Regulations;

(d) Free Zone labor procedures are in compliance with all of the
applicable provisions of the Free Zone Law and the Implementing
Regulations;

(iv) a detailed Industrial Free Zone customs manual which fully complies
with all of the applicable provisions of the Free Zone Law and Implementing
Regulations;

(v) the annual review meeting described in Section 6.4(g) of the Program
Agreement has been held as provided in such Section and a plan of action
addressing the issues raised during such meeting have been agreed upon by
the Grantee and A.I.D.

(c) Third Disbursement of Dollars

Prior to the third disbursement of $800,000 dollars under the program cash sector
grant, or to the issuance by A.I.D. of documentation pursuant to which disbursement
will be made, the Grantee will, except as the Parties may otherwise agree in
writing, furnish to A.I.D., in form and substance satisfactory to A.I.D., evidence
of all of the following:

(1) the Grantee has not discontinued, reversed or otherwise impeded any
action it has taken in satisfaction of any of the conditions precedent to
the first or the second disbursement of dollars under the Program grant;

(ii) cthe NOIFZ continues to function substantially as indicated or agreed
to pursuant to paragraphs (iii), (iv) and (v) of Section C.1.(b) above:

(1ii) the annual review meeting described in Section 6.4(g) of the Program
Agreement has been held as provided in such Section and a plan of action
addressing the issues raised during such meeting have been agreed upon by
the Grantee and A.I.D,

2. Conditions Precedent to Relcase of Local Currency from the Special Local
Currency Account

(a) General Conditions Precedent to Release of Local Currency

(1) Prior to each release of local currency funds from the Special Local
Currency Account, a written agreement, in form and substance satisfactory
to A.I.D., shall have been signed by A.I1.D., the Grantee and any recipients
of the funds to be disbursed pursuant to each release thereof from the
Special Local Currency Account which sets forth:

(a) a plan for the use of such funds;
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(b) the specific conditions precedent for release of such local
currency funds as specified in Sections 5.3, 5.4 or 5.5, whichever
is applicable, of the Program Agreement; and

(c) a description of the financial mechanisms and the terms and
conditions by which such funds will be made available for such
planned use.

(ii) The written agreement described in Section 5.2 of cthe Program
Agreement will be signed by A.1.D. only after A.I.D. is satisfied that the
conditions precedent for release of funds from the Special Local Currency
Account during a particular time period, as specified in Sections 5.3, 5.4
or 5.5 of this Agreement, whichever is applicable, have been fulfilled.

Conditions Precedent to Release of Funds During the First Term.

(1) Piior to disbursements of local currency from the Special Local
Currency Account between October 1, 1990 and December 31, 1991 (che "First
Term") for purposes of budgetary support to the NOIFZ, except as the
Parties may otherwise agree in writing, A.I.D. shall require the provision
of all of the following, in form and substance acceptable to A.I1.D.:

(a) an official, notarized copy of the corporate charter of the
NOIFZ;

(b) an opinion of legal counsel that the NOIFZ has been duly
organized and is in good standing as a non-profit, private entity
according the laws of the Republic of Cameroon:

(c) the identity of the general manager of the NOIFZ:
(d) the identity of the accountant for the NOIFZ; and

(e) evidence that the NOIFZ has established accounting procedures
in accordance with generally accepted accounting principles and
practices consistently applied.

(ii) Prior to disbursements of local currency from the Special Local
Currency Account during the First Term for purposes ot budgetary support
to the IPC, except as the Parties may otherwise agree in writing, A.I.D.
shall require the provision of all of the following, in form and substance
satisfactory to A.I.D.:

(a) an official, notarized copy of the corporate charter of IPC;

(b) an opinion of legal counsel that the IPC has been duly organized
and is in good standing as a non-profit, private entity according
the laws of the Republic of Cameroon;

(c) evidence that a Board of Directors for the IPC consisting of
representatives from both the public and the private sectors, but
with a majority of private sector representatives, has been duly

~
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selected. Evidence shall also include a list of the names of the
members of the Board of Direccors:

(d) the identity of the general manager of the IPC;
(e) the identity of the accountant for the 1PC;

(f) evidence, accuptable to A.I.D., that che IPC has established
accounting procedures in accordance with generally accepcted
accounting principles and practices consistently applied: and

(g) an agreement in writing between A.1.D. and the Board of Directors
of the IPC regarding an action plan which the IPC will put into
effect before any disbursements from the Special Local Currency
Account are made during the Second Term (a: hereinafter defined).

(1ii) Prior to disbursements of local currency from the Special Local
Currency Account during the First Term for purposes in support of cthe
objectives of the Program other than budgetary support to the NOIFZ or the
I[PC, A.1.D. shall require chat a written agreement must be reached between
the Grantee and A.I.D. specifying such other purposes for local currency
itilization,

(c) Conditions Precedent to Releasa of Funds During the Second Term.

i) Prior to disburseme:ts of local currency from the Special Local
-urrency Account between January 1, 1992 and December 31, 1992 (the "Second
‘erm") for purposes of budgetary support to the NOIFZ, except as the
’arties may otherwise agree in writing, A.I.D. shall require the provision
'f all of the following, in form and substance satisfactory to A.I1.D.:

(a) an official documentation indicating that the NOIFZ is registered
as an entity duly constituted and existing under the laws of the
Republic of Cameroon:

(b) an opinion of legal counsel that the NOIFZ is in good standing
as a non-profit, private entity according to the laws of the Republic
of Cameroon;

(c) official copies of documentation from the NOIFZ indicating, to
the satisfaction of A.I.D., that the NOIFZ has carried out, in full
compliance with the Free Zone Law and the Implementing Regulations,
all of the following:

- by action of its Board of Directors, adopted internal rules
and procedures regarding:
- the Free Zone Regime investment approval process,
- the Industrial Free Zone designation process,
- the Industrial Free Zone Administrative Service and
- the provision of any and all permits related thereto;
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- implemented a system for the dissemination of information
regarding the procedures established for:
- the Free Zone Regime investment approval process,
- the Industrial Free Zone designation process,
- the Industrial Free Zone Administrative Service and
- the provision of any and all permits related thereto;

- established a single application form for requests for Free
Zone Regime investment approval;

- established a single application form for requests for
Industrial Free Zone developer approval;

- established a single application form for requests for
Industrial Free Zone designation;

- implemented a system which processes requests for Free Zone
Regime investment approval and issues a decision regarding such
requests within thirty (30) days after the submission of a
completed application for such approval;

- implemented a system which processes requests for Industrial
Free Zone developer approval and issues a decision regarding
such requests within thirty (30) days after the submission of
a completed application for such approval;

- implemented a system which processes requests for Industrial
Free Zone designation and issues a decision regarding such
requests within thirty (30) days after the submission of a
completed application for such designation;

- established dispute settlement mechanisms regarding
controversies involving the NOIFZ and applicants for Free Zone
Regime investment approval, Industrial Free Zone developer
approval and Industrial Free Zone designation; and

(d) evidence of:

- the Identification by the NOIFZ of appropriate sources of
financing other than A.I.D.; and

- the development by the NOIFZ of a medium-term financial plan
for its next budgetary year; and

(e) evidence that the local currency disbursed to the NOIFZ from the
Special Local Currency Account during the First Term was used for
the purposes agreed upon by the Grantee and A.I.D.

(11) Prior to disbursements of local currency from the Special Local
Currency Account during the Second Term for purposes of budgecary support
to the IPC, except as the parties may otherwise agree in writing, A.I.D.
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shall require the provision of all of the following, in form and substance
satisfactory to A.1.D.:

(a) an official documentation indicating that the IPC is registered
as an entity duly constituted and existing under the laws of the
Republic of Cameroon;

(b) an opinion of legal counsel that the IPC is in good standing as
a non-profit, private entity according to the laws of the Republic
of Cameroon;

(c¢) an official copy of the by-laws and other internal rules and
regulactions of the IPC;

(d) evidence that the LlPC is functioning according to the action plan
agreed upon pursuant to Section 5.3 (b)(vii) of che Program
Agreement; and

(e) evidence that the local currency disbursed to the IPC from the
Special Local Currency Account during the First Term was used for
the purposes agreed upon by the Grantee and A.I.D,

(iii) Prior to disbursements of local currency from the Special Local
Currency Account during the Second Term for other purposes in support of
the objectives of the Program as may be agreed upon by the Parties, A.1.D.
shall require the provision of evidence of the following, in form and
substance satisfactory to A.I.D.:

(a) a written agreement between A.I.D. and the Grantee specifying
such other purposes for local currency utilization; and

(b) evidence that the local currency disbursed from the Special Local
Currency Account during the First Term for purposes other than
budgetary support to the NOIFZ and the IPC was used for such other
purposes as agreed upon by the Grantee and A.I1.D.

(d) Conditions Precedent to Release of Funds Subsequent to the Second Term

(D) Prior to disbursements of local currency from the Special Local
Currency Account between January 1, 1993 and December 31, 1993 (the "Third
Term"), between January 1, 1994 and December 31, 1994 (the "Fourth Term")
and between January 1, 1995 and December 31, 1995 (the "Fifth Term") for
purposes of budgetary support to the NOIFZ, except as the Parties may
otherwise agree in writing, A.1.D. shall require the provision of alil of
the following in form and substance satisfactory to A.I.D.:

(a) An official documentation indicating cthat the NOIFZ is registered
as an entity duly constituted and existing under the laws of the
Republic of Cameroon:
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(b) An opinion of legal counsel that the NOIFZ is in good standing
as a non-profit, private entity according to the laws of the Republic
of Cameroon;

(a) Evidence that the NOl{7 continues to function in full compliance
with the Free Zone Law and the Implementing Regulations, including,
but not limited to, evidence of the continuing regular functioning
of:

- the 30-day Free Zone Regime investment approval process:
- the 30-day Industrial Free Zone designation approval process:
- the 30-day Industrial Free Zone developer approval process:

- provisions of public services by the Industrial Free Zone
Administrative Service; and

- dispute settlement mechanisms regarding controversies
involving the NOIFZ and applicants for Free Zone Regime
investment approval, Industrial Free Zone developer approval
and Industrial Free Zone designation.

(b) Evidence of:

- the identification by the NOIFZ of appropriate sources of
financing other than A.I.D. and

- the development by the NOIFZ of a medium-term financial plan
for its next budgetary year; and

(c) Evidence that the local currency disbursed to the NOIFZ from the
Special Local Currency Account during the immediately preceding Term
was used for the purposes agreed upon by the Grantee and A.I.D. for
such Term.

(11) Prior to disbursements of local currency from the Special Local
Currency Account during the Third, Fourth or Fifth Terms for such other
purposes in support of the objectives of the Program as may be agreed upon
by the Parties, A.I.D. shall request the provision of evidence of the
following in form and substance satisfactory to A.I.D.:

(a) a written agreement between A.I1.D. and the Grantee specifying
such other purposes for local currency utilization during the
applicable Term; and

(b) evidence that the local currency disbursed from the Special Local
Currency Account during the immediately preceding Term for purposes
other than budgetary support to the NOIFZ was used for the purposes
agreed upon by the Grantee and A.I1.D. for such immediately preceding
Term.
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Special Covenants

(1) The Grant will be free from any taxation or fees imposed under the laws
in effect in the Republic of Cameroon.

(ii) The Grant will not be used to finance milicary, paramilitary or police
requirements of any kind, including training, advice or the procurement
of commodities or services to be used by the military or police, or to pay
principal or interest on loans to the military or police.

(iii) During cthe life of the Program, the Government of the Republic of
Cameroon shall consult with A.I.D. on an ongoing basis for the specific
purpose of implementing the reforms proposed to be achieved pursuant to
the Program as provided for and evidenced by this Agreement.

(iv) During cthe life of the Program, the Government of the Republic of
Cameroon:

- shall not interfere with the internal affairs of the NOIFZ
(including the activitiec of the NOIFZ Board of Directors regarding
the powers and responsibilities delegated to it under the Free Zone
Law for Free Zone Regime investment approvals); and

- shall comply in all respects with all of the provisions of the Free
Zone Law and the Implementing Regulations.

(v) During the life of the Program, the Government of the Republic of
Cameroon agrees that:

- it shall not permit or cause funds to be released from the Special
Local Currency Account unless the written agreement provided for in
Section 5.2 of the Program Agreement relating to a particular
disbursement of funds from the Special Local Currency Account has
been signed by A.I.D., the Grantee and any and all recipients of
Special Local Currency Account funds released pursuant to such
disbursement; and

- any funds disbursed from the Specisl Local Currency Account will
be used only for the purposes specified in such agreement.

(vi) If within ten (10) days of the fulfillment to A.I.D.’'s satisfaction
of the conditions precedent to disbursement of Special Local Currency
Account funds (referred to in Section 5.2(a)(ii) of the Program Agreement)
the Government of the Republic of Cameroon fails to sign the written
agreement with A.1.D. and the recipients of funds to be disbursed from the
Special Local Currency Account as provided by Section 5.2 of this
Agreement, then the Government of the Republic of Cameroon agrees that it
shall, within ten (10) days of its fallure to sigu, refund to the Special
Dollar Account the amount of the last disbursement of dollars into the
Special Dollar Account made by A.I.D. and any interest accrued thereon.
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(vii) Beginning on September 30, 1991 and continuing annually thereafter
during the life of the Program (including the Third, Fourth and Fifth Terms
as defined in Section 5.5 herein), the Government of the Republic of
Cameroon represented by the Ministry in charge of industrial development
agrees to meet with A.I.D., cthe NOIFZ, the Industrial Free Zone
Administrative Service, and, up until the end of the Second Term, with the
IPC, for the purpose of assessing the functioning of the NOIFZ, the IPC
and the operation of the Free Zone Regime generally and for determining
subsequent disbursements of local currency from the Special Local Currency
Account.

(viii) The Government of the Republic of Cameroon shall, during the life
of the Program, maintain in full force and effect the policy reforms
implemented in compliance with the Free Zone Law and the Implementing
Regulations and all of the conditions precedent to any disbursement of
dollars to the Separate Dollar Account.

(ix) The Government of the Republic of Cameroon shall provide a copy of
this Agreement to the NOIFZ and to the IPC.

D. Program Inputs and Activities

The A.I.D. inputs for PREPS have an estimated value of $6.16 million and consist
of sector cash grants, technical assistance, training, monitoring, evaluation and
audit exercises (See Annex O for a detailed presentation of the uses of the NPA and
PA inputs). These inputs will be used to conduct activities involving the
establishment and operation of the NOIFZ, the IPC, the Free Zone customs operations
and the Free Zone Administrative Service. The total estimated value of the sector
cash grants over the life of the program is $3.1 million, to be disbursed in three
tranches: FY 1990, FY 1991 and FY 1992. The project assistance mode will be used
to implement the technical assistance, training, monitoring, evaluation and audit
exercises. The estimated value of this component is $3.06 million. The Project
Assistance Completion Date (PACD) is September 30, 1995. Mission PD&S resources
will be used to conduct appropriate research activities regarding the Free Zone
Regime.

l. Sector Grants: $3.1 million
(a) National Office of Industrial Free Zones (NOIFZ) - $2.1 million

The Free Zone Law authorizes the creation of the NOIFZ as a private, non-profit
organization. Its Board of Directors is made up of 6 private sector representatives
and 3 public sector representatives. The Board operates on the principle of one-
person, one-vote. The purpose of the NOIFZ is to serve as a one-stop shop for Free
Zone investment approval and for the provision of all licenses and permits required
to operate an export-oriented business under the Regime. The intent is to: (1)
create a simplified, transparent and automatic investment approval process that
requires no more than 30 days to complete and (2) establish a formal advocate for
Free Zone investors to ensure that all privileges provided under the Law are
automatically granted. In addition, the NOIFZ will oversee management and
enforcement of the Regime. An "Administrative Service" will be established within
the NOIFZ ro provide all public services required by Free Zone users (i.e.,
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dautomatic entitlement cto labor permits, residency requirements and visas to
expatriate workers).

The NOIFZ will be staffed by individuals from the private sector. The staff will
be constituted as follows.

General Manager. The general manager will take charge of financial and strategic
planning and general management of the office. This individual will be directly
responsible to the Board of Directors and will participate in development of
staffing requirements, hiring procedures and other preparation for rendering
the office operational.

Assistant Manager. The Assistant Manager will be responsible for the daily
operations of the Office, for reviewing investment applications and coordinating
the activities between the Office and the IPC. The incumbent will report

directly to the General Manager.

Industrial Engineer. The Industrial Engineer will be in charge of reviewing
investment applications and ensuring that the technical information is correct
and properly addressed in the investment applications. She/he will review
proposed investments for their possible environmental implications. The Engineer
will also monitor zone development from a planning and regional perspective to
verify that the demands of new projects will not strain the region’s labor supply
or other social infrastructure,

Economist/Financial Analyst. The Economist/Financial Analyst will review and
evaluate the financial information presented by developers and zone users,
collect data on zone development, and prepare reports on the progress of national
zone growth. This person will be responsible for the management information
system in the Office.

Support Staf€. The support staff will include an accountant, a bilingual
secrectary, a receptionist, a driver, and a messenger.

In addition to personnel, the NOIFZ will require office space, equipment and
furniture, rolling stock, and supplies. The office space will be provided as part
of the GRC's in-kind contribution. The local currency generated by the PREPS sector
grant will be used to help defray other start-up and operating costs of the NOIFZ
for the five year period 1990 to 1995. A contingency fund of $280,000 has also been
created under PREPS to address any short-falls in projected revenue to the NOIFZ.

(b) The Investment Promotion Center (IPC) - $1.0 million

The GRC and the private sector are in the process of developing a strategy and
action plan for the promotion of investment, in general, and of Free Zone
investment, in particular. Under PREPS, USAID will assist the GRC and the privace
sector in this endeavor.

In terms of organizational Structure, a private, non-profit, transitional
Investment Promotion Center (IPC) will be established. The IPC will most likely
be governed by a Board of Directors consisting of seven private sector
representatives (with permanent representation from cthe National Office of
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Indusctrial Free Zones, the Chamber of Commerce and the Chamber of Agriculcure) and
tive key government officials (Ministries of Industrial and Commercial Development,
Finance, Agriculture, Interior, and the Director General of the Cellule de Gestion
du Code d'Invesrtissement),

The functions of the IPC will center around marketing and investor assistance.
Annex H provides a dlagram regarding the proposed organizational structure of the
IPC.

As with the NOIFZ, PREPS authorizes use of local currency generated through the cash
grant to support development and operating costs of the IPC. However, this use is
authorized only for the first two years of the IPC’'s operations. During that time,
the GRC and the Cameroonian private sector are expected to organize a multi-donor
effort in support of the development and financing of a permanent Investment
Promotion Center. Positive indications of such support have already been provided
by th. Canadians, the French, the Germans and the Belgians.

2. Technical Assistance
(a) Team Leader/Free Zone Policy Analyst (36 pms)

The Team Leader will be procured by the Mission under a personal services contract
and will oversee the implementation of PREPS. This will require coordination among
the relevant GRC miniscries, USAID, the NOIFZ, private sector representatives such
as the private sector Free Zone Advocacy Group, the IPC and Free Zone developers
and enterprises to promote proper implementation of PREPS. The Team Leader will
advise the NOIFZ on program strategies. She/he will work with the NOIFZ, other
members of the long-term TA team, and USAID to develop scopes of work for the short-
term technical assistance and to develop and refine research funded by PREPS. This
Team Leader will help the NOIFZ and GRC (as appropriate) analyze the findings of
studies and to use the findings to promote implementation of the Free Zone Regime.
She/he will also be responsible for managing all of the training funded out of the
project component, and for overseeing the monitoring, evaluation, and audit
activities. The Team Leader will report directly to the Mission’s Private Sector
Officer.

This specialist should have an extensive professional and academic background in
international business/economics with experience in free zones, investment
promotion, customs administration, management and policy analysis. She/he must be
fluent in both French and English.

(b) The NOIFZ (44 pms)
(i) Long Term T.A.: Free Zone Management Specialist (24 pms)

This specialist will assist the General Manager, facilitate the development of
appropriate management systems and office operating procedures, assist in the on-
the-job training and formation of the cadres of the NOIFZ, and generally promote
the smooth operation of the Office. He/she will be responsible for assisting the
NOIFZ in defining realistic and fair eligibilicy criteria for conferring IFZ status,
designing straightforward and objective application forms, and establishing
procedural mechanisms that will ensure the automaticity which is so crucial to the
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program’s etfectiveness. This expert will work with the Team Leader to provide
guidance on strategic planning, and in developing a working communication network
between the NOIFZ and GRC ministries and agencies thar will play a kev role in the
implementation of the Free Zone Regime. The Management specialist will also advise
on the development and implementation of the management information system (MIS)
for the NOIFZ. The MIS for the NOIFZ is to be coordinated with the information
system developed in conjunction with the MIS for the IPC so that the two systems
will be compatible,

This person should have extensive experience in developing and managing free zone
administrative bodies. He/she should be fluent in both French and English.

(11) Shorct-term Technical Assistance (20 pms)

The precise short-term TA program for the NOIFZ will be specified during the
implementation stage of PREPS. However, it is anticipated that specialists will
be needed to address emerging problems and shortcomings in the NOIFZ's activitieg
and performance involving the following: financial management, administrative delays
in reviewing and approving applications, staff deficiencies, enforcement techniques
of Free Zone rules and regulations, and the development of national medium- to long-
term Free Zone strategy.

(c) The Investment Promotion Center (34 pms)
(1) Long-term T.A.: Institutional Development Specilalist (24 pas)

This specialist will be assigned to the IPC and will provide assistance in staff
recruitment, establishment of internal policies and standard operating procedures,
and securing adequate financial support:. He/she may also assist in designing
exposure tours for the Director of the IPC.

The specialist should have extensive experience in institutional development for
investment promotion. He/she should be fluent in both French and English.

(11) Short-term Technical Assistance (10 pms)

Short-term technical assistance needs are anticipated in the following areas for
the IPC.

o MIS System Development: Technical assistance will be needed to
develop a computerized integrated MIS which includes office
automation, accounting, communications, investor tracking, and
database management. (5 pms)

o Development of Promotional Materials: Assistance is needed in
designing and drafting a basic set of promotional materials. (4 pms)

o Database and Reference Library Development: Assistance is required
for the development of databases on business operating conditions
and macroeconomic data relating to investment and export. The scope
of work also includes assistance in identifying and ordering
reference materials. (1 pm)
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(d) Free Zone Customs Unit (8 pms)

Short-term technical assistance is needed to conduct an audit of the existing
customs practices and regulations. The expert, working with Customs, will determine
optimal procedures (regarding entry, clearance, audit/inventory control) to ensure

that the treatment of zone goods is in accordance with the Free Zone Law. The
specialist will then work with Customs to develop detailed operating manuals,
specifying step-by-step the streamlined clearance, in-bond transic,

surveillance/monitoring, and release procedures that Customs will employ for the
Free Zone firms.

J. Training

The objective of the training component of PREPS is to provide Cameroonians with
the capacity to implement the Free Zone Regime in accordance with the intent of ‘ts
provisions. Cameroonians in key institutions will need to acquire knowledge and
skills in specific areas related to the Free Zone Regime. The following describes
the program’s proposed training activities.

(a) NOIFZ Staff

NOIFZ scaff will be trained in the basic principles for assessing the viability of
proposed industrial Free Zones and of Free Zone enterprises. In-country seminars
will be given covering topics such as economic and market analysis, physical
planning, financial analysis, alternative ownership and management structures,
alternative forms of service, facilities provisions, etc. This training will
provide the staff with the analytical foundation required to review the proposed
Free Zone investments.

(b) IPC Staff

The IPC staff will require training in the basic principles of investment promotion
and investor services. This training will be conducted through a series of in-
country seminars and workshops.

(c) GRC Officials

Training is needed to ensure that GRC officials involved in the Free Zone Regime
understand their new.roles and are capable of executing their responsibilities
efficiently. Specific training will be provided for the Ministry of Finance, which
will bear responsibility for ensuring foreign exchange access for IFZ-designated
firms and for monitoring transactions such as payment of local expenses (wage bill,
services, locally-sourced goods, etc.) and repatriation of earnings by foreizn
investors. The capabilities of basic public service providers (i.e., che
telecommunicaction, electricity and water companies) will also be assessed to
idencify shortcomings and make recommendations for remedial action.

The training of the Port Authority, CAMSHIP, and CAMAIR personnel will be key to
the program effectiveness. The training will be aimed at familiarizing these
individuals with the streamlined procedures and preferential treatment accorded to
Free Zone users, and ctheir respective roles in implementation of the Free Zone
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Regime. The Port Authority, in particular, can be a stumbling block to Free Zone
program implementation by imposing its own requirements that go far bevond those
of Customs or other regulatory personnel. A seminar will be directed at the role
of the Port Authority in the transshipment of Free Zone goods.

(d) Free Zone Customs

Training will be provided to the Free Zone Customs unit to ensure that they are
fully versed in the benefits accorded to Free Zone users and understand the on-site
customs clearance procedures developed under the Free Zone Regime. Informational
visits to other countries with Free Zones to view first-hand custom control measures
will be considered in addition to seminars.

(e) Zone Developers, Operators and Workers

Firms and individuals interested in the development of traditional, multi-user
facilities will benefit from training in the fundamentals of industrial planning.
This training includes all aspects of pre-investment analysis, from site selection
to market strategy development to physical and financial planning. In addition,
training in key business operat.onal aspects such as forming and supervising a
management team, strategic planning, pricing of facilities and services, could be
covered in periodic seminars. The latter topics would also be covered in seminars
targeted specifically to Free Zone operators, and broadened to encompass the
following topics: basic management techniques, marketing and promotion, guidelines
for effective administration, financial accountability, interaction with GRC
officials, troubleshooting for tenants, etc.

Seminars will also be designed for the Free Zone labor force. These can cover
subjects such as timeliness, accountability, rights and responsibilities of
employees, personal financial planning, budgeting, time management, etc. The

subject and frequency of the seminars will be determined by the level of demand for
them.

4. Monitoring, Evaluation and Audit (14 pms)

Short-term technical assistance will be required to collect baseline data and
follow-up for program monitoring and evaluation. Twelve person-months of short-
term technical assistance have been estimated to meet program monitoring and
evaluation requirements. In addition, two person-months will be required for
audits.

5. Research Aqtivities (26 pms)

Mission PD&S resources will be used to carry out a variety of research activities
in support of PREPS. The topics for research will primarily be concerned with
developing an information base for understanding the relationships between the
performance of the Free Trade Zone, domestic policies and economic and social
welfare of Cameroonians. The studies will provide direct input into the policy
reform efforts. These studies should be coordinated with the NOIFZ and the Ministry
of Industrial and Commercial Development, given the latter's role in promoting
industry and trade in Cameroon.
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The PAAD/PP recommends the following studies. Additions or modifications may be
made during implementation of PREPS. The Coordinating Committee for PREPS (see
Program Management and Administration section of this paper) will be responsible
for approving studies and ensuring dissemination of their resulcts.

[o]

Communication and Information. This study is cthe first step in
stimulating "backward linkages" to the Free Zone. Lack of communication
between Free Zone and non-Free Zone enterprises is a major obstacle to
local sourcing. To address this constraint, a comprehensive survey of the
capabilities and operations of the local business community should be
undertaken. This study will form the basis for the development of a
computerized data base of local sourcing opportunities. The information
gathered in this survey can then be utilized in targeting high-potential
domestic sectors and firms for production assistance.

In addition, the scope of work should include the formulation and
implementation of a wmulti-faceted promotional effort to rzise public
awareness and support for the backward linkages efforc, employing print
and electric media, as well as promotional events, informational brochures,
directories of businesses and their products, and the like. Drawing upon
the information collected in the survey, these documents will serve as up-
to-date, accurate references ior both Zone users interested in local
purchasing opportunities, and local firms in pursuit of new markets. (6
pms)

Policy Modification. Industrial linkages between free zones and the host
economy do not occur in the absence of concerted pclicy reform measures.
Hence, to the extent the GRC's industrial policies and practices employ
supportive mechanisms such as streamlined administrative regimes,
tax/tariff incentives, and relaxed foreign exchange control measures, the
concrete results that are delivered under the backward linkages support
will be amplified and accelerated.

The technical assistance under this study will be directed toward
identifying policy constraints to local sourcing by Free Zone enterprises
and export expansion of the industrial sector. Based upon these
investigations, concrete recommendations regarding needed policy reforms
can be developed along with a national consensus in support of such
measures to catalyze their implementation. Concurrent with this consensus
building, targeted investigations should be conducted of key policy areas
ciced by local firms as obstacles to their financial and economic
performance. These studies may encompass such issues as foreign exchange
control, customs procedures, and import policies and practices, as well
as non-governmental obstacles such as shipping rates and scheduling. (4
pms)

Production Improvement. The industrial sector survey and canvass of needs
of existing or potential Zone users can be used to identify the local
industrial sectors and firms with the best potential for establishing
backward linkages. This requires both a demand assessment of the Free Zone
community and supply analysis of capabilities of local industry. Once the
customer requirements are known, technical specialists can be employed to
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visit representative companies and conduct first-hand assessments of their
operations. These preliminary site visits will then form the basis for
identification of high-potential local businesses. In follow-up to these
investigations, detailed diagnostic assessments should be conducted by the
technical specialists to identify specific production and managerial
capabilities and constraints. These investigations will produce individual
action plans for each firm visited, specifying the type of rtechnical
assistance that is needed and its cost. These action plans can then be
utilized by cthe firm in its strategic planning and by the Ministry of
Industrial and Commercial Development to determine where best to direcct
furcther technical assistance. (8 pms)

o Sector Analyses: The purpose of these studies is to identify specific
sectors that should be targeted for investment promotion in the Free Zone.
These studies will identify opportunities in key sectors and will include
a pro-forma cost analyses for typical operations. The results of the
studies can be used by the IPC in its program. (4 pms)

o Social Implications of the Free Zone Regime: This study will assess the
social implications of the Free Zone Regime in Cameroon. Particular
actention will be given to the impact on women, equity and the socio-
economic dynamics created by the zone. The Social Soundness Analysis
section of this paper discusses representative issues for the study. The
study should be conducted in two phases to observe change over time. (4
pms)

E. Relationship to Other USAID Activities

The Africa regional Human Resources Development Assistance (HRDA) project will
continue to fund training that is complementary to the objectives of PREPS.
Activicies under the Agriculture Education Project at Dschang, the Root and Tubers
Research Project, and the Cameroon Agriculture Policy Project which foster the
development of small and medium scale enterprises (SME) will help 1local
entrepreneurs in developing agro-industrial activities and skills for backward
linkages and direct investment in the free zone. Activities of the Credit Union
Project directed at improving access to credit for SMEs will promote investment by
these enterprises in the Free Zone and related activities. USAID's pllot programs
under the PRE Loan Portfolio Guarantee (LPG) Program and AFR/MDI's Venture Capital
Project will also help the development of Free Zone enterprises by facilitating
access to medium-term credit and to venture capital.

F. Relationship to Other Donor Programs

PREPS is directly supportive and complementary to several of the World Bank's
objectives under its Structural Adjustment Loan program, including the removal of
domestic distortions in the area of trade and production and the development of an
efficient private sector. In addition, the development of PREPS was coordinated
closely with the Bank's Export Diversification Project and the activities of the
Foreign Investment Advisory Service (FIAS) of the International Finance Corporation
(IFC) aimed at studying existing laws, rules, regulations and procedures that may
hamper private sector growth in Cameroon. This collaboration will continue during
the implementation of PREPS.

\



49

Consultations are ongoing with other donors regarding follow-on financing of the
Free Zone Investment Promotion Unit proposed under PREPS. Given the relationship
Cameroon has with the EEC as an ACP country under the Lome Convention, European
donors (i.e., the Belgians, the French and the Germans) are promising candidates
to provide funding for a permanent Investment Promotion Center after funding under
PREPS for the provisional Center ends. The Canadians have also expressed a strong
interest in supporting this effort. During implementation, USAID will promote
dialogue with these donors and other European and Asian donors on how they can
support the Free Zone Regime through development assistance and commercial programs.
USAID plans to help organize a donor group meeting to promote collaboration on che
needs and opportunities in the Free Zone Regime.

3
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V. MONITORING, EVALUATION AND AUDIT

The PREPS monitoring, evaluation, and audit component has the following primary
objectives: (a) to wverify GRC and NOIFZ compliance with the program's
conditionality; (b) to promote the smooth implementation of the program (compliance
with conditionality, technical assistance, training, research) by identifying
foreseeable bottlenecks and cataloguing lessons learned; (c) to verify attainment
of program objectives; and (d) to assess the socio-economic impact of the program.
Monitoring and evaluation will take place at the following four levels:

o inputs =-> monitoring the flow and management of inputs;

o outputs -> determining whether the inputs provided accomplished
their objectives (i.e., were targeted policy reforms
achieved) as a first step in measuring impacc;

o purpose -> determining progress toward achieving the program's goal
based on whether the intermediate (purpose-level)
objectives were obtained (e.g., issuance of implementing
order simplifying investment approval process leads to
actual reduction in time taken to complete process): and

o zoal -> deternining the impact on people of achieving the
intermediate level objectives (e.g., the number of jobs
created).

Reliable baseline data are required to conduct cthe monitoring and evaluation
activities. The program provides resources to assemble such data. PREPS is a
policy program that takes a somewhat novel approach to reform. The implications
are far reaching. A comprehensive information and evaluation system is warranted.
The Team Leader will be responsible for coordinating cthe monitoring activities,
ldentifying data needs, and ensuring that data collected are pertinent, timely and
accurate, All chree long-term advisors will have specific monitoring
responsibilities. Short-term consultants will be used to address implementation
problems as they arise.
The following summarizes monitoring at each of the four levels.
A. Input Monitoring
Issue: What resources were planned and provided by A.I.D. ?

USAID will provide the following inputs for PREPS:

-- $3.1 million sector grant:

-- 84 person-months of long-term technical assistance;

-- approximately 50 person-months of short-term technical assistance;

-- a series of in-councry training seminars and workshops;



51

The Team Leader will be responsible for managing disposition of inputs related to
short-term technical assistance, training, and research. She/he will report to
the Mission Private Sector Officer on cthe availability and application of cthese
inputs. In addition, cthe Mission Private Sector Officer will verify the
disbursement of local currency under the program, Program and Project
Implementation Letters (PILs), Project and Program Implementation Orders (PI0s),
financial reports and Program/Project Implementation Reports will be used to
document disposition of inputs.

The Team Leader will also track the manner in which the NOIFZ receives financial
support from the private sector. This support will indicate the worth of the
program to its immediate beneficiaries. Care must be taken to ensure that the
sources and modalities of private sector contributions do not undermine or coopt
the Free Zone Regime.

B. OQutput Monitoring

Issue: What concrete change, or tangible object, process or practice has been
created as a consequence of A.I.D.'s inputs?

The major outputs targeted in 1990 are as follows:

-- issuance of Implementing Regulations regarding Free Zone investment
approval, holding of foreign exchange, transfer of dividends and profics,
negotiation of employment contracts, private provision of electricicy,
water and international communication services, Free Zone administrative
services, dispute settlement, and FTZ user rates for utilities and public
services;

The Team Leader will coordinate with the Mission Private Sector Officer to ensure
that the Mission is kept abreast of progress in meeting program outputs. Issuance
of implementing orders will be documented by signed ministerial orders. The Mission
Private Sector Officer will also maintain contact with appropriate private sector
individuals associated with the Regime to assure that the reforms put into practice
continue.

Under the subsequent tranches and disbursements, the program will have additional
outputs that build on and reinforce the first generation outputs. These latter
outputs will be monitored in a similar fashion.

C. Purpose Monitoring

Issue: What are the indicators that the outputs and program participants are
interacting in such a way that there will probably be a people-level
impact?

The program’s purpose is to support the development and implementation of a
privately managed free zone regime which operates efficiently and in strict
adherence with the intent and provisions of the Cameroon Free Trade Zone .aw.
Attainment of the purpose will be indicated by the following:
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decrease in time and cost required for investment approval;

increase in efficiency and integrity in the provision of customs clearance:
and

.- increase in efficiency and objectivity in the settlement of disputes among
and between investors and regulators.

During the early months of implementation, baseline data must be established to
allow measurement of change at the purpose level. The Team Leader will direct this
data collection effort. The baseline survey should be updated annually. These
data will provide a basis for adjusting the program course of action, if necessary,
and making critical judgments about cthe progress of the program. The Mission
Private Sector Officer will ensure that the results of the surveys are incorporated
into the program implementation reports.

D. Goal Monitoring
Issue: What are the results, or people-level impacts, of the program?

The goal of PREPS is to increase investment, employment, production and expand
markets in the export sector. As is the case with purpose level monitoring, good
baseline data are essential to monitoring at the goal level. The program’s baseline
surveys and annual updates will be used to satisfy this need.

In addition, PD&S resources will be used to finance several special research studies
that will produce information to assess the program at the goal level. These
studies will examine constraints to increasing the development impact and suggest
ways they may be overcome. The social impacts and consequences of the Free Zone
Regime will also be addressed by these studies.

E. Evaluations and Audits

The comprehensive monitoring plan prescribed for PREPS will reduce the level of
effort required for evaluations. Two evaluations are scheduled. The first should
take place in mid-1992. The purpose of this evaluation would be to test the
program’s assumptions, summarize progress at the input level, and to the extent
possible, review progress at the output, purpose and goal levels. The second
evaluation should take place at the end of the program and will assess whether
input, output and purpose level objectives were obtained, and whether progress was
made toward attainment of the program’s goal.

A non-Federal program audit will be performed during the fourth year of the program
to verify that funds have been appropriately utilized. Additional funds will be
available to audit accounts held by the GRC, the NOIFZ, and the IPC.
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VI. PROGRAM MANAGEMENT PROCUREMENT AND IMPLEMENTATION

A. Program Management

This section describes the major roles to be played during implementation of PREPS and
the capability of the Mission to implement the program.

1. Major Roles and Responsibilities
(a) Policy Dialogue

USAID/Cameroon senior management will lead discussions with the GRC at the Presidential
and Ministerial levels (as need be) to facilitate implementation of policies as planned
by PREPS and to initiate dialogue in new areas that surface during implementation.

(b) Cameroonian Implementing Institutions

The Implementing agency for the GRC will be the Ministry of Industrial and Commercial
Development (MINDIC). At the technical level, USAID/Cameroon will coordinate with
MINDIC on the program’s reform efforts and research. Other than its responsibility to
review requests for zone designations to ascertain the possibility of public harm,
MINDIC along with other GRC agencies including the Office of the President, Customs,
the Central Bank, the Ministry of Labor, and the Port Authority must delegate full
responsibility to the NOIFZ to administer the Free Zone Regime in accordance with the
provisions of the Law. The transitional IPC will have responsibilicy for implementing
the investment promotion strategy for the Free Zone Regime. The key beneficiary group,
the private sector, will be represented through the Free Zone Advocacy Group, as well
as through the private sector representatives on the Board of Directors of the NOIFZ.
These two groups are expected to play a critical role in ensuring that the Regime
operates efficiently and that the NOIFZ is ultimately self-financing.

(c) Overall Program Management, Technical Assistance, Training and
Research

A program committee will be constituted within USAID/Camerocon to monitor the
implementation of PREPS. This committee will be chaired by the Private Sactor Officer.
Other members of the committee will include representatives from the Project Design
and Evaluation (PDE), the Agriculture and Rural Development (ARD), the Education,
Health, and Human Resources (HRDA) and the Controller (CONT) offices. The committee
will review reports and recommendations made by the contractor for their technical and
program soundness. The committee will also provide guidance on A.I.D. requirements
and resources related to the implementation of PREPS. The Private Sector Officer will
monitor the overall program and specifically the performance of the technical
assistance contractor. He/she will also take primary responsibility for the policy
dialogue and donor coordination at the technical level.

Sound program coordination at the technical level must go beyond the Mission, however.
The program's elements include the NOIFZ, the transitional IPC and other Free Zone
related activities. Several players have a role in facilictaving implementation, and
hence, an opportunity to frustrate implementation. A program Coordinating Committee
will be established to serve as a forum to resolve problems and make decisions that
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are fundamental to achieving program objectives (e.g., research topics). The number
of permanent members of the Committee should be kept small. The committee will be
chaired bv the Managing Director of the NOIFZ and will include the Mission's Privace
Settor Otficer, a representative from MINDIC, a representative from the Free Zone
Administrative Service, and a representative from the Ministry of Plan.
Representatives from the Presidency, Customs, the Central Bank, the Ministry of
Finance, the Ministry of Labor and the Port Authority will be invited to meetings that
concern problems or issues in their domain. The Managing Director of the transitional
[PC will also be a member of the committee during the first two years of the program.
The Committee will meet annually to review program progress and on an as-needed basis .

2. USAID Management Capability

PREPS capitalizes on USAID's comparative advantage in implementing NPA activities and

promocing policy reform {n Camerocn. The Mission has acquired significant
institutional expertise in program assistance as a result of its experience with the
Fertilizer Sub-Sector Reform Program (FSSRP). The Mission is familiar with the

procedures for releasing, monitoring and accounting for dollar disbursements. The
procedures that have worked well for the implementation of FSSRP have been documented
and serve as guides for implementation of NPA activities. The Mission has also
established important contacts and credibility within the GRC up to and including the
Presidency which facilitates policy dialogue.

With regard to PREPS, USAID/Cameroon initiated policy discussions with the GRC in
February 1989. This dialogue and subsequent analytical exercises have been coordinated
well with MINDIC. In addition, the idea of Free Zone Regime has been well received
by the Presidency and President Biya considers this to be his personal initiative.
The private sector has also played an integral role in the design of PREPS,
particularly through the private sector Free Zone Advocacy Group.

PREPS has also been designed to minimize the management burden on the Mission by
delegating as much responsibility as feasible to the contractors. The contractors will
manage project activities including technical assistance, training, research, and data
collection and analysis. The Mission Private Sector Officer will supervise the PSC
and the institutional contractor’s performance, using detailed performance criteria
set forth in their contracts to ensure high quality performance.

B. Procurement

USAID will procure the services of a Team Leader for the program through a personal
services contract. This contract will call for 36 person-months of long-term technical
assistance.

Ocher services required to implement PREPS will be procured through an institutional
contract for technical assistance solicited on an unrestricted, formal competition
basis. Gray Amendment entities will be encouraged to participate in the competition
for this contrace. The RFP will contain a provision requiring at least 10%
subcontracting to a Gray Amendment firm. A Request for Proposals (RFP) will be issued
by the USAID/Cameroon RCO.

The institutional contractor will provide che technical expertise required by PREPS,
and manage and conduct training. The contract will require 48 person-months of long-
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term technical assistance, 38 person-months of short-term technical assistance and in-
country training consisting of seminars and workshops. It is expected that the
institutional contractor will draw upon local expertise whenever possible to support
the tecnnical assistance and training activicies,

In addition, cthe Mission will use existing buv-ins or issue IQCs to procure the
services of experts to conduct monitoring, evaluation and audit exercises related to
PREPS. Approximately 14 person-months will be required over the life of the program
for these purposes.

As discussed in Chapter IV, Mission PD&S resources will be used to procure the services
of experts to conduct research activities related to the implementation and operation
of the Free Zone Regime. Twenty-six months of short-term technical assistance will
likely be required to carry-out these research efforts.

C. Program Implementation Plan

The following is the implementation plan for the program depicting approximate dates
by which critical acrtions are expected to be completed.

Action Completion Responsible
Date Party
PAAD/PP Approval 8/90 USAID

and Authorization
frant Agreement Signed 8/90 USAID, GRC, REDSO

First Meeting of
Coordinating Committee 9/90 USAID, GRC

Technical Assistance Contract
Advertised in CBD 9/90 USAID, AID/W

Conditions Precedent
for First U.S. Dollar

Disbursement Fulfilled 10/90 GRC
Sector Crant Released 10/90 USAID
RFP for TA Contract Issued 10/90 USAID

LC Deposits in made into
Local Currency Special Account 10/90 GRC

Conditions Precedent
for First LC Disbursement
to NOIFZ Fulfilled 10/90 NOIFZ

LC Disbursement to NOIFZ 11/90 GRC, USAID



Action

Closing Date for Responses
to RFP

Second PIO/T Issued to fully
Fund TA Contract

Evaluation of Proposals
Contract Awarded
Inst. Contractor in Field

Contractor Submits
Workplan for 1991

Conditions Precedent
for First LC Disbursement
to IPC Fulfilled

NOIFZ and IPC fully
Staffed and Equipped

Customs Manual
Developed and Training
Begins

Baseline Surveys
Iniciaced

Design of MIS for
NOIFZ and IPC

Training for NOIFZ
Staff on Basics of
Project Assessment

Training for IPC
Staff on Basics
of Investment
Promotion

PAAD Supplement Prepared

Revised Conditions
Precedent Approved

Grant Agreement S{izned
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Completion
Date

11/90

12/90
12/90
12/90

02/91

02/91

02/91

04/91

04/91

04/91

06/91

06/91

06/91

06/91

07/91

08/91

Responsible
Party

RFP Respondents

USALD
USALD
USAID

Contractor

Contractor

IPC Board

NOIFZ, IPC

Contractor, NOIFZ,
Customs

Contractor

Contractor

Contractor, NOIFZ

Contractor, IPC

USAID, REDSO

USAID

USAID, GRC
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Conditions Precedent
for Second U.S. Dollar
Disbursement Fulfilled

Sector Grant Released

LC Deposits In made into
Local Currency Special Account

NOIFZ and IPC Fulfill
Conditions Precedent

LC Disbursement to NOIFZ
and IPC

Annual Review and Workplan
Approved for 1992 (will
include scheduling of
training and ST TA)

Mid-point Evaluation

All Short-term TA and
Training for IPC Completed

Annual Review and
1993 Workplan
Approved (will include
scheduling of training
and ST TA)

Long-term TA for IPC and
NOIFZ Departs Country

All Short-term TA,
Research, and

Training Completed

Annual Program
Review

Close-out
Report

Annual Program Review

Non-Federal Audit of
TA Contract

Final Evaluation
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Complecion
Dace

09/91

09/91

10/91

10/91

12/91

12/91

06/92

12/92

12/92

02/93

12/93

12/93

01/93

12/94

03/95

08/95

Responsible
Party

GRC

USAID

GRC

NOIFZ, IPC

GRC, USAID

Contractor,

Committee

Contractor,

Contractor,

Contractor,
Commjittee

Contractor

Contractor

Coordinating

USAID

IPC

Coordinating

Coordinating Committee
TA Contractor

Contractor

Coordinating Committee

Contractor,

Contractor,

USAID

USAID



58

VII. COST ESTIMATE AND FINANCIAL PLAN

A. Budget Estimates
1. Sector Grant

A.I.D. plans to provide Cameroon with three annual sector cash grants totalling
$3,100,000. The GRC will make local currency counterpart deposits equivalent to the
amount of each dollar sector cash grant. Section E below describes the purposes for
which the local currency will be used.

2. Project Assistance
A.1.D. plans to contribute $3,060,000 in project assistance from the Development Fund
for Africa to the PREPS project assistance component (see Tables 2 and 3). The GRC
will contribute the local currency equivalent of $1,661,545 (i.e., 35% of total planned
LOP costs).
B. Financial Plan

1. Obligation Schedule
USAID/Cameroon plans to obligate $1.3 million in sector grant assistance from its
regular OYB budget in the fourth quarter of FY 1990 (see Table 4). The Mission plans
to obligate an additional $1.0 million and $800,000 in FY 1991 and FY 1992,
respectively.
USAID/Cameroon plans to obligate $700,000 from its OYB to the project component of
PREPS in the fourth quarter of FY 1990. An additional obligation of $2,360,000 is
planned for the first quarter of FY 1991.

2. Methods of Implementation and Financing

The following chart summarizes the methods of implementation and financing to be used
in the project component of PREPS.

Method of Implementation Method of Estimated
Financing Amount ($000)

Technical Assistance

AID Direct Contract (RFP) Direct Pay 2,497
Personal Services Contract Direct Pay 563
TOTAL 3,060

\\
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Table 2
Summary USAID and GAC Expenditures for PREPS Project Assistance

(U.S. Dollars)

1991 1992 1993 1994 1995 Total

USAID 1,250,086 1,241,427 462,981 34,034 71,472 3,060,000
Technical Assistance 1,042,700 1,059,110 321,132 0 0 2,422,942
Long-Term (96 pms) (798,500)  (847,425) (196.796) 0 0 (1.842,721)
Shart-Term {62 pms) (244,200)  {211,685) (124,336) 0 0 (580,221)
Training 177,986 151,447 17,022 0 0 406,455
Monitoring, Evaluation and Audit 29,400 30,870 64,827 34,024 71,472 230,603
GRC 1,394,280 81,145 - 9,039 61,991 65,090 1,661,545
In-kind rent for NOIFZ 70,550 56,228 $9,039 61,991 65,090 32,898
In-kind rent for 1PC 23,730 24,817 0 0 0 48,647
In-kind free lona Lind Contribution 1,300,000 0 0 0 0 1,300,000

Total 2,644,366 1,322,572 522,020 96,025 136,562 4,721,545

........................................................................................................................
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Table 3
Summary Cost Estimate and Financial Plan for PREPS Project Assistance

(U.S. Dollars)

Us AlD GRC TOTAL
For. Exch Ltoc. Curr. For. Exch toc. Curr,

Technical Assistance 2,422,942 -- -- -- 2,422,942
Long-Term (1,842,721) -- -- - (1.842,721)
Short-Term {580,221) .- - .- (580,221)

Training 406, 455 -- -- -- 406,455

Monitoring, Evaluation
and Audit 230,603 - -- -- 230,603

[n-Kind Support -- 1,661,545 1,661,545

Total 3,060,000 -- .- 1,661,545 4,721,545
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Table 4
PREPS Non-Project Assistance and Project Assistance Planned Obligations

(U.S. dollars)

Non-Project Assistance Component Project Assistance Component Program Total

Fiscal Year 1990

First Quarter -- == --

Second Quarter -- - .-

Third Quarter - -~ .-

Fourth Quarter 1,300,000 700,000 2,000,000
Fiscal Year 1991

First Quarter - 2,360,000 2,360,000

Second Quarter .- .- --

Third Quarter - - -

Fourth Quarter 1,000,000 -- 1,000,000
Fiscal Year 1992

First Quarter -- -- --

Second Quarter -- .- .-

Third Quarter -- .- -

Fourth Quarter 800,000 -~ 800,000

Total 3,100,000 3,060,000 6,160,000

T T e o e e e e et ee e e oo em m s e s oo
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In addition to funds authorized by PREPS, approximately $400,000 of Mission PD&S funds
will be used over the five-year life of the program to finance about 26 person-months
of short-term technical assistance for research studies. The Mission also anticipates
using resources under its Human Resources Development Assistance (HRDA) to support
appropriate complementary training activities throughout the life of the program.

C. Private Sector Financial Support to the Free Zone Regime

The Cameroonian private sector has bien playing an active role in support of the Free
Zone Regime ever since the idea was introduced under the OPIC/AID Africa Free Zone
Initiative during a visit to Cameroon by an OPIC official in February 1989,
Iomediately after the visit, key members of the private sector organized a "Free Zone
Advocacy Group” under the auspices of the Cameroon Chamber of Commerce, Industry and
Mines. This group consists of over 70 local businessmen who represent all regions
and ethnic groups in Cameroon. An executive committee of eight members headed by Mr.
Paul Coppo Priso serves as the body which interfaces with the Government regarding the
Free Zone. The Free Zone Advocacy Group played a critical role in the development of
the Free Zone Law. For the first time in the country’s history, the Government
officially requested direct private sector input into the drafting of a law. The same
process is currently underway regarding cthe drafting of the Free Zone Implementing
Regulations. The creation of the NOIFZ will not change the role that the Free Zone
Advocacy Group will play. The group will continue its advocacy role and lobby on
behalf of private sector interests vis-a-vis the Government and the NOIFZ.

Up to the present, the Free Zone Advocacy Group has invested much time and effort in
both informally and formally lobbying the Governmeut regarding the development of the
Free Zone Regime. While it is difficult to quantify chis contribution in monetary
terms, it is fair to say that a sizeable amount of costs have been incurred in the
form of time, travel expenses, telephone calls and consulting fees. For example, the
“xecutive Director of the Group has incurred costs related to his constant travel from
Douala to Yaounde to discuss Free Zone mutters with the Government and the Mission,
as well as his time and effort expended during visits to Washington, D.C., Mauritius,
the Dominican Republic and Costa Rica regarding che Free Zone Regime. In additionm,
the Group hired a private research institute to assist them in developing their
responses to draft Free Zone Law. Time and effort is also beinp, expended by the six
private sector members of the provisional Board of Directors of the NOIFZ in
establishing and implementing the Office. These are very real costs and imply a firm
commitment on the part of the private sector in support of the Free Zone Regime.

As requested during the ECPR Review, the Mission has recently approached the Free Zone
Advocacy Group to discuss ways in which the private sector could directly contribute
to the upfront costs of establishing the NOIFZ and to provide assistance throughout
the transition period (See Annex N). 1In response to this request, the group held a
meeting in Douala on August 9, 1990 to discuss the principle of further private sector
contributions in support of the Regime and possible modalities regarding these
contributions. The results of this meeting were conveyed to the Mission Director in
a letter from Mr. Soppo Priso in which he expressed the group’s continued strong
commitment to the development of the Free Zone Regime. The group agreed in principle
- to support the transitional financing needs of the NOIFZ. As a first step, the group
has agreed to cover all costs related to the establishment of the NOIFZ (i.e., legal,
notary, registration and other related fees). Moreover, the group will continue its



60

discussions regarding the possible ways in which private sector resources can be
mobilized, and the form in which these resources can best be provided, to support the
transitional costs of the NOIFZ. A work committee has been created to develop
proposals which the group can consider and act upon. Mr. Soppo Priso also conveyed
the Group’s gratitude for USAID's continued support of the Free Zone Regime and its
important partnership in this endeavor. The Mission anticipates receiving the Group's
proposal regarding the transitional financing of the NOIFZ by the end of the calendar
year.

It is also important to note that private sector support for the Free Zone Regime, in
general, and the NOIFZ, in particular, will be manifested in the form of user fees and
other fees to be assessed by the NOIFZ. 1In fact, these forms of revenue collection
are the most fair and progressive (in contrast to regressive) vehicles regarding
generating private sector contributions in support of the Regime. Under cthis
mechanism, only the direct beneficiaries of the Regime (i.e., Free Zone users) are
assessed a fee for the services and benefits being provided. As discussed in Chapter
VIII, private sector contributions in the form of user fees are estimated to range from
$175,000 to $785,000 over the transition period, depending on the actual number of
enterprises that establish themselves under the Regime. In addition, the Board of
Directors of the NOIFZ is currently studying various mechanisms that could be developed
to assess fees on beneficiaries of the Free Zone Regime who are not industrial Free
Zone enterprises (i.e., local firms who sell goods and services to Free Zone
enterprises). Together, these private sector related fees will directly contribute
to the transitional costs of the NOIFZ and, ultimately, sustain the operating costs
of the NOIFZ after USAID's support through PREPS has ended.

D. Dollar Use and Tracking

The plan for dollar utilization and tracking follows guidance provided by 1990 STATE
194322 “Financial Management Guidance on Dollar Separate Accounts for ESF Cash
Transfers and ESF-, DA- and DFA-Funded Non-Project Sector Assistance Cash
Disbursements”. The GRC will expend funds from the dollar disbursements for the
following purposes, in order of preference:

(1) importacion of goods from the United States;

(2) importation of goods from other countries included in A.I1.D. Geographic Code
899, and in conformity with the policies of the GRC;

(3) payment of debts owed by the GRC to the United States (other than payment
of principal or interest on loans or credits which originally financed military
imports or other military requirements), provided payment of such debts is
consistent with the agreed rescheduling arrangements where applicable;

(4) payment of a debt owed by the GRC to a multi-lateral bank or to the
International Monetary Fund; or

(5) ;uch other uses as the parties may agree in writing.
A.I1.D. and the GRC will agree upon the general uses of the dollars which shall be

identified in the Program Grant Agreement. Upon satisfaction of the appropriate
conditions precedent, A.I.D. will make NPA cash disbursements,
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The Program Agreement will require the GRC to deposit each sector dollar grant into
a non-commingled, interest-bearing account at a commercial bank in the United States,
The bank will be selected by the GRC. All interest earned on the bank account shall
be used only for the purposes identified above.

At the time of the request for the cash transfer from AID/Washington, the Mission will
identify the separate, non-commingled account established by the GRC at a United States
bank to which the funds will be disbursed. Based on the Mission's experience with the
FSSRP, it 1is expected that the transfer will be completed within two days, and
therefore, under current guidelines, additional accounting measures during the transfer
process will not be required. However, in the event that this expectation is not
realized, USAID will require separate accounts for the entire transfer process,

The GRC's Caisse Autonome d'Amortissement (CAA) will be responsible for managing the
dollar account. Based on the performance of the CAA in managing the separate doliar
account for the FSSRP (a $17.0 million cash grant) the Mission has determined that the
CAA has the institutional capacity to provide the necessary financial management. The
CAA will provide USAID with quarterly reports on the separate dollar bank account for
PREPS. The format for these reports will be outlined in a PIL and will provide
information on deposits to, withdrawals from, and disposition of dollars from the
dollar separate account.. The PIL will also identify any documentation necessary to
verify the accuracy of the reports and to accompany the reports that are submitted to
the Mission. 1In addition, the Mission will make arrangements to receive statements
on the dollar separate account directly from the bank where the account has been
established. The Mission will verify the reports at least once per year by inspection
of GRC records pertaining to the special account.

An annual review of the account will be conducted by the Mission. Given the small size
of the cash grant, a full audit is not warranted on an annual basis. However, cthe
Mission will reserve the right to conduct non-Federal audits of the account.

E. Local Currency Plan
1. Uses of Local Currency

The Program Grant Agreement will require the GRC to deposit the local currency
equivalent to the amount of each sector dollar grant received from PREPS within 30 days
upon receipt of each such aollar grant. The amount of local currency shall be
calculated at the highest legal exchange rate in Cameroon for any person for any
purpose in Cameroon on the date of the sector grant disbursement by A.I.D.

The Program Grant Agreement will svecify that upon receipt of each sector dollar grant,
the GRC will deposit into a separate, non-commingled, interest-bearing account the
equivalent local currency amount. A.I.D. and the GRC will agree in writing on the
bank where the account will be established.
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The Grant Agreement will specify the following as the approved uses for the local
currency:

(a) support for the development and operating costs of the National Office for
Industrial Free Zones (NOIF.Y dJaring its first five years of operation;

(b) support for the development and operating costs of the transitional
Investment Promotion Center (IPC) during its first two years of operation; or

(c) any other use mutually agreed to in writing by A.I.D. and the GRC.

Prior to each local currency disbursement.,, the GRC will furnish to A.I.D., in form and
substance satisfactory to A.I.D., a plan for the use of the funds and a description
of the financial mechanisms and the terms and conditions by which the funds will be
made available to the NOIFZ, IPC or other approved recipients. The conditions so
specified must be consistent with the conditions precedent tc releases from the local
currency account to the NOIFZ and IPC specified in the Grant agreement, unless agreed
otherwise in writing by A.I.D. and the GRC. To fulfil this requirement, the Mission
relies on the completion of an Activity Program Document (APD) for each approved use.
A copy of an APD is presented in Annex I to this paper. The APD contains the
necessary information to assure careful programming of local currency including how
the disbursement for the proposed use will support the goals and objectives of an NPA
activicy such as PREPS, as well as evaluation and monitoring procedures, a detailed
budget and necessary provisions governing disbursements of the funds. The approved
APD will be signed by A.I.D., the GRC and the recipient. An approved APD and up-to-
date reports on the local currency account will be the basis on which the Mission
Controller will countersign an order to withdraw funds from the separate local curvency
account.

2. Llocal Currency Management Procedures

The Program Grant Agreement will also specify that: (a) the GRC will furnish
documentation on the deposition of funds from this account; and (b) A.I.D. maintains
the right to conduct a non-Federal audit of the uses of the local currency and of the
organizations to which the local currency is disbursed. In addition, the GRC will be
required to furnish the following:

(i) quarterly reports to A.I1.D. on the local currency special account; and
(ii) bank scatements on the local currency special account to A.I.D.

The GRC will require the recipient to maintain, in accordance with generally accepted
accounting principles and practices consistently applied, books and records relating
to the special account. A.I.D. will reserve the right to inspect these books and
records at all times. The books and records will be maintained for three years after
the last disbursement by A.I.D. under the Grant.
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Table §

Summary of Economic Benefits and Other Financial/Non-Financial Benefits of PREPS

(In millions of U.S.

Total Economic Benefits

To the GRC

To Cameroonian Workers

To Cameroonian Businessmen
T2 Foreign Businessmen

Other Financial/Non-Financial Benefits
Reduced Int. Pmt. on BOP Financing
Total increase in employment {nunbers)

Scenarfo [I:

Total Economic Benefits

To the GRC

To Cameroonian Workers

To Cameroonian Businessmen
To Foreign Businessmen

Other Financial/Non-Financial Benefits
Reduced Int. Pmt. on BOP Financing
Total increase in employment (numbers)

Scenario 111:

Total Economic Benefits

To the GRC

To Cameroonian Workers

To Cameroonian Businessmen
To Foreign Businessmen

Other Financial/Non-Financial Benefits
Reduced Int. Pmt. on BOP Financing
Total increase {n employment {numbers)

dollars unless otherwise noted)

£Pl

7.3

31
15.9
4.4
3.9

2.7
4,000

49.2

5.6
28.7
1.9
1.0

4.9
8,000

8.3
42.3
11.7
10.4

1.3
12,000

Agro
Industry

46.8

6.5
25.2
9.2
5.8

4.7
1,500

84.3

11.8
45.4
16.6
10.5

8.4
3,000

124.5

17.4
67.0
24.5
15.6

12.5
4,500

Cameroon
F1Z Industry

4.8
20.5
6.8
4.9

3.7
2,750

8.7
37.0
12.2

8.8

6.7
5,500

12.8
54.7
18.1
13.0

9.9
8,250
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A series of assumptions are made in carrying out the economic analysis (see Annex J
for a detailed discussion of these assumptions and the methodology used in carrying
out the economic analysis). Moreover, three scenarios are developed regarding the
number and nature of Free Zone enterprises that will be established under the Cameroon
Free Zone Regime. These scenarios range from 20 firms (Scenario [) to 40 firms
(Scenario II) to 60 firms (Scenario IIl) over the five year period (see Table 6).
Since it is likely that both agro-industry and manufacturing acvivities will be
developed under the Regime, a series of assumptions were made regarding the import
intensity and labor intensity of these activities. In addition, assumptions were made
regarding the average sales, profits and use of local resources by Free Zone
enterprises and by suppliers to Free Zone enterprises. Assumptions were also made
regarding the personal income tax rate that would be applied to employees income and
the profit tax rate that would be applied to the profits of suppliers to Free Zone
enterprises. Based on these assumptions, projections were made over the five-year
period 1991-95 regarding the increase in value added and the distribution of these
gains between the Government (in the form of increased tax revenue from Free Zone wages
and from wages and profits regarding local firms supplying Free Zone enterprises),
Cameroonian workers (in the form of additional wages from Free Zone related activicies)

and Cameroonjan businessmen (in the form of increased profits from Free Zone related
activities).

As revealed in Table 5, the economic benefits to be gained from the Cameroon Free Zone
Regime range from $37.0 million (Scenario I) to $98.6 million (Scenario III). Given
that PREPS is a $6.16 million NPA/PA activity, this represents a return of 500 to 1,400
percent on USAID's contribution. Based on the combined USAID, GRC and private sector
contribution of $7.85 million (Scenario I) to $8.1 million (Scenario III), this
represents a net return of between 370 to 1,120 percent on the total contribution in
support of the Free Zone Regime.* Again, these calculations do not take into
consideration the additional economic benefits that will continue to be gained after
the life of program period. The distribution of the economic benefits between the
Covernment, workers and businessmep 2r. as follows. The primary beneficiary are
Cameroonian workers who would receive becveen $20.5 million (Scenario I) and $54.7
million (Scenario III) in the form of additional wages after tax. The second largest
beneficiaries are foreign and local businessmen who would receive between $11.7 million
(Scenario I) and $31.1 million (Scenario III) in the form of increased profits from
Free Zone related activities. Finally, the Government will be a direct beneficiary
of between $4.8 million (Scenario I) and $12.8 million (Scenario III) in the form ot
increased tax revenue from Free Zone wages and non-Free Zone wages and profits.

It is important to note, however, that in addition to the quantifiable economic
benefits discussed above, the country will also directly benefit from the
diversification of its production and export base away from oil, coffee and cocoa and
towards previously undeveloped agro-processing and manufacturing activities. These
non-quantifiable gains to be had from economic diversification probably alone justifies
the development of the Free Zone Regime. As discussed in Chapter II, the current
economic and financial crisis facing Cameroon is the direct result of a lack of

* This assumed a contribution of $6.16 million by USAID, $1.15 million by the
GRC and $160,000 (Scenario I) to $410,000 (Scenario III) by the private sector in
the form of user fees over the five year period and $30,000 for the cost of
establishing the NOIFZ.
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Tavle §

Projected Growth i1n Free lone fnterprises

1931 1992 1993 1994 1995 1996

Scenario |
Industrial Free Zone Enterprises (0) (2) (4) (7 (10) (13)
Factory-Specific Free Zone Enterprises (0) (6) (8) (9) (10) (13)
Total 0 8 12 16 20 26

Scenario [}

Industrial Free Zone Enterprises (0) (4) (s) (10) {16) (22)
Factory-Specific Free Zone Enterprises ‘ (o) (8) (14) (20) (24) (28)
Total 0 12 20 30 40 50

Scenario [I1

Industrial Free Zone Enterprises (o) (4) (8) (14) (22) (32)
Factory-Specific Free Zone Enterprises {0) (12) (22) (31) (38) (48)

Total 0 16 30 45 60 8o
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diversification in the country’s production/export base and an overdependence on three
raw commodities (i.e., oil, coffee and cocoa). Due to circumstances beyond the
country's control (i.e., the decline in the world price of these three commodities),
Cameroon was thrown into a severe economic crisis from which it is presently struggling
to recover. The implementation of the Free Zone Regime and the corresponding
development a more diversified production/export base should greatly reduce the
country’s wvulnerability to external shocks in the future.

The country will also directly benefit from an improvement in its balance of payments.
With a net increase in the country’s export bill, the deficit in its overall balance
of payments will correspondingly be reduced. This will directly reduce the need for
financing and hence reduce the level of Government budgetary expenditures required for
this purpose. This financing is provided through Cameroon’s overdraftc facility at the
French Treasury.5 Savings of between $3.7 million (Scenario I) and $9.9 million
(Scenario III) would likely be generated through the reduction in the deficit in
Cameroon's overdraft facility at che French Treasury and the corresponding reduction
in interest obligations.

Finally, the country would benefit from an increase in new employment. The econonmic
benefits of this increase in employment was quantified above in the form of net wages
earned by employees of both Free Zones and suppliers of Free Zones. 1In addition to
the economic benefit, there is the political and psychological benefit of a reduction
in the unemployment rate. The number of new jobs created by Free Zone enterprises
during the life of program/project ranges from 2,750 (Scenario I) to 8,250 (Scenario
IIT). To this must be added the indirect creation of jobs resulting from increased
demand for local inputs and services. It is estimated that for every job creacted by
a Free Zone activity in Cameroon, an aaditional 3 jobs would be created in the local
economy.® This would imply a net increase of between 8,250 to 24,750 direct and
indirect jobs.

3 Under the franc zone system, the French Treasury guarantees the
convertibilicy of the Franc CFA at a fixed rate of FCFA 50 = FF 1. Unlike in other
developing countries with non-convertible currencies, Cameroon does not face a
balance of payments or foreign exchange constraint outside of that instilled through
control of the growth in the money supply. Whenever Cameroon’s stock of foreign
exchange held at the French Treasury is less than its demand for foreign exchange,
an overdraft occurs. The Government is subsequently obliged to pay interest on the
outstanding balance of this overdraft. To the extent that net exports increase as
a result of the Free Zone Regime, it will result in a reduction in the overdraft
facility and a reduction in interest payments owed by the Government, everything
else being held constant.

¢ The economic analysis revealed that wages generated from backward linkages
vere approximately three times the wage bill generated from the Free Zone
enterprises demanding the local inputs. Assuming that the labor-intensity of
backward linkage activities is the same as Free Zone activities, then one could
estimate that three jobs would be created in the local economy for every job created
in the Free Zones. In fact, this is probably a conservative assumption, since the
production process for agricultural inputs used by Free Zone agro-industrial firms
is probably significantly more labor-intensive.
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In sum, the economic analysis reveals that USAID's financial contribution under PREPS
would generate economic benefits of $37 million, even assuming the worse case scenario
of only 20 firms being installed under the Cameroon Free Zope Regime by the end of

program/projecec. These benefits would be shared berween Cameroonian workers,
businessmen and the Government. Additioral benefits in the form of economic
diversification, an improved balance of payments, an improved budgetary position and
increased new employment would also result from PREPS. Based on this analysis, the

Mission strongly believes that the total gains to be had from PREPS fully juscifies
the $6.16 million NPA/PA activity.

B. Financial Feasibility

This section provides a detailed financial analysis regarding the sustainability of
the Free Zons regulatory institution (the NOIFZ) being supported under °REPS. as
discussed above, the NPA component of PREPS is intended to finance the transitional
costs of the NOIFZ for a period of five years and the IPC for a period of two years.
As regard the IPC, the Mission has wade it clear to the GRC and the private sector that
it will not finance the Center over the medium-term. Rather, USAID/Czmeroon will
provide the initial resources to help establish and operate the IPC for a period of
two years. During this time, it is expected that the GRC and the private sector will
mobilize the necessary resources to sustain the Center over the medium-term, beginning
in 1993. In the case of the NOIFZ, however, the Mission is malking & commitment to
finance the Office for a period of five years. After its initial start-up period and
once a critical mass of enterprises are established under the Cameroon Free Zone
Regime, the NOIFZ should become self-financing. The main focus of the Mission's
intervention, therefore, is to cover the transitional costs of establishing and
operating the Free Zone regulatory body until it becomes self-suscaining. As discussed
in Chapter IV, conditions precedent have been established to ensure that the NOIFZ
establishes a master financial plan which will ensure its sustainabilicy from
alternative sources of revenue.

1. The Investment Promotion Center

As discussed above, resources will only be made available to the IPC to cover its
first two years of operation. Beginning in the third year (i.e., 1993), it is assumed
that the GRC will have mobilized bilateral and multilateral sources of finance to cover
the operating costs of the Center throughout the medium-tcrm. At present there is no
national investment promotion body in Cameroon. The Mission has therefore decided to
finance the first two years of the IPC's operating costs because it recognizes that:
(a) investment promotion will be critical to the overall success of the Free Zon~
Regime; (b) "promotion" activities should not be mixed with "regulatory" activities:
and (c) Free Zone investment pPromotion should be done within the broader context of
overall investment promotion in order to avoid duplication of effort and
inefficiencies. The Mission also recognizes that given its limited financial and human
resources, USAID/Camerocon is in no position to finance the costs of a national
investment promotion program. Moreover, since a variety of countries would ultimately
be beneficiaries of the fruits of investment promotion, the Mission believes that the
medium-term financing of the IPC should rightfully be part of a multi-donor efforrc.
Consequently, USAID/Cameroon has decided that it will serve only as a catalyst for the
development of a privately-managed and operated investment promotion center by covering
the initial costs of the pProposed provisional center up until a comprehensive, mulci-



67

donor effort can be organized by the GRC. Based on preliminary contacts with the
French, the Canadians, the Germans, the Belgians and the World Bank, it appears that
such a multi-donor effort will be possible.

2. The National Office of 'ndustrial Free Zones

The primarv recipient of the NPA !ocal currency counterpart resources generated from
PREPS wili be the NOIFZ. The Mission has decided to assist in the transitional
financing of this institution because it believes that: (a) the NOIFZ represents a
revolutionary experiment in the private management and operation of an important
regulatory body; (b) Government financing during the transition period would inevitably
bring with it Government interference in the affairs of the NOIFZ : and (c) the NOIFZ
can ulcimately be self-financing through the assessment of user fees and other sources
of revenue. Hence, the Mission is willing to provide the transitional financing to
bridge the gap up unto the time that a critical mass of Free Zone enterprises obtain
Free Zone status so that the NOIFZ can be self sustaining. The Mission believes that
the NOIFZ will attain self-sustainability by the end of program/project period.
Specific conditions precedent regarding the identification of alternative sources of
financing and the development of a master financial plan have been set for the second,
third, fourth and fifth disbursements of local currency counterpart resources targeted
for the NOIFZ. The remainder of this section will address the issue of the financial
sustainability of the NOIFZ.

The Free Zone Law states that the NOIFZ shall be funded from che following three
sources of revenue: (l) annual contributions from Industrial Free Zone operators and
enterprises according to a scheme to be defined by the Board of Directors of the NOIFZ;
(2) grants, loans or service charges as decided by the NOIFZ's Board of Directors; and
(3) a portion of the proceeds from fines provided for by the Free Zone Law, in
accordance with a scheme to be agreed upon by the Government and the NOIFZ and ordered
by the Minister in charge of industrial development. Since tlie NOIFZ {s providing
Free Zone enterprises and developers with a tangible service in the form of a one-stop
shop for investment approval, a streamlined system of on-site customs inspection, a
one-stop shop for all administrative services required to operate an enterprise, as
well as the provision of a package of other regulatory and financial incentives, it
is only reasonable that recipients of these services and benefits should be willing
to pay a nominal fee. In the Free Zones found throughout the Caribbean and Asia,
average user fees of the equivalent of approximately $0.25 per square foot of under-
roof space are assessed to Free Zcis enterprises by the Free Zone regulatory bodies.’
Since the Cameroon Free Zone Regime goes beyond other Free Zone Regimes by creating
a privately managed and operated Free Zone regulatory body that is both a one-stop shop
for investment approval and for obtaining all required public services, a fee of this
magnitude would appear to be reasonable. In addition, it is common practice throughout
the world to assess a fee regarding the processing of applications by developers and
enterprises wishing to gain access to a Free Zone regime. These two sources of revenue
will provide the foundation for financing the NOIFZ.

7 In fact, Free Zone developers pay user fees to the regulatory bodies in
charge of the Free Zone regimes. These fees are passed onto Free Zone enterprises
through the monthly rental fee that is assessed by the developer.
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The inflow of application/user fee related revenues to the NOIFZ will ultimately be
a function of the following variables:

(a) the number of industrial parks created;

(b) the number of Free Zone enterprises established in these parks;
(c) the number of Point Francs established;

(d) the level of arplication fees; and

(e) ~he level of annual user fees.

The analysis presented below provides three main scenarios regarding the number of Free
Zone developers and enterprises (refer to Table 6). Within each scenario, the
sensitivity of revenue flows regarding the magnitude of user fees is also tested. It
is assumed throughout all three scenarios that the application fees for developers and
enterprises will be $500 and $100, respectively. These levels are considered to be
moderate by international standards. A sensitivity analysis was not performed on
application fees because they constituted only a fraction of the revenues that will
be generated by annual user fees. Sensitivity analyses were performed regarding the
level of user fees ($0.15 vs. $0.25 per square foot of vader-roof space) and the number
of Free Zone enterprises established (20 versus 40 versus 60) by the end of the
program/project period. It is assumed throughout the three scenarios that enterprises
would not be operational and that user fees would not be assessed until the beginning
of 1992, thereby allowing a full year start-up period. A break-even analysis was
performed in order to determine the "critical mass"™ or number of Free Zone enterprises
that would have to be created jn order for the NOIFZ to be self-financing from only
application and user fees. A total of 80 enterprises would be required.

(a) Scenario I: The Low Case

The Low case scenario assumes that by 1996 (one year after the end of cthe
program/project period) there will be 13 enterprises established in Free Zone
industrial parks and an additional 13 enterprises established as Point Francs. It is
assumed that it will take a full year after PREPS begins before the first Free Zone
industrial park becomes operational (i.e., in 1992). This industrial park will most
likely be the result of the ongoing USAID/OPIC Africa Free Zone Initiative which aims
at establishing an Free Zore industrial park in both Cameroon and Togo. Free Zone
enterprises will most likely begin operations within the industrial park during 1992.
It is assumed that rhere will be an initial inflow of 2 enterprises into the Free Zone
industrial park in 1992 and will be a gradual increase to 13 enterprises by 1996. Wich
regard to the Point Francs, it is asswned that there will be an initial inflow of 6
enterprises in 1992 and that this would gradually increase to 13 enterprises by 1996.

Under this scenario (see Table 7), private sector contributions in the form of
application/user fees during the period 1990 to 1995 would be $176,500 to $288,500,
while the required financing to close the revenue gap would be $1.8 million to §1.9
million. 1In addition, the NQOIFZ would experience sizeable revenue shortfalls at the
end of PREPS under both the $0.15 and the $0.25 assumed user fee levels. The likely
shortfall would range from $275,000 to $327,000 beginning in 1996. A user fee of only
$0.15 per square foot would therefore be wholly inadequate to support the financial
costs of the NOIFZ. Even the establishment of the higher (yet internationally
competitive) user fee of $0.25 per square foot would be inadequate. Under cthis
scenario, therefore, the NOIFZ would have to mobilize $275,000 in 1996 from additional
sources of revenue in order to be self-financing. Moreover, the NOIFZ would have to
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Table 7

Financial Anaiysis of NO(F?

hyroer of Level of Total USALD LIV H 4 Residual
Scenar1o Enterprises User Fees Reverye Cantrib, Revenues Fin. Gap
159%/1336 (cer s3. ft. 1930-95 1630-5% tn '36 'n ‘396
20/26 $0.15 $176,.520 §1.834.717 $73,600 $326.960
1
20/26 $0.2% §288,5C0 $1.778.2%8 $131,600 $274,360
43/50 30.15% $323.850 §1.047.717 $153,000 $253.560
i1
40/50 30.25 §527.5C0 $1.539.2%8 $253.,000 $153,560
60/80 $0.15 $481,500 §1,589,717 $248,500 $158,060
It
60/80 $0.25 $783,500 §1,283,258 $408,500 {$1,940)

{%{l
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continue tu secure additional financing annuallv until the break-even number of 80
firms was atzained (i o | an additional 5« enterprises).

(b) Scenario II: Medium Case

The medium case scenario assumes that by 1996 there will be 16 enterprises established
in industrial Free Zone parks and 24 enterprises established as Point Francs. It is
further assumed that two Free Zone industrial parks are established. The first would
be the one likelv o be developed under the OPIC/AID Africa Free Zone Initiative, while
the second would be one likely to be established by a local Cameroonian who is
interested in developing an information-based Free Zone industrial park in Limbe. It
is assumed that an initial 4 enterprises would be established in the Free Zone
industrial parks in 1992 and that this would gradually grow to a total 20 by 1996,
As regards the Point Francs, it is assumed that there will pe an initial 8 enterprises
gaining this status by 1992 and that this will increase to a total of 30 enterprises
by 1996.

Under this scenario, private sector contributions in the form of application/user fees
during the period 1990 to 1995 would be $325,000 to $530,000, while cthe required
financing to close the revenue gap would be $1.5 million to $1.8 million. Once again,
the NOIFZ would experience revenue shortfalls at the end of PREPS under both the $0.15
and the $0.25 assumed user fee levels. The likely shortfall would range from $155,000
to $255,000 beginning in 1996 and would gradually decline until the break-even number
of 80 enterprises are established under the Regime.

(c) Scenario III: High Case

The high case scenario assumes that by 1996 there will be as many as 32 enterprises
established in Free Zone industrial parks and as many as 48 enterprises established
as Point Francs. In addition to the two Free Zone industrial parks noted in Scenario
II, this scenario assumes that a third park would be established in 1995. It is
further assumed that an initial 4 enterprises would be cstablished in the Free Zone
industrial parks in 1992 and that this would gradually grow to a total 32 by 1996.
[t i{s also assumed that there will be an initial 12 enterprises gaining Point Franc
status by 1992 and that this will increase to a total of 48 enterprises by 1996.

Under this scenario, private sector contributions in the form of application/user fees
during the period 1990 to 1995 would be $480,000 to $785,000, while the required
financing to close the revenue gap wouid be $1.3 million to $1.6 million. The NOIFZ
would continue to experience a revenue shortfall at the end of PREPS of $158,000 if
a user fee of $0.15 per square foot was employed. However, if a user fee of $0.25 were
employed, the Office would be fully self-financed by the end of program/program period.

These three scenarios presented above provide a reasonable range of the likely demand
by enterprises for Free Zone status, especially in light of the sizeable degree of
interest already expressed by both local and foreign businesses as noted in the Demand
Analysis presented Chapter III. Based on the market surveys performed and the degree
of interest expressed by Cameroonian and foreign businessmen to date, Scenario I is
most likely to be an overly conservative scenario, while Scenarios II and III are more
likely to come to fruitionm. Experience with Free Zone Regimes throughout the world
to date shows that by the end of the sixth year of operation, an average of 37
enterprises have been established (see Toble 8). This has ranged from a low 9 and 15



TABLE 8

GROWTH IN EFFECTIVE DEMAND DURING YEARS 1-6 FOR VARIOUS EPZ PROGRAMS

(Number of Firms and Average Annual Rate of Growth)

[} L]
H : Average
Zone Program i Year 1 Year 2 Year 3 Year 4 Year S Year 6 ! Annual Rate

: : of Growth

[ ] 1

: :
Costa Rica (All) : 2 3 7 15 27 38 : 30%
Dominican Republic : 1 1 4 5 10 15 : 72%
El Salvador(San Sartolo)/1 ! 4 8 11 14 - - : 52%
Fiji All) : 59 82 - - - - ! 39%
Jamaica (Kingston)/i : 1 3 6 7 8 9 : 55%
Jamaica (Montego Bay}) : 5 8 n/a - - - : 50%
Mauritius (All) : 9 19 33 46 68 85 : 57%
India (Santa Cruz) : 3 8 17 23 n/a n/a : 97%
Senegc !l (Dakar)/1 : 4 4 ) 5 6 n/a H 9%
Korea (#asan) H 6 26 71 98 105 n/a : 1051
Sri Lanka (Biyagama) : 12 15 n/a n/a n/a n/a H 251
Average Number of Firms : 10 16 19 27 37 37 : 30%
Medium Number of Firms : 4 8 9 15 19 27 : 46%

/1 TSG estimates.

Note: n/a denotes data not available. EPZ programs in Jamiaca (Montego

been cperational for six years. Data for Years 4-6
El Salvadur not presented due to the civil conflict.
Source: Data rcomplied by The Services Group.

in

Bay Free Zone) and

Fiji have not

B49
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enterprises in Jamaica and the Dominican Republic, respectively, zo a high of 38 and
85 enterprises in Costa Rica and Mauritius, respectively. Moreover, the regimes which
permitted the creation of Point Francs (i.e., Mauritius and Costa Rica) had a
significantly higher number of Free Zone enterprises than regimes which did not. In
some cases, the growth in enterprises has been spectacular. For example, after only
the second year of operation, the Fiji Free Zone Regime had a total of 82 enterprises.
Similarly, the Korean Free Zone Regime had over 100 enterprises operating by the end
of its fifth year of operation. It is important to note that none of these Free Zone
Regimes had privately-managed one-stop shops for investment approval and for the
provision of all administrative services required to establish and operate a Free Zone
enterprise. Moreover, most of these regimes were traditional, labor-intensive export
processing zones rather than resource-based processing zones. While it is difficult
at this point in time to state exactly what the actual demand for the Cameroon Free
Zone Regime, the Mission believes that the pProjections presented under Scenario II and
111 are reasonable.

3. Ocher Sources of Revenue for the NOIFZ

As discussed above, the Mission has foreseen that the NOIFZ may not be self-financing
by the end of the program/project period if it relied only on user fees as a source
of income. In light of this possibility, USAID/Cameroon has designed into the PREPS
NPA/PA activity a process by which agreement can be reached in advance of the
program/project completion date regarding the self-financing of the Office. Conditions
precedent regarding the identification of additional sources of finance and the
development of a sustainable financial plan for the NOIFZ have been set for the second,
third, fourth and fifth disbursements of the local currency counrterpart resources
generated the NPA dollar disbursement. The Board of Directors and staff of the NOIFZ
will have to analyze and determine what other sources of finance can be drawn upon
should the break-even number of Free Zone enterprises not occur betore the end of 1995,

There are several alternative sources of finance that could be considered. For
example, since local enterprises providing goods and services to Free Zone enterprises
will directly and indirectly benefit from the Regime, a small fee could be assessed
upon them. This could take the form of a small supplement to the annual businessg
license fee thar all enterprises must pay each year. Alternatively, a fee could be
assessed on private sector enterprises through the Chamber of Commerce, Industry and
Mines. The exact modalities will have to be discussed and their implications analyzed
thoroughly by the NOIFZ before a concrete proposal can be made. In addition, annual
contributions to the NOIFZ could be provided by a Free Zone Businessmen's Advocacy
Association or Club to show its support for the Free Zone Regime. If such a path were
pursued, efforts would have to be made to ensure that this group did not coopt or
unduly influence the staff of the NOIFZ or its Board of Directors. Such associations
currently exist in other Free Zone countries. Decisions regarding the level of
contributions and the mechanisms to used should rightfully rest with the NOIFZ.

As discussed above, the Free Zone Law allows the NOIFZ to be funded through grants and
loans, as well as through a portion of the proceeds from Free Zone related fines. The
NOIFZ could therefore obtain loans to cover its immediate obligations in anticipation
of receiving additional revenue from user fees regarding future enterprises that gain
access to the Regime. The NOIFZ should, however, be extremely prudent and ensure that
it can reasonably service any debt obligations that it undertakes. Although the NOIFZ
cezn expect to receive revenues from Free Zone related Fines, this would likely be an
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uncsrtain income stream. For planning purposes, therefore, the NOIFZ should develop
a financing plan based on revenue sources that are likely to be stable.

Finally, it is important to note that the general wisdom is cthat the Franc CFA will
be devalued in the near future. It appears cthat it is no longer a question of
"whether” but one of "when." Estimates of the likely level of devaluation range
anywhere from 30 percent to 50 percent. Since the overwhelming majority of operating
costs incurred by the NOIFZ are denominated in FCFA, a devaluation of the Franc CFa
would have a strong positive effect on the Office’s financial position to the extent
that the user fees are denominated in foreign exchange (i.e., U.S. dollars or French
Francs). Since exporters will be earning hard currency, they will not be adversely
affected by the devaluation in terms of their ability to pay dollar or franc
denominated user fees. In addition, a devaluation would have & strong, positive effect
on the sales and profits of Free Zone exporters since much of their operating costs
are denominated in FCFA while their revenues are denominated in foreign exchange. A
devaluation would ther=fore greatly relieve any financial constraint fazcing the NOIFZ.

Based on the actual experience with demand for Free Zone status, developments rezarding
the devaluation of the Franc CFA, and the corresponding projection of financing needs,
the NOIFZ will develop and articulate a comprehensive plan for addressing these needs.
The conditionality established under FDPS will help ensure that such a plan is
developed and implemented.

C. Institutional Feasibility Analysis

This section presents a summary of the analysis performed by the Mission in designing
the institutional arrangements developed under PREPS. Since PREPS is fundamentally
a policy reform and institution building activity, this institutional analysis served
as the corner stone of the program/project design. In developing its institutional
analysis, the Mission drew upon a variety of resources. Of primary importance was the
use of the analytical framework developed by Indiana University’s Workshop on
Institutional Analysis and Policy Reform. The Mission held a series of consultations
with Indiana Professor Ron Oakerson which helped identify and analyze most of the
institutional constraints that are discussed below. Moreover, the insight gained from
this exercise was directly used in designing the particular institutions and rules,
regulations and procedures that are developed under PREPS to address these
institutional constraints.

1. Overview of the Institutional Implications of PREPS

The purpose of PREPS is to support the development and implementation of new rules,
regulations, procedures and institutions that will reduce domestic distortions in the
economy and thereby improve the ability of local firms to compete in world markets at
world prices. “his is to be accomplished through the careful development and
implementation of a regulatory framework which will govern and facilitate free zone
development in Cameroon. This regulacory framework involves two key components: (1)
a set of regulatory measures designed to encourage export industries by removing
existing disincentives and thereby allowing these firms to capitalize on the country'’s
inherent comparative advantages; and (2) a series of new discrete institutions that
are designed to oversee the regime and ensure that these regulatory measures are
properly implemented.
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The NPA and PA components of PREPS are designed to reinforce the regulatory and
institutional changes discussed above. The tranched disbursement of U.S. dollars
under the NPA are tied to the well functioning of the Government institutions and
their corresponding rules and procedures that play important roles in the operation
of the Free Zone Regime. Similarly, the tranched local currency counterpart funds
generated from the U.5. dollar disbursements are tied to the well functioning of the
private sector entities and their corresponding rules and procedures that play critical
roles under the Free Zone Regime. The PA component is custom tailored to provide the
technical assistance and training that will be required to ensure that these public
and private sectov organizations have the institutional capacity and know-how to
effectively and efficiently carry out their tasks.

2. The Ability of PREPS to Achieve Institutional Change

Efforts to introduce comprehensive economic and regulatory reforms on a national basis
are often blocked or impeded by entrenched bureaucracies and privileged interests.
At present, Cameroon 1is undergoing a comprehensive adjustment program that {5
addressing a variety of structural and policy-related problems including: the
liquidation, rationalization and privatization of the parastatal sector; the
rehabilitation of the commercial banking sector; the rationalization of the tax system;
the liberalization of trade and price policies; the amelioration of the regulatory
environment; and the promotion of investment and export diversification, This
ambitious program will most likely take 5 to 10 years to fully implement and will
inevitably run up against major barriers and obstacles by proponents of the status quo.
Such problems have already been experienced vis-a-vis the IMF regarding the now
inoperative Stand-by Arrangement and vis-a-vis the World Bank regarding the delay in
the second tranche disbursement of the Structural Adjustment Loan.

In contrast, the success to date of export processing zones throughout the world in
bringing about sweeping policy reforms can be attributed to ctheir geographically
limited naturz. Because only discrete areas are affected, rather than the entire
economy, institutions and players with a stake in the status quo seldom mobilize in
opposition when liberalized economic policies are proposed for the zones. Moreover,

these changes are often obtained by proponents of liberalization without requiring the

use of prohibitive amounts of political capital in implementing the reform. This is
particularly true in the case of PREPS. The development and implementation of the Free
Zone Regime does not take away any power that is currently being wielded nor any wealth
that is presently being extracted. Rather, the institutions created under the Regime
are dealing with new economic agents--agents that would not invest in Cameroon in the
absence of the Free Zone Regime. Hence, existing institutions and players can continue
to do business as usual and are not being directly threatened by the new institutional
arrangements created under the Free Zone Regima. PREPS is therefore a more fortunate
position than, for example, FSSRP or PRAMS. In these two cases, existing instictutions
had/have to be closed down and were/are replaced by new institutions. Hence, the
players with vested interest in the existing institutions have much more of a stake
involved in undermining the reforms.

3. Institutional Arrangements Under PREPS
The careful formulation of the regulatory framework which governs and facilitates Free

Zone development in Cameroon serves as the foundation upon which the Regime is based.
The Free Zone Law not only provides important incentives and other benefits offered
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to Free Zone enterprises, but also contains explicit provisions creating institutions
to ensure that these incentives and benefits are provided in an efficacious manner.
With regard to the incentives and benefits provided under the Free Zone Regime, local
and foreign export-oriented firms will be able to operate under a completely different
set of rules than that which exists in the rest of the economy. Important incentives
and exonerations have been built into the rule structure which will reduce domestic
distortions and increase the ability of the firm to operate at world prices. These
include, a 10 year tax holiday on corporate business taxes followed by a flat tax of
15 percent on corporate profits beginning in the eleventh year,; complete exoneration
of all other direct and indirect taxes; exoneration from all customs duties and taxes;
exemption from restrictions on the purchase and sale of foreign exchange; guaranteed
right to hold foreign exchange denominated banking accounts; guaranteed right to
transfer abroad all funds earned and invested in Cameroon; exemption from all
production and sales related taxes on locally produced inputs; and exemption from all
price and margin controls.

In addition to changing the rules and regulations under which local and foreign export-
oriented enterprises in Cameroon will operated, the Free Zone Law establishes a series
of new institutional arrangements whkich are designed to reduce the costs of doing
business in Cameroon. These include: (1) a one-stop shop for investment approval and
for obtaining all permits, licenses and authorizations required to operate a business
under the Free Zone Regime; (2) a streamlined system of on-site cus..ms inspection;
(3) a streamlined system of labor contracting based on productivity; and (4) a system
of dispute settlement and enforcement mechanisms outside of the existing legal system.

(a) The NOIFZ: A One-Stop Shop for Investment Approval

The Free Zone Law creates a National Office of Industrial Free Zones (NOIFZ) which is
to serve as a one-stop shop for Free Zone investment approval and for the provision
of all licenses and/or permits required to operate an export-oriented business under
the Regime. The NOIFZ is a private, non-profit body rather than a Government
regulatory agency. It has a Board of Directors with 6 private sector representatives
and 3 public sector representatives and operates on the principle of one-person, one-
vote. Three of the private sector representatives are o be elected from among Free
Zone developers, operators and enterprises, thereby creating an incentive mechanism
for the office to be responsive to problems experienced by Free Zone userc, In
addition, the NOIFZ is to be professionally managed by a private cadre rather than by
civil servants. Hence, a entirely different mentality and incentive system will be
put in place regarding the administration of the Free Zone investment approval process,
with the goal being quick investment approval.

The Free Zone Law transfers all regulatory and administrative authority regarding the
establishment and operation of a Free Zone Enterprise previously held by a myriad of
government offices and centralizes it within the NOIFZ. This is a direct attempt to
reduce the time and cost cf establishing a business in Cameroon, which as noted above
could require up to 24 steps, involving 20 ministries, agencies or offices and take
from 6 to 24 months to complete. In addition, the Law creates a simplified system of
investment approval. Clear, objective eligibility criteria for Free Zone investment
approval are created and disseminated which minimizes any administrative discretion
‘that ‘could be involved in the process. Finally, the Law mandates a 30 day deadline
for investment approval. If the NOIFZ does not render a decision by this date, the
investment approval request is automatically granted. These institutional measures
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are intended to create a simplified, transparent and automatic investment approval
process with minimum delay.

In addition to the investment approval process, the NOIFZ also has responsibilicy for
overseeing the management and enforcement of the Regime. According to the Law, the
package of Free Zone incentives and exonerations are to be provided automatically
upon investment approval. An "Administrative Service™ is to be created within the
NOIFZ which will centralize all public services required by Free Zone users. Agents
of this service force will be empowered to single-handedly provide all the privileges
and exonerations that are mandated by the Law (i.e., automatic entitlement to labor
permits, residency permits and visas to expatriate workers). Moreover, the NOIFZ will
oversee the activities of the Administrative Service and facilitate the process of
obtaining all the benefits and privileges granted by the Law. In sum, the investor
will simply submit his investment approval application to the NOIFZ. Aftar the
application is approved, the NOIFZ will act on behalf of the investor and ensure that
all che privileges provided under the Law are automatically granted.

(b) Free Zone Customs: Systva of On-Site Inspection

In place of the current system of customs clearance at the port of Douala, the Free
Zone Regime creates a system of on-site customs inspection. A whole new institutional
arrangement regarding the entry and exit of goods and services to and from the Free
Zones {s therefore being created. Under this system, containers holding Free Zone
lmports are immediately moved to a Free Zone holding area immediately after being off-
loaded from the arriving ship where a customs seal is placed on it. The container is
subsequently transported from the port to the industrial free zone by way of an escort
consisting of a customs official and a military guard. Documents are checked and
verified at the exit of the Free Zone holding area at the port and at the on-site
customs office installed at the industrial free zone. After entering the zone, the
container is escorted directly to the enterprise where the goods are unloaded under
the direct surveillance of a customs officials. Any goods not corresponding to those
specified on the official free zone customs form are immediately seized. A similar
process 1s used for exports from the industrial free zones.

It is important to note that since Free Zone enterprises are exonerated from all
tariffs and duties, customs agents no longer perform a "valuation" function regarding
the assessment of duties owed. Under the current customs system, this valuation
exercise is the primary source graft and corruption. Since this exercise does not
occur under the Free Zone Regime, a significant source of corruption has been
eliminated. The other source of corruption involves the customs official’s ability
to delay the clearance of the container. Customs officials often extract "fees" for
services rendered regarding the release of goods. Under the Free Zone Regime, however,
the clearance process is shifted avay from the port of Douala to the individual frea
zones Iinvolved. Moreover, the Free Zone customs clearance process takes place under
the watchful eye. of the Free Zone enterprise, the Fre: Zone developer and a
representative of the NOIFZ. To the extent that delays occur, the incentive structures
are such that immediate action will be taken by the NOIFZ vis-a-vis the Administrative
Service (i.e., the unit involving Free Zone customs) to rectify the situation. In
addition, measures will be taken to pay Free Zone custom agents a higher salary and
to provide appropriate incentives for them to respect the "quick clearance" principles
of the Regime.

Lol
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(c¢) Free Zone Labor Regime

The Free Zone Law creates a distinct set of rules and procedures that Free Zone
enterprises follow regarding hiring/firing workers as well as setting wages. Free Zone
enterprises are exonerated from the standard wage classification scheme specified under
the Labor Code which, as mentioned above, fixes all wages by industrial sector,
geographic location and level of formal education. In place of this system, Free Zone

enterprises have the right to freely negotiate contracts with their enmployees. In
particular, the Law specifies that Free Zone enterprises may set wages on the basis
of productivity and efficiency. The Law also states that the restrictive and

bureaucratic procedures regarding hiring/firing can be replaced by the system agreed
upon between Free Zone employers and employees as developed during cheir collective
bargaining. The terms and conditions negotiated must be consistent with
internationally accepted workers' rights, including freedom of association, the right
to organize and bargain collectively, prohibition against all forms of force labor,
minimum age for the employment of children, and acceptable conditions of work with
respect to minimum wages, hours of work and minimum occupational health and safety
standards.

The net effect of the Free Zone Labor Regime is that wages can now be negotiated on
the basis of market forces rather than by administrative fiat. Since the current wage
structure is believed to be internationally uncompetitive, the liberalized setting of
wages between Free Zone enterprises and employees will most likely move in the
direction of more internationally competitive wage rates. It is important to note that
unemployment in Cameroon is presently estimated to be around 30 percent and is growing
due to the labor shedding occurring under the Government's structural adjustment
program. The co-existence of high levels of unemployment with high wage levels at
first appears paradoxical. However, the existing system of administratively determined
wages has resulted in rigid wages which can not be adjusted downward despite the
existence of a sizeable unemployed labor force. The liberalized system of wage setting
under the Free Zone Regime will most likely allow greater numbers of people to be
employed and allow personal income to grow. Wages will be constrained downward by the
fact that there will be a wage level at which workers will ultimately not be willing
to work. Moreover, norms based on internationally acceptable standards will be
established.

(d) Dispute Settlement and Enforcement

The Free Zone Law empowers the NOIFZ to establish procedures for settlement by mutual
agreement of disputes arising between developers and enterprises, or between either
of the latter and the Administrative Service (including customs). In addition, a
dispute settlement mechanism is to be created for disputes between an Free Zone
applicant and the NOIFZ regarding investment approval. Similarly, a mechanism will
be established for disputes regarding the decision taken by the NOIFZ and/or the
Minister of Industrial and Commercial Development regarding the designation of a Free
Zone and the approval of its developer. In the case of disputes between an applicant
and the NOIFZ, the Board of Directors will rule based on the input provided by a
mutually acceptable third party. In the case of a dispute between the developer and
the NOIFZ, the Minister of Industrial and Commercial Development will rule, again based
on the input provided by a mutually acceptable third party. Appropriate mechanisms
are still to be developed regarding disputes between a developer applicant and the
Minister.
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The purpose of the dispute settlement mechanisms discussed above is create an objective
and fair system of arbitration outside the local court system. In addition, the
purpose is facilitate the quick settlement of disputes so that time and money is not
unnecessarily lost. Ultimately, Free Zone users and applicants can seek recourse to
the local court system if so desired. In addition, Free Zone users are guaranteed the
right of appeal to the International Arbitration Association. The inctention,
therefore, is to create the basis for disputes to be settled in an organized, objective
and fair manner.

(f) The Investment Promotion Center

The Mission analyzed and discussed in great detail exactly how it should address the
need for Free Zone investment promotion. 1In order for the Free Zone Regime to be
successful, an information campaign and response system would have to be developed
regarding both local and foreign investors. In addition, a mechanism would have to
be created to facilitate the visit of foreign investors interested in establishing an
enterprise under the Free Zone Regime. The Mission’s initial reaction was to create
a division within the NOIFZ to handle Free Zone investment promotion. However, after
careful study of similar situations in Mauritius, the Dominican Republic, Costa Rica
and other developing countcies, it became eviden: that mixing regulatory
responsibilities with promotion responsibilities could be disastrcus. The role of a
regulatory body is to ensure the enforcement and well functioning of a regime and this
often requires firm action and sanctioning. The role of a promotion body, on the other
hand, is to provide information and support services to parties interested in gaining
access to a regime. It was decided therefore that these two distinct responsibilicies
should be separated and carried out by different bodies.

The Mission subsequently discussed the pros and cons of creating a stand-alone Free
Zone Investment Promotion Center. Again, after careful consideration of the problems
experienced throughout the world to date, the Mission decided that Free Zone investment
promotion should be done within the context of overall investment promotion. In
countries where a series of investment promotion institutions had been created for a
variety of different regimes (l.e., one for the investment code, one for export-
oriented industries, one for small and medium-scale enterprises, etc.), the result was
redundancies, inefficiencies and a complete lack of coordination. When an investor
visited the country or inquired about the possible incentive schemes that he could take
advantage of, there was no single institution that could comprehensively address his
needs. Hence, the Mission concluded that for purposes of efficiency (both for the
country and the investor), a single national investment promotion center should be
created. This institution would be a one-stop shop for all investor inquiries
regarding the country, including for the Free Zone Regime.

The Mission, therefore, faced a dilemma. On the one hand, investment promotion was
essential to the success of the Free Zone Regime. On the other hand, the creation of
a stand-alone national investment promotion center was clearly beyond the scope of the
Mission’s desired support for the Free Zone Regime. In its discussions with the GRC
on this matter, it became clear that the Government believed that investment promotion
should be a multi-donor, rather than a single-donor, effort. The Government agreed
with the principles of a distinct investment promotion center that would have
responsibility for promotion of the Investment Code as well as the Free Zone Regime.
During informal discussions between the Mission and other donors, indications were
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given that the Canadians, the French, the Germans, the Belgians and the World Bank
would likely be interested in supporting such an endeavor. Because of the immediate
need to develop a Free Zone investment promotion and investor tracking system, the
Mission had decided to finance the initial start-up and first two years of operaticn
of a transitional investment promotion center. The focus during this period of time
will be primarily on the Free Zone Regime. Over the next two years, the GRC will be
pursuing the development of a multi-donor effort to support a national investment
promotion center. It is expected that arrangements for such financing wili be
finalized well before the end of 1992. At that time, the transitional investment
promotion center will be spun-off to create the full-scale investment promotion center.
It is also expected thac the medium-term investment promotion strategy and action plan
developed by USAID will serve as the basis for this permanent center. Based on future
developments in this area, the Mission may choose to partially support the costs of
the center through a separate intervention and in coordination with other donors.

As in the case of the NOIFZ, the transitional (and most likely the permanent)
investment promotion center will be a mixed body with a private sector majority on the
Board of Directors. The Government, however, does and should play an important role
in setting the national strategy regarding investment promotion. Unlike the case of
a regulatory body such as the NOIFZ, the implications of Government influence in the
affairs of the center are less severe. The key exception, however, will be in the
selection and hiring of the center's personnel. The staff of the center are to come
from the private sector and are to be managed on a professional basis. Conditions
precedent regarding the disbursement of the local currency counterpart resources
destined to the center will ensure that this is the case.

D. Social Feasibility Analysis

1. Social Feasibility at the Purpose Level
PREPS aims to promote the institutionalization of a free trade regime which operates
efficiently, effectively and objectively. This is to be accomplished primarily through

the establishment and functioning of the NOIFZ, and changes in rules and procedures
related to investment approval, customs clearance, disputes settlement, and free zone

designation. The major issues related to these activities require changes within

the country’'s modern.institutions (see Section C of this Chapter).

There are no major social constraints which prohibit attainment of the program’s
purpose. However, two important concerns arise which should be monitored during
implementation, i.e., ethnicity and gender, to ensure optimal utilization of resources
under the program.

(a) Ethnicity and Socio-economic Inequality

Cameroon is an ethnically diverse country. According to at least one source, about
200 ethnic groups speaking 24 major languages have been identified within the country's
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borders.® Cameroon’s social diversity is further complicated by its colonial heritage
which includes German, French, and British rule. It ic the only country in Africa
whose borders surround former English and French speaking colonies.

It is not surprising that ethnicity is an element of decision-making and a determinant
of access to resources. The management and operation of the free zone must remain
cognizant of this problem and take actions to foster efficient, objective decision-
making and enforcement of rules, thereby minimizing the tendency to act based on
tribalism and nepotism. Broad ethnic and regional representation in all of the Free
Zone entities, including the NOIFZ, will foster appropriate behavior.

The danger that control over the NOIFZ may be concentrated in the hands of a few during
the years when the playing rules are being determined has been raised as a potential
problem. If this were to happen, entry for other businesses, especially new SMEs, may
be restricted severely. The program design responds to this potential obstacle by
supporting the costs of operation for the NOIFZ during its formative years, as opposed
to relying totally on the private sector for cthe necessary financing. 1n addition,
PREPS will crack the performance of the NOIFZ in terms of objectivity and efficiency.

(b) Gender Inequality

Cameroonian women have demonstrated their ability to contribute to commerce, primarily
through the informal sector. They have been more limited in their participation in
the formal sector. According to the Ministry of Commerce and Industry, 16 women were
exporting goods (mainly agricultural products) from Cameroon in 1987-88.

A study conducted in 1988 for USAID included an interview with a female importer.
She had recently received her importation license and stated that it had been difficult
to obtain information concerning the requirements for a license and the process in
general. It was her opinion that women are reluctant to approach a primarily male
bureaucracy to request guidance. The same study noted that the Head of the Importation
Division in the Ministry was a woman who cited the increase in the number of women she
has supported in entering the business.’

Businesswomen can make important contributions to the operation and growth of the FTZ.
The FTZ administrative arrangements should be implemented in ways that encourage female
representation in management and equitable access for women to investment
opportunities. Contacts and linkages should be established with groups such as the
Groupement des Femmes d’Affaires au Cameroon (GFAC) which is an internationally
affiliated group with over 60 members locally.

8 Francois Tchala-Abina, "The State of the Bureaucracy and Farmers in Rural

Development: A Case Study of the Social Relations of Production in Selected
Development Corporations in Cameroon", 1982, p. 109.

% Howald and Wyckoff-Baird, "A Profile of Training Opportunities for Women:
Cameroon", 1938,
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2. Program Beneficlaries

The immediate beneficiaries of PREPS will be those individuals employed in the FTZ
activities including the NOIFZ and the specialized customs unit established for the
zone. Certain members of the bureaucracy will lose some portion of authority and
responsibility related to export administration and enforcement of customs regulations.
To the extent they view this as a loss, they can said to be negatively affected by the
program’s activities. However, whatever private harm could be attributed to these
administrazive changes is outweighed by the social benefits derived from improvements
in efficiency and objectivity attendant with the new regime.

NOIFZ staff, Free Zone customs officials, other public officials involved directly or
indirectly in the Free Zone Regime, and Free Zone developers, operators and enterprises
will benefit directly from the training provided by PREPS.

lmportant beneficiaries at the goal level include the FTZ enterprises and cthose
employed by cthem. The FTZ Regime creates a distortion-free environment with
simplified, transparent and automatic procedures for both investment approval and
customs clearance. The Regime reduces the transaction costs to local and foreign
exporters. The value of savings in time, cost and frustration are significant to
foreign businesspersons who would otherwise face a complex, unfamiliar system and to
local young entrepreneurs who must minimize the cost of establishing and operating a
business in Cameroon.

Local businesspersons will also benefit from increased access to worid markets through
the creation of joint-ventures with foreign firms. While there are a varier+ of goods
and services that can be produced in Cameroon, one of the biggest probiezs ac:ing local
businesses is the lack of access to foreign markets. The local business cozzuniIv does
not have adequate knowledge of and access to foreign markets outside :tne lracitional
ones within the UDEAC (the Central African Customs Union) and Ffrance Jn tne other
hand, many foreign firms are looking for sources of production to meet the cemand of
their captured markets.

The creation of joint-ventures under the Free Zone Regime will likely resulct in
increased access to, and transfer of, technology to local businesses. Given the local
manufacturing sector’s general isolation from world markets to date, Cameroonian firms
lack access to the latest and most efficient technology. In addition, local firms lack
access to foreign capital which could be supplied in-kind or in cash by foreign
partners. Cameroon’s liquidity crisis has limited significantly access to local
sources of medium-term credit for productive use in purchasing lan< and equipment.
The increased incentive for the creation of joint-ventures under the Free Zone can be
expected to produce benefits in terms of new managerial and production technology, and
access to foreign capital.

Individual workers in the Free Zone will benefit from the increased employment
opportunities and higher personsl incomes. Given the high wage rates in Cameroon, the
vast majority of the Free Zone activities are expected to employ a relatively high
level of technology compared to other world free zones. Notwithstanding, they require
substantial levels of labor to carry out the production processes. Eventual declines
in real wages (due to the more liberal Free Zone labor regime, the ongoing economic
recession, or the eventual devaluation of the CFA Franc), may enable other more
traditional, labor-intensive Free Zone activities to become internationally competitive
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in Cameroon. The development of the Cameroon Free Zone Regime will be evolutiecnary.

The first industrial park will likely house twenty enterprises with employment demands
between 50 and 200 each (i.e., for a total of 2,000 to 4,000 new jobs). Historical
experience has shown that it takes about 7 years to fully subscribe an industrial park.

The ultimace beneficiaries will be the people of Cameroon. Policy reform analyses
conducted by A.I.D. and the World Bank indicate that the type of reforms implemented
under the FTZ Regime will stimulace employment and increase national income, promote
diversification of the country's production and export base, increase value added,
increase export revenue and foreign exchange, promote transfer of managerial and
production technology, and increase foreign and domestic investment.

3. Social Consequences

The activities supported by PREPS could contribute to negative social consequences at
the goal level. Major areas of concern are the workforce, women, domestic firms, and
access to productive land. The PREPS design responds to this potential by including
a study to monitor and examine the social impact of the FTZ regime. The study will
establish baseline, monitor effects during the program’s life, and make recommendations
on how to avoid or minimize the undesirable consequences.

The following summarizes major social concerns identified by the program design.
Others that become obvious during implementation and will be added to the study.
Depending on the gravity of problems identified or the importance of findings to the
overall economy, the study could contribute to analyses on which to base future policy
discussions.

(a) Workforce

Since the Cameroonian labor laws are relaxed under the FTZ Regime, i.e., employer and
employee are free to negotiate a wage based on market factors, wages in the Zone will
be lower than elsewhere in the economy. However, this is expected to be a temporary
phenomena. Real wages throughout the economy are likely to decline due to the combined
effects of economic recession, the structural adjustment program and the proposed
changes in the country’s labor code (i.e., the replacement of administratively
determined wages with market determined wages). 1In the meantime, the employment
creation aspect of the Regime will produce new jobs during a time of recession.

Notwithstanding, the potential for labor exploitation exists. Without interfering in
employe~ and employer relationships, the Regime should be monitored for possible
abuses. lundicators will be developed during program implementation and will go beyond
wage rates to include work conditions and fringe benefits.

The distributional effects of this program are complex. A bipolar strategy is
envisaged, i.e., becausa of the lower wages in the Zone higher initial benefits will
likely accrue to enterprises (including some elite-owned enterprises) relative to the
FTZ labor force; however, the relatively low wages are expected to drive up the demand
for labor and thereby promote a leveling of benefits between worker and employer.
" Changes in market determined wage rates and job creation in the Zone will serve to
monitor the distributional effects,

|0l
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(b) Women

On an average, women supply about 75 percent of labor in free zones around the world.
This is because zones have traditionally attracted labor-intensive, low-technology
industries. The issue of gender exploitation in freze zones has been raised. For
example, a World Bank study in the Dominican Republic concluded that the conditions
for work in the free zone were generally better than those women faced outside of the
zone. It is not clear what the indications are if the comparison is between women-
dominated and male-dominated labor pools.

In Cameroon, social and legal barriers may prevent women from benefitcting (as employees
and entrepreneurs) from the FITZ to the extent that their male counterparts will
benefit. The participation rate for women in the industrial sector is low. The GRC
Sixth Development Plan (1981) estimated that only three percent of all Cameroonian
women in the labor force were employed in the formal industrial sector. Measures of
women as a percentage of industrial workers range from 20 to 30%. (Howald and Wyckorf-
Baird 1988). Indications are that private enterprise has a poorer record than
government and parastatals in employing women (less than five percent of the managerial
and technical staff of private enterprises is female), that women have somewhat more
education than men holding the same job, and have much less seniority than their male
counterparts.'®

Although the share is still small, a growing percentage of Cameroonian entrepreneurs
are women (primarily in the informal sector). Women entrepreneurs face pretty much
the same difficulties as male entrepreneurs in terms of lack of access to capital.
On the other hand, women face considerable legal barriers to access to land.
Traditionally, women were prohibited from inheriting land. New land rights laws try
to address this problem. However, the process of legal acquisition of land for women
is complicated and expensive. Consequently, women still generally lack access to land,
the most common form of loan security.

(c) Domestic Firms

Domestic industries would be harmed if Free Zone products were sold in competition with
local firms that are not privy to the Free Zone package of incentives. The danger of
this happening is low for the following reasons: (l) Zone enterprises will want to
export 100 percent of their output to foreign markets where they can earn a higher rate
of return than in Cameroon; (2) wheu Free Zone goods are sold in Cameroon, they will
enter the local market as imports and therefore are subject to imporc taxes and duties;
and (3) the system of controls under the Regime will ensure that Zone enterprises
export their output or pay import taxes and duties.

(d) Access to Land
Although land pressure in Cameroon is not as extreme as in some African countries, the

~ombination of unevenly high population densities and the expansion of commercial
farming has been shown to result in increasing individualization of tenure, migration,

0° 1BID.

" IBID.
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and the need for resettlement projects. This occurred in the Northwest Province and
in the central cocoa belt to allow for the increased production of profitable cash
crops.'® The FTZ is expected to attract agro-industries that are resource based. The
effect on access to land for small and medium sized farmers should be monitored as the
agro-processing industry in the FTZ grows.

12 Barnes, "Country Profiles of Land Tenure: Africa", 1986.
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Annex C

Summary of the Incentives Provided under the Cameroon Frae Zone Regime

Streamlined Administrative Procedures:

vithin 30 days of the request.

(2) Streamlined, on-site customs inspection procedures and lmmediate transfer
of goods and services to and from the port of embarkation or debarkation.

Commercial Benefits:

(1) Exemption from all licenses, authorizations and quota restrictions regarding
imports and exports.

(2) Exemption from all price and margin controls,

(3) Possibility to sell a part of annual production to the local economy, but
subject to all relevanc customs duties and taxes.

Tax Concessiongs:
(1) Ten year tax holiday on all taxes.

(2) Flat tax of 15% on corporate profits beginning in the eleventh year; continued
éxoneration on all other taxes in perpetuity.

(3) Losses incurred during tax holiday can be carried forward into taxable period.

Financial Transactions Concessions:

(1) Right to hold foreign exchange ({.e., dollar) accounts in domestic banking
system.

(2) Exemption from restrictions on the purchase and sale of foreign exchange and
from all Currency export taxes.

(3) Guaranteed right to ctransfer abroad all funds earned and invested in
Cameroon.

Trade-Related Concessions:

(1) Exemption for all exports and imports from all existing and future customs

duties and taxes and from all other existing and future direct and/or indirect
taxes, duties and imposcs.

(2) Exemption from the Import Verification Program (i.e., SGS, VERITAS).

(3) Exemption of all locally purchased inputs from production and sales related
taxes,

(‘(
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F.

G.

- ii -
labor-Related Concessions:

(1) Exoneration from the Standard Wage Classification Scheme specified in the
Labor Code. Wages may be set on the basis of productivity and efficiency.

(2) Right to fraely negotiate contracts between employer and employee.

(3) Automatic right to acquisition of work permits for expatriate workers (not
to exceed 20% of the workforce after the fifch year of operation).

(4) Right to replace National Social Security scheme with a private plan of equal
or better benefits.

Other Benefits and Concessions:
(1) Right to install own power generation and telecommunication system if desired.
(2) Preferential electricity rates and port charges.
(3) Exemption from all rent/tenancy controls and price controls.
(4) Protection of full benefits of the general guarantee laid down in cthe

Investment Code, as well as the right of appeal to the courts of first instance
in Cameroon and to the International Arbitration Association,
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(Grant No. 631-T-604/Project No. 631-00; -, From FY 90 tu by Y5
ANNEX A Total U.S. Funding
Date Prepared: 8-10-90
LOGICAL FRAMEWORK
NARRATIVE SUMMARY OBJECTIVELY VERIFIABLE INDICATORS MEANS OF VERIFICATION IMPORTANT ASSUMPTIONS

Goal: To increase investment, By the. end of 1995:

- esployment, production and 1. Increase in export volume and value; 1. NOIFZ; 1. Private firms will have Capabidity
expand markets in the 2. Greater diversification of exports 2. GRC; and cspacity to start and expand
export sector. into non-traditional activities; 3. PREPS surveys and records; productfon and sales for export,

3. Increase in the nusber of export- 4. IMF; once major policy constraints are
oriented firms; 5. World Bank eliminated through the implemen-
4. Increase in the number of Jobs tation of the FIZ regime.
created in FTZ; 2. Cameroon will have access to world
5. Increase in linkages between markets.
export activities and local 3. Under FTZ regime, depreciation in
suppliers of fnputs ({.e. backward nominal exchange rate is not
1inkages). necessary for growth in Cameroonian
exports.
4. Political stability 1s maintained
in Cameroon.

Purpose: To support the development 1. Decrease in time and cost required 1. NOIFZ; Qualified private sector personnel can

for investment approval as indicated 2. GRC; be recruited to manage and operate the

and implementation of a
privately managed free
zone regime which operates
efficiently and In strict
adharence with the intent
and provisions of the
Cameroon Free Trade 2one
Law.

by the following:

{a) number of fnstitutfonal entities
involved in approval process
reduced from 30 to 1;

(b) Investment approval time reduced
from 6-18 months to 30 days; and

{c) licenses, permits and authori-
zations required for investment
approval reduced from 36 to 1.

3. PREPS Surveys.

NOIFZ.



NARRATIVE SUMMARY

OBJECTIVELY VERIFIABLE INDICATORS

MEANS OF VERIFICATION

IMPORTANT ASSUMPTIONS

2. Increased efficiency and conformity
with established rules in the
provision of customs inspection
service as indicated by a reduction
in.the average time required to
clear customs from the current
4 to 8 weeks to less than 1 week.

3. Increased objectivity and efficiency
in settiement of disputes as
indicated by the following:

(a) average time required to settle
disputes reduced from the 2 to 4
years in the court system through
the creation of an alternative
dispute settlement mechanisms; and

(b) increased consistency in decisions
rendered by the alternative dispute
settiement mechanisas.

Ou

uts:

Ist Tranche Reforms:

(1)

(2)

(3)

(4)

(5)

Efficient transparent,
automatic iInvestment approval
process

Automatic right to hold
foreign exchange denomfnated
bank accounts;

Right to transfer abroad
original and any subsequent
investment and profits;
Right to negotiate labor and
set wages on basis of
productivity.

Right to private provision
of electricity water and

Implementing regulations issued

regarding the following:

(1) investment approval;

(2) foreign exchange an: holding
of foreign exchange accounts;

(3) transfer of dividends & profits;

{4} right to contract between
emplayer and emplayee;

(5) private provision of electricity,
water and international tele-
communication services;

(6) FTZ user rates for utilities
and public services.

{7) 7TZ land designation process;

A. Ministerial Order signed

- Tranched dollar disbursements will
provide impetus to GRC to fmplement
the FTZ regime.

~ Tranched disbursement of local
currency counterpart funds will
provide fmpetus to NOIFZ to
implement transparent, automatic
investment process.



NARRATIVE SUMMARY

OBJECTIVELY YERIFIABLE INDICATORS MEANS OF VERIFICATION

IMPORTANT ASSUMPTIONS

international telecommu-
nications services.

{6) Preferential (and best
available) rates regarding
provision of utilities
and public services for
IFZ enterprises.

(7) Timely, objective and trans-
parent FTZ designatfon process;

(8) Efficient, transparent auto-
matic developer approval
process;

{9) Timely and efficient provision
of administrative services of
Free Zone Users;

(10) System of objective, timely and
efficlent settlement of
disputes.

2nd Tranche Reforms:

A. Efficient, transparent,
dutomatic investment approval
process.

(8) FTZ developer approval process;
{9) The responsibilities and
procedures regarding the public
service which provides all
- services required from state-
owned entities by developers,
operators and enterprises of
of the Free Zone (the “FREE Z0NE
Administrative service®); and
(10) Dispute settlements regarding
investment approval, developer
and operator approval, Free Zone
land designation, Free zone
customs, the Free Zone
Adsinistrative service and other
ainistries, agencies and
instrumentalities of the GRC.

A. NOIFZ fully operatfonal as one-stop PREPS records; NOIFZ
shop for Investoent as indicated by

by the following:

(1) GRC ministries, agencies and other
entities previously involved in
the investment approval process
fully delegate authority and
responsibility regarding free
trade zone enterprises to NOIFZ
in accordance with FTZ law and
{mplement {ng regulations;

(2) NOIFZ Board of Directors adopts
internal ru’es and procedures
regarding 1:vestment approval



NARRATIVE SUMMARY

OBJECTIVELY VERIFIABLE INDICATORS

MEANS OF VERIFICATION

IMPORTANT ASSUMPTIONS

. Timely, objective and
transparent FTZ designation
process.

{3)

(4)

(5)

8. (1)

2)

(3)

process, Free Ione designation,
the Free Zone Administrative
Service and the provision of al)
permits;

NOIFZ implements a system for
disseaination of information
regarding the procedures
established for Free Zone
investment approval process, the
Free Zone Adainistrative Service
and provisfon of any and all
permits;

NOIFZ establishes a single appli-
cation form for Free Zone
investment approval; and

NOIFZ {mplements a system which
processes requests for Free Zone
designation and 1ssues a decision
regarding such requests within 30
days after the submission of a
completed application.

NOIFZ establishes internal rules
and procedures regarding process-
sing of Free Zone designation
requests and issuance of
developers/operators permits;
NOIFZ establishes a single appli-
cation fora for requests for

zone designation;

NOIFZ publishes and disseminates
information regarding analysis
and review of requests for

Free Zone designation;

- PREPS records
- NOJF2



NARRATIVE SUMMARY

OBJECTIVELY VERIFIABLE INDICATORS

MEANS OF VERIFICATION

IMPORTANT ASSUMPTIONS

C. Efficient, transparent, timely
system of on-site customs
inspection.

(4) NOIFZ informs developer whether
request accepted or rejected
within 30 days of submission
of dossier.

(5) MINDIC authorizes or rejects
requests within 30 days of
raceipt of & complete appli-
cation, or falling any action
by the Minister within 30
days of receipt of application,
by automatic approval as
provided by the Free Zone Law.

C. FTZ customs unit established and

operating in accordance with the

provisions of the FTZ Jaw and

implementing regulations as

indicated by the following:

(1) FTZ customs procedures manual
published and disseminated;

(2) System of on-site customs
fully developed and implemented
in compliance with the Free Zone
Law and Implementing Regulations;

(3) FTZ customs unit subject to
disputes settiement procedures
established by NOIFzZ.

D. Administrative services provided D.{1) Labor permits, residency permits

to Free Zone users in timely and
efficient manner according to
the letter and intent of the
law.

and visas automatically provided
in a timely canner in full
compliance with the Free Zone
Law and Implementing Regulations.

- Implementing regulations for
FTZ custoas;
- NOIFZ

- NOIF2
- PREPS records



NARRATIVE SUMMARY

OBJECTIVELY VERIFIABLE INDICATORS MEANS OF VERIFICATION

IMPORTANT ASSUMPTIONS

E. Right to negotiate labor.

F. System of objective, timely
and efficient settliement of
disputes

E.(1) Free Zone employers and empl oyees

E.(2)

F.{1)

(3)

are free to negotiate collective
conventions in accordance with
the FTZ law and Implementing
Regulations;

Procedures regarding Free Zone
wage scales, hiring and firing
are developed.

K177 cstablishes dispute - NOIFZ

setilecent mechanisms regarding

controversies between the following

parties:

(a) developers and enterprises;

{b) developers/enterprises and
customs service;

(c) developers/enterprises and
adeinistrative services;

(d) FTZ enterprise applicants and
NOIFZ regarding requests for
Free Zone designation.

F.(2) GRC establishes a dispute - MINDIC

settiement mechanise regarding

controversies between the

following parties:

(&) FTZ developer applicant and
HINDIC regarding requests for
Free Zone designation;

(b) GRC ministries and NOIFZ/FTZ/
developers/enterprises
regarding compliance with FTZ
law.

MINDIC subject to dispute settle-

ment mechanism for Free Zone



NARRATIVE SUMMARY

OBJECTIVELY VERIFIABLE INDICATORS MEANS OF VERIFICATION

IMPORTANT ASSUMPTIONS

3rd Tranche Reforas

Fully operational one-stop shop
for {nvestment approval.

designaticn established under the
Free Zone Law and Implementing
Regulations; and

i4) Free Zone Customs clearance unit
.subject to the dispute settlement
process esteblisned under the
Free 2one Law.

NOIFZ fully operational in - NOIFZ
compliance with Free 2one Law and - MINDIC
Implementing Regulations as

indicated by the continuing

regular functioning of the fcllowing

following: (1) the 30 - day

investment approval process; {2) the

30 - day destgnation approval process;

(3) the 30 - day developer approval

process; (4) provisions of public

services by the Free Zone Adainis-

trative service; and (5) dispute

settliement mechanisms regarding

controversies involving the NOIFZ

and zpplicants for approval of

Free Zone designation and Free

Zone investments.

lgguts:

A. Sector Grants

B. Technical Assistance

¥

A. 3 grants fros FY 1990
through FY 13892 totaling $3.1 midlion.

8.{1) NOIFZ
- Long-term: 36 person-months
-~ Short-term: 20 person-months

Funds are avaflable
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NARRATIVE SUMMARY

OBJECTIVELY YERIFIABLE INDICATORS MEANS OF VERIFICATION

IMPORTANT ASSUMPT]ONS

. Training

. Monitoring Evaluation and Audit

C.

(2) 1IPC

- Long-term: 24 person-months

- Short-term: 10 person-months

{3) Custoas

- Short-term: 6 person months

{4) Program management: 36 person-months

(5) Research activities 26 person-months
of short-terms technical assistance
to develop baseliny and conduct
surveys and speclai studfies.
(Funded from PD&S).

Short-term training:

series of semfnars/workshops
and 2 exposure tours for NOIFZ
staff.

12 person months of ST TA
for monitoring and two
evaluations. Two person
months for audits

(Funded from PDAS).
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3.

are transported, or through which
significant sums of drug-related
profits are laundered with the
knowledge or complicity of the
government): (a) Does the country have
in place a bilateral narcotics
é4greement with the United States, or a
multilateral narcotics agreement? and
(b} Has the President in the March 1
Internaticnal Harcotics Control
Strategy Report {INSCR) determined and
certified to the Congress (without
Congressional enactment, within 45 days
of continuous session, of a resolution
disapproving such a certification), or
has the President determined and
certified to the congress on any other
date (with enactment by Congress of a
resolution approving such
certification), that (1) during the
previous year the country has
Cooperated fully with the United States
or taken adequate steps on its own to
satisfy the goals agreed to in a
bilateral narcotics agreement with the
United States or in a multilateral
agreement, to prevent {llicit drugs
produced or processed in or transported
through such country from being
transported into the United States, to
pPrevent and punish drug profit
laundering in the country, and to
Prevent and punish bribery and other
forms of public corruption which
facilitate production or shipment of
{1licit drugs or discourage prosecution
of such acts, or that (2) the vital
national interests of the United States
require the provision of such
assistance?

1986 Drug Act Sec. 2013. (This section N/A
applies to the same categories of

assistance subject to the restrictions

in PAA sec. 481(h), above,) 1f

recipient country is a "major illicit

drug Producing country® or *major

drug-transit country® (ag defined for

the purpose of rFaa Sec 481(h), has the

President submitted a report to



NARRATIVE SUMMARY OBJECTIVELY VERIFIABLE INDICATORS MEANS OF VERIFICATION

IMPORTANT ASSUMPTIONS

(2) 1°C

- long-term: 24 person-months

~ Short-term: 10 person-months

{3) Customs

- Shert-term: 6 person months

{4) Program management: 35 person-months

(S) Research activities 26 person-months
of short-term technical assistance
to develop baseline and conduct
surveys and special studies.
(Funded from PD&S).

'« Training C. Short-ters training:
series of seminars/workshops
and 2 exposure tours for NOIFZ
staff.

. Monitoring Evaluetion end Audit D. 12 person months of ST Ta
for monitoring and two
evaluations. Two person
months for audits
{Funded froa PDAS).
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Congress listing such country as one:
(a) which, as a matter of govermment
policy, encourages or facilitates the
production or distribution of illicit
drugs; (b) in which any senior official
of the government engages in,
encourages, or facilitates the
production or distribution of illegal
drugs; (c) in which any member of a
U.S. Government agency has suffered or
been threatened with violence inflicted
by or with the complicity of any
government officer; or {d} which fails
to provide reasonable cooperation to
lawful activitieg of 0.S. drug
enforcement agents, unless the
President has provided the required
Certification to Congress Pertaining to
U.S. national interests and the drug
control and crimipal pProsecution
efforts of that country?

FAA Sec. 620(c). If assistance ig to a

government, is the government indebted
to any U0.S. citizen for goods or
services furnished or ordered where:
(a) such citizen has exhausted
available lagal remedies, (b) the debt
is not denied or contested by such
government, or (c) the indebtedness
arises under an unconditional quaranty
of payment given by such government or
controlled entity?

PAA Sec, 620(e)(1). 1f assistance is

to a government, has it {including any
government agencies or subdivisions)
taken any action which has the effect
of nationalizing, expropriating, or
otherwige saizing ownership or control
of property of u.s. citizens or
entities beneficially owned by them
without taking steps to discharge jts
obligations toward such citizens or
entities?

NO.

NO.
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FAA Secs. 620(a), 620(f), 620D; FY 1990 NO.
Appropriations Act Secs. 512, 548. 1Is
recipient country a Communist country?
If so, has the President: (a)
determined that assistance to the
country is vital to the security of the
United States, that the recipient
country is not controlled by the
international Communist conspiracy, and
that such assistance will further
promote the independence of the
recipient country from international
communism, or (b) removed a country
from applicable restrictions on
assistance to communist countries upon
a determination and feport to Congress
that such action ig important to the
national interest of the OUnited

States? wWill assistance be provided
either directly or indirectly to
Angola, cambodia, Cuba, Iraq, Libya,
Vietnam, South Yemen, Iran or Syria?
Will assistance be provided to
Afghanistan without a certification, or
will assistance be provided inside
Afghanistan through the
Soviet-controlled government of
Afghanistan?

FAA Sec. 620(j). Has the country NO.
permitted, or failed to take adequate

measures to prevent, damage or

destruction by mob action of u.s.

property?

FAA Sec. 620(1). Has the country NO.
failed to enter into an investment
guaranty agreement with OPIC?

FAA Sec. 620(o Pishermen's Protective

Act of 1967 (as amended Sec. 5., (a) NO.
Has the country 8eized, or imposed any

penalty or sanction against, any 0.s.

fishing vessel because of £ishing

activities in international waters?

(b) If so, has any deduction required

by the Pishermen's Protective Act been

made?
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FAA_Sec. 620(q); rY 1990 Aporopriations

Act Sec. 318 (Brooke Amendment). (&)
Has the government of the recipient
country been in default for more than
SiX months on interest or principal of
any loan to the country under the FAA?

(b) Has the country been in default for

more than one year on interest or
principal on any U.S. loan under a
program for which the FY 1990
Appropriations Act appropriates funds?

FAA Sec. 620(s). 1If contemplated
assistance is development loan or to
come from Economic Support Pund, has
the Administrator taken into account
the percentage of the country's budget
and amount of the country's foreign
exchange or other resources spent on
military equipment? (Reference may be
made to the annpual *Taking Into
Consideration® memo: *Yes, taken into
account by the Administrator at time of
approval of Agency OYB.® This approval
by the Administrator of the Operational
Year Budget can be the basisg for an
affirmative answer during the fiscal
Year unless significant changes in
circumstances occur.)

FAR_Sec, 620(t). Has the country
Severed diplomatic relations with the
United States? rIf 80, have relations
been resumed and have new bilateral
assistance agreements been negotiated
and entered into since such resumption?

PAA Sec. 610(u). What is the payment
status of the country's U.N.
obligations? If the country is in
arrears, were such arrearages taken
into account by the A.1.D.
Administrator in determining the
current A.I.D. Operational Year
Budget? (Reference may be made to the
"Taking into Consideration" memo.)

(a.) NO.
(b.) NO.
N/A
NO.

The Administrator has taken Cameroon's
arrearages into account in the PY 1990
*Taking into Congideration
Memorandum®,

\i
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15.

l6.

17.

18.

FAA_Sec. G20A, Hag the President
determined that the recipient country
grants sanctuary from Prosecution to
any individual or group which has
committed an act of international
terrorism or Ootherwise supports
international terrorism?

FY 1990 Appropriations Act Sec. 564.
Has the country been determined by the
President to: (a) grant sanctuary from
prosecution to any individual or group
which has committed an act of
international terrorism, or (b)
otherwise support international
terrorism, unless the President hag
waived this restriction on grounds of
national security or for humanitarian
reasons?

ISDCA of 1985 Sec. 552(b) Has the
Secretary of State determined that the
country is a high terrorist threat
country after the Secretary of
Transportation hag determined, pursuant
to section 1115(e)(2) of the Pederal
Aviation Act of 1958, that an airport
in the country does not maintain and
administer effective security measures?

FAA Sec. 666(b). Does the country
object, on the basig of race, religion,
national origin or sex, to the presence
of any officer or employee of the U.S.
who is present in such country to carry

out economic development Programs under
PAA?

PAA Secs. 669, 670. Has the country,
after August 3, 1977, deliverad to any
other country or received nuclear
enrichment or Leprocessing equipment,
materials, or technology, without
specified arrangsments or safeguards,
and without special certifjication by
the President? H&s it transferred a
nuclear explosive device to a
non-nuclear weapon state, or if such a
State, either received or detonated a
nuclear explosive device? (FAA Sec.
620B permits a special waiver of Sec.
669 for Pakistan.)

NO.

{a.) NO.

(bo) NO.

NO.

NoO,

NO.
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20.

21.

22.

TAA Sec. 670. If the country is a
non-nuclear weapon state, has it, on or
after August 8, 198s, exported (or
attempted to export) illegally from the
United States any material, equipment,
er technology which would contribute
significantly to the ability of a
country to manufacture a nuclear
explosive device?

ISDCA of 1981 Sec. 720. Was the
country represented at the Meeting of
Ministers of Poreign Affairs and Heads
of Delegations of the Non-Aligned
Countries to the 36th Genaral Assembly
of the U.N. on Sept. 25 and 28, 1981,
and did it fail to disassociate itself
from the communique issued? 1If so, has
the President taken it into account?
(Reference may be made to the "Taking
into Consideration® memo. )

FY 1990 Appropriations Act Sec, 513.
Has the duly elected HBead of Government
of the country been deposed by military
Coup or decree? If assistance has been
terminated, has the President notified
Congress that a democratically elected
government has taken office prior to
the resumption of asgsistance?

FY 1990 Appropriations Act Sec. 539,
Does the recipient country fully
Cooperate with the international
refugee assistance organizations, the
United States, and other governments in
facilitating lasting solutions to
refugee situations, including
fegsattlement without rfespect to race,
sex, religion, or national origin?

NO.

Yes. Cameroon was represented at t}
meeting and failed to disassociate
itself from the communique issued.
However, this was taken into account
by the Administrator in the PY 1990
"Taking into Consideration® memo.

NO.

Yes.



8.

TUNDI

-8 -

NG_SQURCE CRITESRIA FOR COUNTRY ELIGIBILITY

L.

Development Assistance Country Criteria NO.

a. FAA Sec. 116. Has the Department of
State determined that this government has
engaged in a consistent pattern of gross
violations of intetnationally recognized
human rights? 1f SO0, can it be
demonstrated that Contemplated assistance
will directly benefit the needy?

b. PY 1990 Appropriations Act Sec. 535. NO.
Has the President certified that use of
DA funds by this country would violate
any of the prohibitions against use of
funds to pay for the performance of
abortions as a method of family planning,
to motivate or coerce any person to
Practice abortions, to pay for the
performance of involuntary Sterilization
as a method of family Planning, to coerce
or provide any financial incentive to any
person to undergo sterilizations, to pay
for any biomedical research which
relates, in whole or in part, to methods
of, or the performance of, abortions or
involuntary Sterilization as a means of
family Planning?

Economic Support Pund country Criteria

a. PAA Sec, 502B. Haa it been N/A
determined that he country has engaged

in a consistent pattern of gross

violations of internationally recognized

human rights? 1f 80, has the Presjident

found that the country made such

significant improvement in itg human

rights record that furnishing such

assistance is in the U.S. national

interest?

b. PY 1990 Appropriations Act Sec. N/A
563(d). Has this country met its drug
eradication targets or otherwise taken
significant Steps to halt illicit drug

production or trafficking?



5C(2) - PrRoOJECT CHECKLIST

Listed below are statutory criteria applicable
to projects. This section 1s divided into two
parts. Part A includeg criteria applicable to
all projects. part B applies to projects funded
from specific sources only: B(l) applies to all
projects funded with Development Assistance;
8(2) applies to pProjects funded with Development

Assistance loans; and B(3) applies to projects
funded from Esp.

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

A. GENERAL CRITERIA POR PROJECT

l. FY 1990 Appropriations Act Sec. 523;
FAA Sec. 634A. If money is to pe
obligated for an activity not previously
justified to Congress, or for an amoupt
in excess of amount previously justified

to Congress, hag Congress been properly
notified?

2, FAA Sec. 6ll(a). Prior to an obligation
in excess of $500,000, will there be:
(a) engineering, financial or other plans
necessary to carry out the assistance;
and (b) a teasonably firm estimate of the
cost to the U.S. of the assigtance?

3. FAA Sec. 6ll(a)(2). TIf legislative
action is required within recipient
country with respect to an obligation in
éxcess of $500,000, what ig the basis for
4 reasonable expectation that such action
will be completed in time to permit
orderly accomplishment of the purpose of
the assistance?

Yes. cCongressional Notification
was submitted to Congress on
July 27, 1990.

(a.) Yes.

(b.) Yes.

A draft ordinance which authorizes
the creation of a National Investme
Promotion Center (one of the
authorized recipients of dollar
denerated local currency under the
program) has been sent to the
President of Cameroon. The
President will submit the ordinance
to the General Asgsembly for action
in November, 1990. No obstacles
are envisioned.
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ZAA Sec. 611(b); FY 1990 Abpropriations
Act Sec. 501. :f project 1s for water or
water-related land resource construction,
nave benefits and costs been computed to
the extent practicable in accordance with
the principles, standards, and procedures
2stablished pursuant to the Water
Resources Planning Act (42 U.s.c. 1962,
&t seq.)? (See A.I.D. Handbook 3 for
guidelines,)

FAA Sec. 6ll(e). If project is capital
assistance (e.q., construction), and
total U.S. assistance for it will exceed
$1 million, has Mission Director
certified and Regional Assistant
Administrator taken into consideration
the country's capability to maintain and
utilize the project effectively?

Is project susceptible to
executicn as part of regional or
multilateral project? 1If so, why is
project not so executed? Information and
corclusion whether assistance will
encourage regional development programe.

FAA Sec. 60l1(a). Information and

PAA Sec. 601(b).

conclusions on whether projects will
encourage efforts of the country to:
(a) increase the flow of international
trade; (b) foster private initiative and
competition; (c) encourage davelopment
and use of cooperatives, credit unions,
and savings and loan associations;

(d) discourage monopolistic practices;
(e) improve technical efficiency of
industry, agriculture and commerce; and
(£) strengthen free labor unions.

Information and
conclusions on how project will encourage
U.S. private trade and investment abroad
and enicourage private U.S. participation
in foreign assistance programs (includirg
use of private trade channels and the
services of U.S. private enterprise).

N/A.

N/A.

NO. PREPS will help the GRC to
implement policy reforms it adopted
for the export sector.

The program will help Cameroon
implement policy reforms in the
export sector. The successful
implementation of these reforms will
support objectives (a)-(e) of PAA
601(a). The program is not expected
to have a direct impact on labor
unicns.

The policy reforms to be implemented
oY this program will reduce barriers
to entry to the internaticnal trade
sector. The reforms will also
improve Camerocon's competitiveness
for intecrnational investments by
providing incentives that lead to
increased returns to investments in
Pree Zone. A market survey has
already indicated a significant
interest by u.s, enterprises in
exploring investment opportunities
in the Free Zone.

I
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11.
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TAA Secs. 612(b), 636(h). Describe steps
taken to assure that, to the maximum
2Xxcenc possible, the country is
conrtributing local currencies to meet the
cost of contractual and other services,
and foreign currencies owned by the U.s.
are utilized in lieuy of dollars.

FAA_Sec. 612(d). Does the U,.S. own
excess foreign currency of the country
and, if so, what arrangements have beenp
made for its release?

FY 1990 Appropriations Act Sec. 521, 1If
assistance is for the production of any
commodity for eéxport, is the commodity
likely to be in surplus on world markets
at the time the resulting productive
cdpacity becomes Operative, and is such
assistance likely to cause substantja)
injury to u.s. pProducers of the sSame,
similar or competing commodity?

FY 1990 Appropriations Act Sec. 547.

Will the assistance (except for programs
in Caribbean Basin Initiative Countries
under U.S. Tariff Schedule °*section 8o7,"
which allows reduced tariffs on articles
assembled abroad from U.S.-made
components) be uged directly to procure
feasibility studies, prefeasibility
studies, or pProject profiles of potential
investment in, or to assgist the
establishment of facilities specifically
designed for, the manufacture for export
to the United Stataes or to third country
markets in direct competition with U.s.
exports, of textiles, apparel, footwear,
handbags, fiat goods (such as wallets or
coin purses worn on the person), work
gloves or leather wearing apparel?

FAA Sec. 119(q)(4)-(6) & (10). Will the
asgistance: (a) sSupport training and
education effortgs 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 or other

The GRC will contribute 25% of the
total project costs and will make
local currency councer-deposits
equivalent in value to the amount of
each sector dollar grant provided,
This local currency will be used to
Support the development and operating
costs of the regulatory and investment
promotion organizations under the

Free Zone Regime.

No.

N/A

NO.

(a.) NO.
(b.) NO,.
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15.

l6.

17.
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wildlife habitats; (c) support efforts {c.) NO.
to identify and survey ecosystems in (d.) Nno.
recipient countries worthy of

protection; or (d) by any direct or

indirect means significantly degrade

natioral parks or similar protected areas

or introduce exotic plants or animais

into such areas?

FAA Sec. 121(d). 1If a Sahel project, has N/A
a determination been made that the host
government has an adequate system for

accounting for and controlling receipt

and expenditure of project funds (either

dollars or local currency generated

therefrom)?

FY 1990 Aporopriations Act, Title II, N/A
under heading ‘Agency for International
Development,* If assistance is to be

made to a United States PVO (other than

4 cooperative development organization),

does it obtain at least 20 percent of its

total annual funding for international

activities from sources other than the

United States Govarnment?

FY 1990 Appropriations Act Sec. 537. If N/A
assistance is being made available to a

PVO, has that organization provided upon

timely request any document, file, or

record necessary to the auditing

requirements of A.I.D., and is the pvo

registered with A.I.D.?

FY 1990 Appropriations Act Sec., 514. 1If N/A
funds are being obligated under an

appropriation account to which they were

not appropriated, has the President

consulted with and provided a written
justification to the Bouse and Senate
Appropriations Committees and has such

obligation been subject to regular

notification procedures?
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State Authorization Sec. 139 (as
interpreced by conference r'eport)., Has
confirmation of the date o/ signing of
the project agreement, including the
amount involved, been cabled to State L/T
and A.I.3, LEG within 60 days of the
agreement's entry into force with respect
to the United States, and has the full
text of the agreement been pouched to
those same offices? (See Handbook 3,
Appendix 6G for agreements covered by
this provision).

Trade Act Sec. 5164 (as interpreted by
conference feport), amending Metric
Conversion Act of 1975 Sec. 2. Does the
project use the metric system of
measurement in itg procurements, grants,
and other business-related activities,

.8Xcept to the extent that such use is

impractical or is likely to cause
significant inefficiencies or loss of
markets to United States firms? Are bulk
purchases usually to be made in metric,
and are components, subagsemblies, and
semi~-fabricated materials to be spacified
in metric units when economically
available and technically adequate?

FY 1990 Appropriations Act Title IT
under heading *Women in Develo ment, *
Will assistance be designed so that the
percentage of women participants will be
demonstrably increased?

FY 1990 Appropriations Act Sec. 592(a).
If assistance is furnished to a foreign

government under arrangements which
result in the generation of local
currencies, has A.I.D. (a) required that
local currencies, be deposited in a
Separate acccunt established by the
recipient government, (b) entered into an
agreement with that government providing
the amount of lecai currencies to be
generated and the terms and conditions
under which the currencies so deposited
may be utilized, and (c) established by
agreement the responsibilities of A.I.D.
and that government to moniter and
account for deposits into and
disbursements from the separate account?

The program Grant Agreement will be
below the minimum necessary for the
application of this provision.

N/A

Yes. The project will include a
study on the role and impact on women
to identify ways, to promote their
participation.

Yes, (a)-(c) will be conditions of
the PREPS Program Grant Agreement,
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Will such local currencies, or an
equivalent amount of local currencies, be
used only to Carry out the purposes of
the DA or ESF chapters of the PAA
(depending on which chapter is the source
of the assistance) or for the
administrative requirements of the United
States Government?

Has A.I.D. taken all appropriate steps to
ensure that the equivalent of local
currencies disbursed from the separate
account are used for the agreed purposes?

If assistance is terminated to a country,
will any unencumbered balances of funds
remaining in a Separate account be
disposed of for purposes agreed to by the
recipient government and the United
States Government?

Yes.

Yes.

Yes.



TUNDING CRITERIA FOR PROJECT

L.

J=2velooment Assistance Project Criteria

i. Fv 1999 Aporocriations AcCt Sec. 546
{as Lnterpreted by conference report for
original fnactment), If assistance igs
for agricultura} development activities
(speCifically, any testing or breeding
feasibility study, variety improvement or
introduction, consultancy, publication,
conference, or training), are such
activities: (1) Specifically and
Principally designed tg increase
agricultural eéxports by the host country
to a country other than the United
States, where the export would lead to

Cause substantia]l injury to u.s.
exporters of g Similar agricultural
commodity; or (2) in support of research
that is intended Primarily to benefit
u.s. producers?

b. FAA Sec. 107. 1s Special emphasigs
Placed on use of appropriate technology
(defined as relatively smaller,
cost-saving, labor-using technologies
that are generally most appropriate for
the small farms, small businesses, and
small incomesg of the poor)?

C. FAA Sec. 281(b). Dpeacribe extent to
which the activity recognizes the
particular needs, desires, ang capacities
of the people of the country; utilizes
the country's intellectual resources to
encourage institutional development: and
supports civic education angd training in
Skills required for effective
Participation ip governmental and
political Processes esgentia) to
self-government.

N/A

N/A

PREPS is designed to help develop and
inatitutionalize a capacity within
Cameroon's Private Sector to promote
growth of the country's export sector.
The program takes account of
Cameroon's skill base and dynamic
private sector by supporting a
Private, non-profit requlatory body
for the Pree Zone and a Privately
managed entity to promote investment.
The opportunitiesg created for new
investment wi]) promote growth in
enterprises, and thereby improve
utilization of the country's
relatively well educated human
resources base., The program will not
provide training directly aimed at
promoting a participatory, open
society, but will promote
participatory decision-making through
elected Boards of Directors which
include tepresentatives of the private
sector for tha twum imemdcici.o- ..
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3. FAA Sec. 101(a) Dpoes the activity
3lve reasonaple promise of contributing
to the development of economic resources,
Gf to the increase of productive

capacities ang self-sustaining economic
Jrowth?

2. TAA Secs. 102(h), 111, 113, 28l(a).
Describe extent to which acrivity will:
(1) effectively involve the poor in
development by extending access to
economy at local level, increasing
labor-intensjve production and the vse of
dppropriate technology, dispersing
investment freom cities to small towns and
rural areas, and insuring wide
Participation of the poor in the benefits
of development on 4 sustained basis,
using appropriate 0.5, institutions;

(2) help develop Cooperatives, especially
by technical dssistance, to assist rural
and urban poor to help themselves toward
A better life, and Ootherwise encourage
democratic private and local governmental
institutions; {3) 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 (5) utiljze and encourage
regional cooperation by developing
countries,

f. FAA Secs, 103,
120-21; PY 1990 A

103a, 104, 105
ropriations Act,

106

Title II, under headin ‘Sub-Saharan
Africa, Da." Does the project fit the
criteria for the source of funds

(functional account) being used?

9. FY 1990 Appro riations Act, Title II
under headin "Sub-Saharan Africa, DA.*
Have local currencies generated by the
sale of imports or foreign exchange by
the government of a country in
Sub-Saharan Africa from funds
appropriated under Sub-Saharan Africa, Dpa
been deposited in a special account
established by that government, and are
these local currencies available only for

fes,

(1) The program is designed to
implement a Free Trade Regime which
will foster growth in the export
sector and in those industries which
Supply inputs for eéxport operations,
The primary beneficiaries of the

Free Zone will be Cameroonian

workers. The Pree Zone is expected
to create between 2,750 and 8,250

new jobs in SMEs and larger
enterprises in the zone. In addition,
3 Jobs will be created in the local
economy for every 1 job created in the
Zone. This implies a net increase
between 8,250 to 24,750 direct and
indirect jobs.

(2) The program will not have a direct
effect on cooperatives.

(3) By stressing private initiative,
the program will promote self-help
among Cameroonians,

(4) It is expected that the Pree Zone
Regime will create job opportunities
for women. On an average, women
accournt for about 75% of jobs in free
Zones worldwide.

(5) The program will have little
effect on regional cooperation,

Yes.

N/A

Vo
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438, in accordance with an agreement with
tne United States, for development
aCtlvities which are consistent with the
Policy Zirzections of Section 102 of the
TAA and ‘for lecessary administrative
fequirements of the u.s. Government?

N. FAA Sac. 107, 1Is emphasis placed op
dse 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)?

1. FAA Secs. 110, 124(4a). Will the
recipient country provide at leasgt 25
bercent of the costs of the program,
project, or activity with respect to
which the assistance is to be furnished
(or is the latter cost-sharing
reguirement being waived for
'relatively least developed" country)?

. FAA Sec. 128(b}. If the activity
attempts to increase the institutional

attempts to stimulate sciantific and
technological tesearch, has it been
designed ang will it be monitored to
ensure that the ultimate beneficiaries
are the poor majority?

ke 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 inatitutional development; and
Supports civil education ang training in
Skills required for effective
Participation in dJovernmental processes
esgential to self-government,

1. PY 1990 A ropriations Act under
heading "Pooulation, DA,° and Sec. 335.
Are any of the funds to be used for the
pPerformance of abortions asg a method of
family Planning or tgo motivate or coerce
any person to practice abortionsg?

N/A

Yes.

Yes,

See page 15, item l.c.

NO.
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Are any of the funds to be used to pay
for the performance of involuntary
Sterilization as a Mmetnod of family
planning or :=o coerce or provide any
financial Lncentive to 4Ny person to
undergo Sterilizations?

Are any of the funds to be made available
to any organization or Program which, as
determined by the President, supports or
Participates in the management of a
pProgram of coercjve abortion or
involuntary Sterilization?

Will funds be made available only to
voluntary family Planning projects which
offer, either directly or through
referral to, or information about access

to, a broad fange of family Planning
methods and services?

In awarding grants for natural family
Planning, wil} any applicant be

discriminated d4gainst because of such
applicant's religious or conscientious

comnitment to offer only natural family
Planning?

Are any of the funds to be used to pay
fcr any biomedical research which
relates, in whole or ip part, to methods

M. FAA Sec. 601(e), Will the project
utilize competitive gelection procedures
for the awarding of contracts, except

where applicable brocurement rules allow
otherwise? '

n. PY 1990 Appropriations Act Sec. 579.
What portion of the funds will be
available only for activities of
economically and socially disadvantaged
enterpriges, historically black colleges
and universities, colleges and
universitieg having a student body in
which more than 40 percent of the
students are Hispanic Americans, and

NO.

N/A

N/A

NO.

Yes,

At least 108 of the funds budgeted
for technical assistance will be
channeled to such enterprises and
institutions.

W



- 19 -

private and voluntary organizations which
are controlled by individuals who are
black Americans, dispanic Americans, or
Native Americans, or who are economically
or socially disadvantaged {including

women)?

0. ZAA Sec. 118(c). Does the assistance Yes, the program is in compliance
comply with the environmental procedures with Reqgulation 16. Other items in
set forth in A.I.D. Regulation 162 Does this section are not applicable.

the assistance place a high priority on
conservation and sustainable management
of tropical forests? Specifically, does
the assistance, to the fullest extent
feasible: (1) stress the importance of
conserving and sustainably managing
forest resources; (2) support activities
which offer employment and income
alternatives to thoge who otherwise would
cause destruction and loss of forests,
and help countries identify and implement
alternatives to colonizing forested
areas; (3) support training programs,
educational efforts, and the
establishment or Strengthening of
institutions to improve forast
management; (4) help end destructive
slash-and-burn agriculture by supporting
stable and productive farming practices;
(5) help conserve forests which have not
Yet been degraded by helping to increase
Production on lands already cleared or
degraded; (§) conserve forested
watersheds and rehabilitate those which
have been deforested; (7) support
training, fesearch, and other actions
which lead to sustainable and more
environmentally sound practices for
timber harvesting, removal, and
processing; (8) support research to
expand knowledge of tropical forests and
identify alternatives which will prevent
forest destruction, loss, or
degradation; (9) conserve biological
diversity in forest areas by supporting
efforts to identify, establish, and
maintain a representative network of
protected tropical forest ecosystems on a
worldwide basis, by making the
establishment of protected areas a
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condition of support for activities
tavolving forest clearance or
degradation, and by helping to identify
tropical forest eécosystems and species in
need of protection and establish and
faintain appropriate protected areas;
(10) seek to increase the awareness of
U.S5. Government agencies and other donors
of the immediate and long-term value of
tropical forests; and (1l1) utilize the
fesources and abilities of ajl relevant
U.S. govermment agencies?

P. EAA Sec. 118(c)(13). 1f the
assistance will Support a program or
project significantly affecting tropical
forests (including Projects involving the
planting of exotic plant species), will
the program or project: (1) be based

d4pon careful analysis of the alternatives
available to achieve the best sustainable
use of the land, and (2) take full
account of the environmental impacts of
the proposed activities on biological
diversity?

9. FAA Sec. 118(z)(14). Will assistance
be used for: (1) procurement or uge

of logging equipment, unless an
environmental assessment indicates that
all timber harvesting operations involved
will be conducted in an environmantally
sound manner and that the proposed
activity will produce positive economic
benefits and sustainable forest
management systems; or (2) actione which
will significantly degrade national parks
or similar protected areas which contain
tropical forests, or introduce exotic
plants or animals into such areas?

L. PEAMA Sec. 118(c)(15). Will assistance
be used for: (1) activities which would
result in the conversion of forest lands
to the rearing of livestack: (2) the
construction, upgrading, or maintenance
of roads {including temporary haul roads
for logging or other extractive
industries) which pass through relatively
undergraded forest lands; (3) the

N/A

(2) no.

(1) No.
(2) NO,
(3) No.

\\\..(-\ ‘
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colonization of forest lands; or (4) the (4) NO.

construction of dams or other water
control structures which flood relatively
undergraded 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 peor and will
be conducted in an environmentally sound
manner which supports sustainable
developnent?

S. FY 1990 Aopropriations Act

Sec. 534(a). If assistance relates to N/A
tropical forests, will pProject assist

countries in developing a systematic

analysis of the appropriate use of their

total tropical forest resources, with the

goal of developing a national program for
sustainable forestry?

t. FY 1990 Aopropriations Act N/A
Sec 534(b). 1f assistance relates to

energy, will such assistance focus on

improved energy efficiency, increased use

of renewable energy resources, and

- national energy plans (such ag leagt-cost

energy plans) which include investment in

end-use efficiency and renewable enerqgy
resources.

Describe and give conclusions as to how N/A
such assistance will: (1) increase the
energy expertise of A.I.D. staff, (2)
help to develop analyses of energy-sector
acticns to minimize emissions of
greenhouse gases at -least cost, (3)
develop eénergy-sector plang that employ
end-~use analysis and other tachniques to
identify cost-sffective actions to
minimize reliance on fossil fuels, (4)
help to analyze fully environmental
impacts (including impact on global
warming), (5) improve efficiency in
production, transmission, distribution,
and use of energy, (6) assist in
exploiting nonconventional renewable
energy resources, including wind, solar,
small-hydro, geo~thermal, aid advanced

i

W
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dlomass systems, (7) expand efforts to
meet the energy neads of the rural poor,
(8) encourage nost countries to sponsor
TMeetings with United States enerqgy
2fficiency €Xxperts to discuss the use of
least-cost planning techniques, (9) help
0o develop a cadre of United States
2Xperts capaple of Providing technical
assistance to developing countries on
energy issues, and (10) strengthen
cooperation on energy issues with the
Department of Enerqgy, EPA, World Bank,
and Development Assistance Committee of
the OQECDH,

2. FY 1990 Approoriations Act. Title IT,

under heading *Sub-Saharan Africa, DA".
(as interpreted by conference feport upon
original enactment), If assistance will
come from the Sub-Saharan Africa DA
account, is it: (1) to be used to help
the poor majority in Sub~-Saharan Africa
through a process of long-term
development ang economic growth that is
equitable, participatory, environmentally
sustainable, and self-reliant;: (2) being
provided in accordance with the policies
contained in section 102 of the FPAA;

(3) being provided, when consistent with
the objectivesg of such assistance,
through African, United States and other
PVOs that have demonstrated effectiveness
in the promotion of local grassaroots
activities on behalf of long-term
davelopment in Sub=-Saharan Africa;

(4) being used to help overcome
shorter-term consgtraints to long-tern
development, to promote reform of
sectoral economic policies, to support
the critical Sector priorities of
agricultural production and natural
resources, health, voluntary family
Planning services, education, and income
generating opportunities, to bring about
appropriate sectoral restructuring of the
Sub-Saharan African economies, to support
reform in public administration and
finances and to establish a favorable
environment for individual enterprise and
self-sustaining development, and to take

(1) Yes. The program will implement
and institutionaljze reforms that
remove constraints to long-term
Sustainable growth inp Cameroon. This
will result in increased jobs and
incomes for the poor and investment
opportunities for local businesses,
including SMEs, (2) Yes.

{3) such organizations are not
appropriate vehicles to implement

the program; (4) ves. The program
Seeks to overcome short-term
constraints to long-term development
by promoting reform of Cameroon's
policies in the export sector, thereby
bring about appropriate restructuring
of the sector; (S) The Program will
contribute to the development of
income-generating activities in SMEgs
and other enterprises for the rural
and urban unemployed.

<\
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*tO account, in assisted policy reforms,
e need to protect Vulneraple groups;

:specially food Production, to maintain
ind improve basic transportation and
-ommunication networks, to maintain and
‘estore the renewable natural resource
sase in ways that increase agricultural
2roduction, to improve health conditions
“4ith special emphasis on meeting the
1ealth needs of mothers and children,
tncluding the establishment of
;elf-sustaining Primary health care
systems that give priority to preventive
-are, to provide increased access to
/oluntary family Planning services, to
\mprove basic literacy and mathematics
:specially to those outside the formal
:ducational System and to improve pPrimary
:ducation, and to develop
-ncome-generating opportunities for the
inemployed and underemployed in urban and
cural areas?

’« International Development Act Sec.
711, PAA Sec. 463. If project will
l!inance a debt-for-nature exchange,
lescribe how the exchange will support
‘rotection of: (1) the world's oceans
tnd atmosphere, (2) animal and plant
ipecies, and (3) parks and reserves; or
‘escribe how the exchange will promote:
4) natural resource management,

5) local conservation programs,

§) conservation training progranms,

7) public commitment to congervation,
8) land and ecosystem management, and
9) regenerative approaches in farming,
‘orestry, fishing, and watershed
lanagement,

'« EY 1990 Appropriations Act Sec, 515.
.f deob/reob authority ig sought to be
:xercised in the Provision of pa
'ssistance, are the funds being obligated
or the same general purpose, and for
‘ountries within the Same region as
'riginally obligated, and have the House

nd Senate Appropriationsg Committees been
'toperly notified?

N/A

N/A
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5C(3) - STANDARD ITEM CHECKLIST

Listed below are the statutory items which
normally will be covered routinely in those
provisions of an assistance agreement dealing
with its implementation, or covered in the
agreement by imposing limits on certain uses of

funds.

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

A. PROCUREMENT

l.

2,

FAA Sec. 602(a). Are there arrangements
to permit U.S. small business to
participate equitably in the furnishing
of commodities and services financed?

LMAA_Sec. 604(a). Will all procurement be
fiom the U.S. except as otherwise
determined by the President or determined
under delegation from him?

PAA Sec. 604(d). If the cooperating
country discriminates against marine
insurance companies authorjzed to do
business in the U.S., will commodities be
insured in the United States against
marine risk with such a company?

PAA Sec. 604(e}. If non-U.S. procurement
of agricultural commodity or product
thereof is to be financed, is there
provision against such procurement when
the domestic price. of such commodity is
less than parity? (Exception where
commodity financed could not reasonably
be procured in 0.S.)

Yes. Competition for the technica.
assistance contract will be
restricted to small businesses.

Yes.

N/A

N/A
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TAA Sec, 504(g). will construction or
engineering services be procured from
firms of advanced developing countries
“4hich are otherwise eligible under Code
941 and which have attained a competitijive
capability inp international markets in
one of these areas? (Exception for thoge
countries which recejive direct economic
assistance under the FAA and permit
United States firps to compete for
construction or engineering services
financed from assistance programs of
these countrijes.)

TAA Sec. 603. Is the shipping excluded
from compliance with the fequirement in
section 901(b) of the Merchant Marine Act
of 1586, as amended, that at least

50 percent of the gross tonnage of
commodities (computed Separately for dry
bulk carriers, dry carqo liners, and
tankers) financed shall be transported on
privately owned U.s. flag comnercial
vessels to the extent such vessels are
available at fajr and reasonable rates?

FAA Sec. 621(a). If technical assistance
is financed, will Such assistance be
furnished by private enterprise on a
contract basis to the fullest extent
practicable? Will the facilities and
tesources of other Pederal agencies ba
utilized, when they are Particularly
suitable, not competitive with Private
*nterprise, and made available without
indue interference with domestic programs?

International aAir Tranaggrtation Pajir
-ompetitive Practices Act, 1974. If air
-ransportation of persong or property is
financed on grant besis, will g.s,

tarriers be ugsed to the extent such
iervice isg available,

'Y 1990 Appropriatjong Act Sec. 504. 1f
:he U.S. Government 1s a party to a
‘ontract for Procurement, does the
lontract contain a provision authorizing
‘ermination of such contract for the
‘onvenience of the United States?

N/A

N/A

Yes.

Yesn,

Yes.
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¢ 1390 Aooropriations Act Sec, 524, [f
3sistance 1s for consulting service
Arougn procurement contracs pursuant to
J.S.C. 3109, are contract expenditures
matter of public record and available
3r pubdlic inspectian (unless otherwise
covided by law or Executive order):

rade Act Sec. 5164 (as interpreted by
onference report), amending Metric
onversion Act of 1975 Sec. 2. Does the
roject use the metrjc system of
2asuremenr jin jts procurements, grants,
ad other business-related activitijes,
Lcept to the extent that such use is
apractical or jgs likely to cause
ignificant inefficiencies or loss of
irkets to United States firms? Are bulk
irchases usually to be made in metric,
ad are components, Subassemblies, and
ami-fabricated materials to be specified
1 metric units when economically
vailable and technically adequate?

AA Secs. 612(b), §36(h); PY 1990
2propriations Act Sec. 507, 509.

escribe steps taken to assure that, to
Qe maximum extent possible, foreign
irrencies owned by the U.S, are utiljzed
1 lieu of dollars to meet the cost of
dntractual and other services,

\A_Sec. 6l2(4d),. Does the U.S5. own
‘cess foreign currency of the country

d, if so, what arrangements have been
ide for its release?

\A_Sec. 601(e),. Will the asgistance
:ilize competitive Salaction procedures

1ere applicable procurement rules allow
:herwise?

Yes.

N/A

All AID-financed procurements are
for technical 4ssistance from g.s.
entities which require payment in
U.S. dollars,

NO.

Yes.
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~ONSTRUCTION
A X1\ |

FAA Sec. 601(d). 1f capital (e.q.,

construction) project, will J.s.

engineering and professional services be
Jsed?

TAA Sec. 6ll(c). 1IFf contracts for
construction are to be financed, will
they be let on a competitive basis to
maximum extent practicable?

PAA Sec. 620(k). If for construction of

productive enterprise, will aggregate
value of assistance to be furnished by
the U.S. not exceed $100 million (except
for productive enterprises in Egypt that
were described in the CP}, or does
assistance have the express approval of
Congress?

OTHER RESTRICTIONS

l.

2.

3.

PAA Sec. 122(b). TIf development loan

repayable in dollars, is interest rate at
least 2 percent Per annum during a grace
period which is not to 2Xxceed ten years,
and at least 3 percent per annum
thereafter?

FAA Sec. 301(d). 1If fund is established
solely by u,s. contributions and
administered by an international
organization, does Controller General
have audit rights?

FAA Sec. 620(h). Do arrangements exist
to insure that Onited States foreign aid
is not used in a manner which, contrary
to the best interests o7 the United
States, promotes or assists the foreign
aid projects or activities of the
Communist-bloc countries?

N/A

N/A

N/A

N/A

N/A

Yes.
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Wil] arrangements preclude use of
flnancing:

a. FAA Sec. 104(f); Py 1930
Approoriaz:ians Act under heading
‘Populat:on, 2A,* and Secs. 525, 53S8.
{l} To pay feor performance of abortions
as a method of family planning or to
motivate or coerce persons to practice
aportions; {2) to pay for performance of
involuntary sterilization as metijod of
family planning, or to coerce or provide
financial incentive to any person to
undergo sterilizatjon: (3) to pay for any
biomedical research which relates, in
whole or part, to methods or the
performance of abortiong or involuntary
sterilizations as a means of family
planning; or (4) to lobby for abortion?

b. FAA Sec. 483. To make reimburse-
ments, in tne form of cash payments, to
persons whose illicit drug crops are
eradicated?

€. FAA Sec. 620(g). To compensate

owners for expropriated or hationalized
property, exrcept to compensate foreign
nationals in accordance with a land

reform program certified by the President?

d. FAA Sec. 560. To provide training,
advice, or any financial support for
police, prisons, or other law enforcement
forces, except for narcotics programsg?

e. FAA Sec. 662. Por CIA activities?

£. EAA Sec. 636(1), For purchase, sale,
long-term lease, exchange or guaranty of
the sale of motor vehicles manufactured
outside U.S., unless a waiver is obtainad?

9. FY 1990 Appropriations Act Sec. 503
To pay pensions, annuities, retirement
Pay, or adjusted service compensation for
pPrior or current military personnel?

he PY 1999 Appropriations Act Sec. 505.
To pay U.N. assessments, arrearages or
dues?

Yes,

Yes.,

Yes,

Yes.

Yes.

Yes.

Yes.

Yes.
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L. Y 1990 Aocropriations Act sec. 506, Yes.
TO carry out rovisions of FAA section

209(d) (=ransfer of FaAA funds to

muitilateral Srganizations for lending)?

j. FY 1990 Appropriations Act Sec. 510, f1es.
To finance =ne export of nuclear
equipment, fuel, or technology?

k. FY 1990 Approbriations Act Sec, Sl1, Yes,
For the purpose of aiding the effcorts of

the government of such country to repress

the legitimate rights of the population

of such country contrary to the Universal
Declaration of Human Rights?

iI. FY 1990 Aporopriations Act Sec. 516; Yes.
State Authorjzation Sec. 109. TOo be used

for publicity or propaganda purposeas

designed to support or defeat legislation

pending before Congress, to influence in

any way the outcome of a political

election in the United States, or for any
publicity or propaganda purposes not

authorized by Congress?

PY 1930 Appropriations Act Sec. 574. NO. None of the contracts will
Will any 4.I.D. contract and require marine insurance.
solicitation, and Subcontract entered

into under such contract, include a

clause requiring that U.S. marine

insuranca companies have a fair

opportunity to bid for marine insurance

when such insurance is necessary or

appropriate?

FY 1990 Appropriations Act- Sec. 582,

Will any assistance be provided to any
foreign government -(including any
instrumentality Oor agency thereof),
foreign person, or Unlted States person
in exchange for that foraign government
Or person undartaking any action which
is, 1{f carried out by the United States
Government, a United Statag official or
employee, expressly prohibited by a
provision of United States law?
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3(A)2 - NONPROJECT ASSISTANCE CHECRLIST

2 criteria listed in pare A are applicable
nerally to FAA fuinds, and should be used
fespective of the frogram's funding source.
Part B a distinction i3 made petween the
lteria applicaple to Economic Support Pund
sistance and trne Criteria applicable to
velopment Assistance. Selection of the

iteria will depend on the funding source for
e program.

2SS REPERENCES: IS COUNTRY CHECKLIST ap

TO DATE? HAS STANDARD
ITEM CHECRLIST SEBN
REVIEWED?

GENERAL CRITERIA FOR NONPROJECT ASSISTANCE

l. FY 1990 Aporopriations Act Sec. 523;
FAA Sec. 61344, Describe how
authorization and appropriations
committees of Senate and Houge have
been or will be notified concerning
the project.

2. PAA Sec. 6l1l(a)(2). If further
legislatjve action is required within
recipieat country, what is pasis for
feasonable expectation that such action
will be completed in time to permit

orderly accomplishment of purpose of the
assistance?

3. PAA Sec. 209. 713 asgistance more
efficiently and effectively provided
through regional or multilateral
organizations? 1f 80, why is assistance
not so provided? Information and
conclusions on whether assistance will
encourage developing countries to
cooperate in regional development
pPrograns.

Notification was sent to the
authorizing and appropriating
committees on July 27, 1990. The
waiting period expired without
objection on August 11, 1999,

A draft ordinance which authorizeg
the creation of a National Investment
Promotion Center (one of the
authorized recipients of dollar
generated local currency under the
program) has been sent to the
President of cameroon. The President
will submit the ordinance to the
General Assembly for action in
November, 1990. No obstacles are
envisioned.

No.
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TAA Sec. 60l(a). Information and
conclusions on whether assistance will
2ncourage efforts of the country to:

(a) increase the flow of international
trade; (o) foster Private initiative and
competition; (¢) eéncourage development
and use of Cooperatives, credit unions,
and savings and loan 4ssociatioens;

(d) discourage monopoliistic practices;
(e) improve technical efficiency of
industry, agriculture, and commerce; and
(£) strengthen free labor unions.

AA Sec. 601(b). Information and
conclusions on how assistance will
encourage 0,S. Private trade and
investment ahroad and éncourage private
u.S. pParticipation in foreign assistance
programs (including use of private trade
channels and the services of (.5, private
enterprise).

PAA Sec. 121(d). If asgistance is being
furnished under the Sahel Development
Program, hasg a determination been made
that the host government has an adequate
system for accounting for and controlling
receipt and expenditure of A.I.D. fundg?

FUNDING CRITERIA FPOR_NONPROJECT ASSISTANCE

ll

Nongroject Criteria for Economic Support
Pund

a. FMA Sec. 531( ). Will this
assistcanca Promote economic and political
stability? 7o the maximum extent
feasible, is thig assistance consistent
with the policy directions, purposes, and
programs of part 1 of the PAA?

b. PAA Sec. 531(e). will assistance
under this chapter be used for military
Or paramilitary activitiesg?

The program will help cameroon to
implement policy reforms in the
€Xport sector. The successful
implementation of these reforms
will support objectives (a)~(e) of
FAA 601(a). The program is not
eéxpected to have a direct impact on
labor unions.

The policy reforms to be implemented
by this program will reduce

barriers to entry to the international
trade sector. The reforms will also
improve cameroon's competitiveness
for international investments by
providing incentives that lead to
increased returns to investments inp
the Pree Zone, 2 market survey hag

already indicated significant interesp

by U.S. enterprises in exploring
investment opportunities in the Pree
Zone,

N/A

N/A

N/A
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C. IAA Sec. 5131(4). Will ESF funds made N/A
availabple for commodity import programs

Or other program assistance be used to

generate local currencies? If so, will

at least S0 percent of such local

currencies be available to support

activities consistent with the objectives

of FAA sections 103 through 1062

d. TFAA Sec. 609. If commodities are to N/A
be granted so that sale proceeds will

accrue to the recipient country, have

Special Accounrt (counterpart)

arrangements beenp made?

e. FY 1990 Appropriations Act, Title IT, N/A
under heading 'Econemic Suppert Pund,"
and Sec. 592. If assiscance is in the
form of a cash transfer: (a) Are all

such cash payments to be maintained by
the country in a Separate account and not
to be commingled with any other funds?
(b) will all loca) currencies that may

be generated with funds provided as a
cash transfer to such a country also be
deposited in a special account, and has
A.I.D. entered into an agreement with
that government setting forth the amount
of the local currencies to be dgenerated,
the terms and conditions under which they
are to be used, and the responsibilities
of A.I.D. and that government to monitor
and account for deposits and
disbursements? () Will all such local
currencies also be used in accordance
with PAA Section 609, which requires such
local currencies to be made avajlable to
the U.s, government s the U.S.
determines necessary for the requirements
of the U.S. Government, and which
requires the remainder to be ysed for
programs agreed to by the U.s. Government
to carry out the purposes for which new
funds authorized by the PaA would
themselves pe available? (d) Has
Congress received prior notification
providing in detail how the funds will be
used, including the U.S. interests that
will be gerveg by the assistance, and, as
appropriate, the economic policy reforms
that will be promoted by the cash
transfer assistance?
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Nonproject Criteria for Development
Assistance

a. FAA Secs. 102(a), 111, 113, 28l¢a),
Extent to wnich activity will: (1)
effectively involve the poor in
development, oy expanding access to
economy at local level, increasing
labor-intensive production and the use of
appropriate technology, spreading
investment out from cities to small towns
and rural areas, and liisuring wide
participation of the poor in the benefits
of development on a sustained basis,
using the appropriate U,.S. institutions;
(2) help develop cooperatijves, especially
by technical assistance, to asgist rural
and urban poor to help themselves toward
better life, angd otherwise encourage
democratic private and local governmental
institutions; (3) 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 (5) utilize and encourage

regional cooperation by developing
countrieg?

b. FAA Secs. 103, 103a, 104, 105, 106,
Is asgistarnce being made
available (include only applicable
paragraph which corresponds to source of
funds used; if more than one fund source
is used for assistance, include relevant
paragraph for each fund source):

120-21,

(1) [103) for agriculture, rural
development or nutrition; if so

(a) extent to which activity is
specifically designed to increase
productivity and income of rural poor;
(103A) if for agricultural research,
account shall be taken of the needs of
small farmers, and extenaive usae of
field testing to adapt basic regsearch
to local conditions shall be made; (b)
extent to which assistance {s used in
coordination with efforts carried out

(1} The program is designed to
implement a Free Trade Regime which
will foster growth in the export
sector and in those industries which
supply inputs for export operations.
The primary beneficiaries of the Pree
Zone will be Cameroonian workers,

The Free Zone is expected to create
between 2,750 and 8,250 new jobs in
SMEs and larger enterprises in the
zZone. In addition, 3 jobs will be
created in the local economy for
every 1 job created in the Zone,

Ths implies a net increase

between 8,250 and 24,750 direct

and indirect jobs. (2) The

pProgram will not have a direct

effect on cooperatives,

(3) By stressing private initiative,
the program will promote self-help
among Cameroonians. (4) It is
expected that the Pree Zone will
create job opportunities for

women. On an average, women

account for about 75% of jobs in free
zones. (5) The program will have
little effect on regional cooperation.

N/A
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¢nder Sec. 104 to help improve
autrition of the people of developing
countries through €ncouragement of
increased production of crops with
greater nutritional value; Lmprovement
2f planning, research, and education
with respect ro nutrition, particularly
Wwith reference to improvement and
expanded use of indigenously produced
foodstuffs; and the undertaking of
pilot or demonstration programs
explicitly addressing the problem of
malnutrition of Poor and vulnerable
people; and (c¢) extent to which
activity increaseg national food
security by improving food policies and
management and by Strengthening
national food reserves, with particular
concern for the needs of the poor,
through measures encouraging domestic
production, buildirg national food
reserves, expanding available storage
facilities, reducing post harvest food
looses, and improving food distribution.

(2) [104]) for population Planning
under Sec. 104(b) or health under sec.
104(c); if so, extent to which activity
emphasijizes low-cost, integrated
delivery systems for health, nutrition
and family planning for the poorest
people, with particular attention to
the needs of mothers and young
children, using paramedical and
duxiliary medical personnel, clinics
and health posts, commercial
distribution Systems, and other modes
of community outreach.

(3) [10S5] for education, public
administration. or human resources
development; if 80, (a) extent to which
activity strengthens nonformal
education, makeg formal education more
relevant, €specially for rural families
and urban poor, and strengthens
management capability of institutiong
enabling the poor to participate in
development; and (b) extent to which
agsistance provides advanced education

N/A

N/A
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and training of People of developing
countries in such disciplines as are
fequired for planning and
implementation of public and private
devalopment activitijes,

(4) (106 for energy, private
voluntary orsanizations, and selected
development problems; if So, extent
activity is:

(i)(a) concerned with data collection
and analysis, the training of skilled
bersonnel, research on and
development of suitable energy
Sources, and pilot projects to test
new methods of energy production; and
(b) facilitative of research on and
development angd use of small-scale,
decentralized, fenewable energy
sources for rural areas, emphasizing
development of energy resources which
are environmentally acceptable and
require minimum capital investment;

(1i) concerned with technical
cooperation and development,
especially with y.s private and
voluntary, or regional and
international davelopment,
organizations;

(i11) research into, and evaluation
of, economic development processes
and techniques;

{iv) reconatruction after natural or
manmade disaster and programs of
disaster preparedness;

{v) for special devalopment
problems, and to enable proper
utilization of infrastructure and
related projectg funded with earlier
g.s. asgistance;

(vi)  for urban development
especially small, labor-intensive
enterprises, marketing systems for
small producers, and financial or
other institutions to help urban poor

Participate in economic and social
development.

N/A
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{5) [120-21] for the Sahelian region;
if so, (a) extent to which there s
international coordination in planning
and implementation; Participation ang
support by African countrjes and
organizations in decermining
development priorities; and a
long-term, multidonor development plan
which calls for equitable
burden-sharing with other donors; (b)
has a determination been made that the
host government has an adequate system
for accounting for ang controlling
receipt and expenditure of projects
funds (dollars or local currency
generated therefrom)?
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Annex J

Assumptions and Calculations Used {n Economijc Analvsis

This annex presents the assumptions and equations used in deriving the quantifiable economic
benefitd presented in Chapter VIII of this document. The Scenarios used in the economic
analysis are those found in Table 6 of the main document,

Assumptions

The variables listed below serve as the key {nputs into the cal

culations that were used in
developing the economic analysis.

Vagiable Description
a Export Sales {n millions of U.S. dollars
b Imports as a percentage of to:al sales
c Local value added as a percentage of total sales
d Free Zone Wage Bill as a percentage of total sales
e Personal Income Tax Rate (average)
f Free Zone Profits as a percentage of total sales
4 Corporate Profits Tax (average)
h Local Goods and Services (LGS) as a percentage of sales
i Imported inputs (as a perc. of LGS)
i Cost of goods sold, excl. wages (as a perc. of LGS)
k Wages (as a perc. of LGS)
1 Profits (as a perc. of LGS)
m

Cumulative number of Free Zone enterprises in year 1 to 5

Table A presents the assumptions that were used for each of the above-mentioned variables.
These assumptions were based on actual data provided from the experience of manufacturing
and agro-industrial activities in the Dominican Reputlic. The Dominican Republic probably
best approximates the likely c¢xperience to be had under the Cameroon Free Zone. It is a
country with a sizeable agricultural base and has both traditional (i.e., textiles, clothing,
electronics, assembly, etc.) and non-tradicional (1.e., agro-industrial) export processing
activicies, Two columns are presented in Table A, one regarding traditional export
processing accivities and the other regarding agro-industrial export processing activities.
The assumptions for the variable listed below vary depending on which of these two categories

are being analyzed, specifically with regard to labor-intensity, import-intensity and use
of domestic resources.

Ihe Eguatign;

There are four major categories of quantifiable economic benefits to be had from the Cameroon
Free Zone Regime: (1) To the GRC in the form of higher taxes, (2) to Cameroonian workers

in the form of higher wages, (3) co Cameroonian businessmen in the form of higher profits
and (4) to Foreign businessmen in the form of higher profits.



Economic Benafits to The GRC

The GRC would receive additional taxes from each of the following three categorles: (a)
taxes on wages earned by Free Zone employees, (b) taxes on wages earned by employees of firms
who supply Free Zone enterprises with goods and services and (c) taxes on profits earned by
firms who supply Free Zone enterprises with goods and services. Free Zone enterprises
themselves, of course, are exempt from all taxes during the first ten years of operation,
The following equations were used in estimating the benefits to be had by the GRC:

Taxes on Wages earned by Free Zone employees: a * d * m * ¢

Taxes on wages earned by employees of firms who supply
Free Zone enterprises with goods and services: (a * h * (2 * k) * m) * ¢

Taxes on profits earned by firms who supply Free Zone
enterprises with goods and services: (a * h * (2 * 1) *m) * g

.The expressions (2 * k) and (2 *» 1) represent estimates of the sum of all wages and profics
earned by the various players invclved in supplying an input to a Free Zone enterprise.
Every input provided by a local firm to a Free Zone enterprise {s, itself, a function of the
labor, capital, local inputs and fmported {nputs used to produce it. Moreover, the local
inputs used to produce the input to the Free Zone encterprise wers, themselves, a function
of the labor, capital, local inputs and imported inputs used to produce chem. The
assumptions used regarding the breakdown of local goods and services (variable h) ince

imported {inputs (variable i), cost of goods sold, excluding wages (variable J), wages
(variable k) and profits (variable 1) were also as

ssumed to be applicable to each of the
stages involving the production of inputs. The corresponding summations regarding the
cumulative value of wages and proficts ({.e.

» local value added) resulting from the increase
in demand for local inputs by Free Zone enterprises are approximated by the equations "2 #*
k" and "2 * 1" noted above.

Economic Benefits to Cameroonian Workers

Cameroonian workers would receive additional benefits in the form of wages from each of the
following two categories: (a) wages earned by Free Zone employees and (b) wages earned by
employees of firms who supply Free Zone enterprises with goods and services, The following
equations were used to estimate the economic benefits to be had by Cameroonian workers:

Wages earnad by Free Zone employees: a * d * @ * (1 - e)

Wages carned by employees of firms who supply Free Zone
enterprises with goods and services: (a * h + (2 » k) * m) * (1 - e)

The expression "1 - e" represents the after tax wages earned by Cameroonian employees. The
taxed portlon of this waga income (Ll.e., "e") shows up in the form of higher tax revenue co
the GRC as noted above. As in the case of taxes earned on wages and profits earned by
players involved in the production of inputs to Free Zone enterprises, the expression "2 *

K" 1s used here to approximate the cumulative value of wages earned by all firms involved
in the production of inputs to Free Zone enterprises.



Table J-1

€conomic Analysis Assumptions

Export = Sales (mi1lions)
Imports (X of Sales)
Local Value Added (X of Sales)
Vages (X of Sales)
Personal Income Tax Rate (average)
Profits (X of Sales)
Local Profits Tax (average)
Local Goods and Services (X of Sales)
Imported Inputs (X of LG&S Sales)
Costs of Goods Sold, excl. Vages (X of LGAS Sales)
Wages (X of LG&S Sales)
Profits (X of LGAS Sales)

Employment {number of warkers)

Average
424

§2.0

§5.0%

35.0%

20.0%

10.0%

38.5%

5.0%

10.0%

40.0%

40.0%

10.0%
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15.
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35,

40.

40.

ry

0%

0%

0%

.0X

5%

0X

.0X

0x

0x

.0X
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Table J-2

Summary of Distribution of Economic Benefits

Scenario 1 Scenario 11 Scenario 111
Avg. Agro- Camer Avg. Agro- Camer Avg. Agro- Camer.
EP2 Ind, F12 EP2 Ind. F12 EPZ Ind F12
Distribution of Economic Benefits
To the GRC 3. 6.6 4.9 5.5 11.8 8.7 8.2 17.4 12.8
Increased Tax Revenue from FT2 wages (2.3) (1.2) (1.8) (4.2) (2.1) (3.2) (6.2) (3.1) (.7
incressed Tax Revenue from FT2 Suppliers wages (0.5) (3.3) (1.9) (0.8) (5.9) (3.4) (1.2) (8.7) (5.0)

Increasad Tax Revenue from Tax on FTZ suppliers’ pro (0.3) 2.1) (1.2) (0.5) (3.8) (2.2) (0.8) (5.6) (3.2)

To Camerooniasn Workers 16.0 25.2 20.6 28.7 45.3 37.0 L2.4 67.0 56.7
FTZ Jage Bill (after tesx) (13.3) (6.6) (10.0) (23.9) (11.9) (17.9) (35.3) €(17.6) (26.5)
Local Suppliers of FTZ Wage Bill (after tax) .7 (18.6) €10.7) (4£.8) 33.4) (19.1) (7.1) (49.4) (28.3)

To Cemeroonisn Businegsmen &4 9.2 6.8 7.9 16.6 12.3 1.7 26.5 18.1
Incressed Profits from FTZ sctivities 3.9 (5.8) (4£.9) (7.0) (10.%) (8.8) (10.4) (15.6) (13.0)
increazed Profits from Locsl Sales to FT2s (0.5) 3.4) (2.0) (0.9) (6.1) (3.5) 1.3) (8.9) (5.1)

To Foreign Businessmen
Increased Profits from FTZ activities 3.9 5.8 L.9 7.0 10.5 8.8 10.4 15.5 13.0

Total Ouantifiable Econ. Benefits 27.4 46.8 37.1 49.1 84.2 66.7 72.7 126.4 98.6



Direct Economic 8enefits
Increased Tax Revenue from FIZ wages
F1Z uWage Bill (after tax)
Increased Profits from F1Z sctivi-:es
Incressed Profits from FIZ sctivities

Indirect Economic Benefits
Ircreased Tax Revenue from FIZ Suppliers wages
Increased Tax Revenue from Tex on FIZ suppliers’ pro
Locatl Suppliers of FIZ Wage Bill (after tax)
Increased Profits from Local Sales to FT2s

Total Direct and Indirect Economic Benefits

Scenar

Teble J-3

Summary of Direct and Indirect Economic Benefits

io |

23.4
(2.3)
(13.3)
(3.9)
(3.9}

4.0
(0.5)
(0.3)
2.7)
€0.5)

19.4

€1.2)
(6.6)
(5.8)
(5.8)

27.4
(3.3)
(2.1)
(18.6)
(3.4)

21.4
(1.8
(10.0)
(4.9)
(4.9)

15.7
(1.9)
(1.2)
€10.7)
(2.0)

3ra

Scenario [1

42.1
(4.2}
23.9)
(7.0)
(7.0)

7.0
(0.9)
(0.5)
(4.8)
(0.9)

35.0

2.1}
(.o
(10.5)
(10.5)

49.2
(5.9
(3.8)
(33.4)
6.1)

38.6
(3.2)
€17.9)
(8.8)
(8.8)

28.1
(3.4)
(2.2)
€19.1)
(3.5)

Scenario

62.3

(6.2)
(35.3)
(10.4)
(10.4)

10.4

(1.2)
(0.8)
(7.1
(1.3)

51.8

(3.1
(17.6)
(15.6)
(15.5)

2.6
a.7
(5.6)
(49.4)
(8.9)

124.4

57.1

.n
{26.%)
€13.0)
(13.0)

41.5
(5.0)
(3.2)
(28.3)
(5.1)

98.6
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Annex K

Assumptions and Calculations Used {in the Financ{al Analys{s

This annex presents the assumptions and equations used in deriving the net
financial costs of the NOIFZ over the period 1990 to 1995 as preseniad in Chapter
VIII of chis document. The Scenarios used in the economic anilysis are those
found in Table 6 of the main documenc.

Over the medium-term, the NOIFZ will derfve the bulk of its revenue from the
assessment of application and user fees, However, during the initial start-up
period and up until a critical mass of enterprises are established under the Free
Zone Regime, the NOIFZ will experience sizeable revenue short-falls. The tables
presented below show the likely revenue fnflow from application and user fees
under each of the three scenarios. The total operating expenditures are assumed

the Mission regarding the NOIFZ. Revenues from application and user fees,
however, vary depending on the number of enterprises assumed to be operating

under the Regime. Moreover, revenues will be a function of the following
variables:
Variable Rescription
a (o] e
a Number of Industrial Free Zone developers in a given year
b Number of Point Franc developers in a given year
c Application fee for developers
d Number of Industrial Free Zone enterprises in a given year
e Number of Point Franc enterprises in a given year
f Application fee for enterprises
User Fees
g Cumulativs number of Industrial Free Zone enterprises
h Cumulative number of Point Franc enterprises
i Average size of a Free Zone enterprise (sq. ft.)
J Annual user fee ($ per sq. fc.)

The specific assumptions made regarding each of these variables under each of
the three scenarios are presented in Tables K-1(a), (b) and (c) below.

W



- {1 .

The Equatjons

The equations used to calculata application fee and user fee revenues were very
straightforward and are notod below:

Applicacion Fees

For iree Zone Developers: (a + b) * ¢
For Free Zone Enterprises: (d + e) * f

User Fees
For Free Zone Enterprises: (g +h) * { 4

It should be noted thet application fees are on a one-tine only basis, while user
fees are annual s«isessments made on the total number of Free Zone enterprises
in existence. As noted in Chapter VIII, user fees are usually paid by Free Zone
developers who pass on the cost to Free Zone enterprises in the form of a per
square foot assessment added to the rental fee. Table K-2(a), (b) and (c)
present the resulcs of the these calculations for each of the three scenarios.



Table K-1(a)

Scendrio |: Low Case

NOIFZ: Assumptions Regarding Application Fees and User Fees

July 90
Dec 90 1991 1992 1993
Number of New Free Zgne Developers
In Industrial Free Zone Parks 1 1 0
In Point Francs 0 4 2
Number of New Free Zone Enterprises 0 8 4
In Industrial Free Ione Parks 0 4 2
In Point Francs 0 4 2
Number of Free Zone Enterprises 0 8 12
In Industrial Free Zona Parks 0 4 6
In Point Francs 0 4 6
Application Fees
For Developer $500 $500 $500
For FTZ Enterprises $100 $100 $100
Annual User Fees
Per 3q. foot fee $0.00 $0.25 $0.25
Average siza of enterprise (sq. ft.) 20,000 20,000 20,000

$500
$100

$0.25
20,000

20
10
10

$500
$100

$0.25
20,000

26
14
12

$500
$100

$0.25
20,000



Table K-1(b)
Scenarion [l: Mediun Case
NOIFZ: Assumptions Regarding Application Fees and User Fees

....................................................................................................

July 90
Qec 90 1991 1992 1993 1994 1995 1996
Number of New Free Zone Developers
In Industrial Free Zone Parks 1 0 '] '] 0
In Point Francs 0 8 6 6 4 4
Humber of New Free Zone Enterprises 0 12 8 10 10 10
In Industrial Free Zone Parks 0 4 2 4 6 6
In Point Francs 0 8 6 6 4 4
Kumber of Free Zone Enterprises 0 12 20 30 40 S0
In Industrial Free Zone Parka 0 4 6 10 16 2
In Point Francs 0 8 4 20 24 28
Application Fees
For Developer $1,500 $500 $500 $500 $500 $500
For FTZ Enterprises $500 $100 $100 $100 $100 $100

Annual User Fees

Per sq. foot fee $0.00 $0.25 $0.25 $0.25 $0.25 $0.25
Average size of enterprise (sq. ft.) 20,000 20,000 20,000 20,000 20,000 20,000

-----------------------------------------------------------------------------



Scenarion 1.

NOIFZ:

Number of New Free Zone Developers
In Industrial Free Zone Parks
In Point Francs

Number of New Free Zone Enterprises
In Industrial Free Zone Parks
In Paint Francs

Number of Free Zone Enterprises
In Industrtal Free Zona Parks
In Point Francs

Application Fees
For Developer
For FTZ Enterprises

Annual User fees
Per 3q. foot fee
Average size of enterprise (sq. ft.)

Table K-1{c)

$500
$100

$0.00
20,000

High Case

$s00
s100

$0.25
20,000

Assumptions Regardiny Application Fees and User Fees

1993 1994 1995 1996
0 1 0

10 10 10 13

14 15 15 20

4 5 5 7

10 10 10 13

30 45 60 80

8 13 18 25

22 32 42 55
$500 3500 $500 $500
$100 $100 $100 s1co
$0.25 $0.25 $0.25 $0.25
20,000 20,000. 20,000 20,000

-----------------------------------



NOLFL:

Personnel Related Costs
Cadres

Table K-2(a)

Scenario |: Low Case

165,162

39,752

Support Staff (7,950)
Qffice Related Costs 125,410
Offfce Space (6.000)
0ffice Equipment (76,760)
0ffice Furniture 0
Rolling Stock 0
Miscellaneous (42,650)
Sources of Financing: 0
Application Fees 0
Oevelopers 0
Enterprises 0
Annual User Fees 0
Additional Financing Required 165,162

(U.S. Dollars)

Total Revenue, Operating Expenditure and Net Surplus/Deficit

2,066,758

1,449,510
(1,126,582)
(322.928)

617,248
(183,705)
(154,985)
(43,322)
{55,654)
(179,581}

280,000

406, 56

321,30
{252.86
(74.43

719,25
(38,86
(8,36
(40

(31,62

131,60
1,60(
(1.00¢
(60t

130, 00¢

1991 1992 1993 1994 1995
455,170 338,297 352,533 368,397 387,200
252,890 265,535 282,738 296,875 31,719

(31.802) (198,128) (208,034) (218,436) (229,358) (240,825)
(54.763) (57,501) (64,303) (67.518) (70,894)
202,279 12,762 63,794 11,522 715,481
(39.900) (31.973) (33,571) (35,250) (37,012)
(42,539) (12.914) (7,224) (7.585) (7,964}
(39,405) (1,858) (1,679) 0 (383)
(55,654) 0 0 0 0
(24.781) (26,020) (27.321) (28,687} (20,122)

500 43,300 61,400 81,400 101,900

500 3,300 1,400 1,400 1,900

(500) (2,500) (1,000) {1,000) (1,500)

0 (800) (400) (400) (400)
0 40,000 60,000 80,000 100,000
454,670 294,997 291,133 286,997 285,300

1,778,258

274,960

----------------------------------------------------



Table K-2{b)

Scenario Il. Madiem Case

NO{FZ: Total Revenue, Operating Expendituyre and Net Surplus/Deficit

{U.S. Collars)

Total Operating Expenditures:

Personnel Related Costs
Cadres
Support Staff

Office Related Costs
Office Space
Office Equipment
0ffice Furniture
Rolling Stock
Kiscellaneous

Sources of Financtng:
Application Fees
Oevelopers
Enterprises
Annual User Fees

Additicnal Financing Required

...............

Dec 90 1991 1932 1993 1994 1995 Total

165.162 455,170 328,297 152,533 368,397 387,200 2,066,758

33.752 252,890 265,535 282,738 296.875S 311,719 1,749,510
(Jl.802)(198.128)(208.034)(218.436)(229,355)(240.825)(l.126.582)
(7.950) (54,763) (57,501) (64,303) (67,518) (70,894) (322.928)

125,410 202,279 72,162 69,794 71,52 75,481 617,248
{6.000) (39.900) {31,973) (33.571) (35,250) (37.012) (183,705)
(76,760) (42,539) (12.914) (7.224) (7,585) (7,964) (154,985)
0 (39,405) (1,856) (1,673) 0 (383) (43,322}
0 (55,654) 0 0 0 L (55,654)
(42,650) (24,781) (26.020) (27,321) (28,887 (30,122) (179,581)

0 1,500 65,200 103,800 54,000 203,000 527,500
0 1,500 5,200 3,800 4,000 3,000 17,500
0 (1,500) (4,000) (3,000) (3,000) (2.000) (13,500)
0 0 (1,200) (860) (1,000) (1,000) (4.000)

0 0 60,000 100,000 150,000 200,000 510,000

165,162 453,670 273,097 248,733 214,397 184,200 1,539,248

406,560

327,305
{252,867)
(74,438)

79,255
{38,863)
(8,362)
(402)

0
{31,628)

¢53,000

3,000
(2,000}
(1.c00)

250,000

153,5¢€0



Table K-2{¢)
Scenaria lll: High Case
NOIFZ: Total Revenye, Qperating Expenditure and Net Surplus/Deficit

(u.S. Dollars)

July 90 -
fec 90 199} 1992 1993 1994 1995 Total 1996
Tota! Operzting Expenditures: 165,162 455,170 338,297 352,533 368,397 387,200 2,066,758 406,560
Personnel Ralated Cos:s 39,752 252.890 265,535 282.738 296,875 311,719 1,449 510 327,308
Cadres (31,802)(198,:28)(208,034) (218, 436)(229,358)(240,825){1.126. 582) (252,867)
Support Staff (7.950) (54.763) (57, 501) (64,303) (67,518) (70, 894} (322,928) (74,438)
Office Related Costs 125,410 202,219 12,762 69,794 11,522 15,481 617,248 79,255
Office Space (6,000} (39,900) (31. 973) (33,571) (35.250) (37, 012) (183,705) (38.863)
Office Equipment (76.760) (42,539) (12,914) (7.224) {7, 585) (7,964) (154,98%) (8.362)
Office Furniture 0 (39,405) (1,856) (1,679) 0 (383) (43,122) (402)
Rolling Stock 0 (55,654) 0 0 0 0 {55,654) 0
Miscellaneous (42,650) (24.781) (26,020) (27.321) (28.687) (30,122) (179.581) (31,628)
Sources of Financing: [4 1,000 87,500 155,400 231,500 307,000 183,500 408,500
Application Fees 0 1,000 7,600 6,400 6.500 7.000 28,500 8,500
Developers 0 (1.000) (6,000) (5,000) (5.000) (5.500) (22.500) (6,500)
.Enterprises 0 0 (1.600) (1.400) (1.500) (1,500) (6,000) (2.000)
Annual User Fees 0 0 20,000 150,000 225,000 300,000 755,000 400,000

Additional Financing Required 165,162 454,170 250,697 196,133 136,897 80,200 1,283,258 {1,940)
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A.1.D. Granc %No. 531-T-604
A.L.D. Program No. 631-0074

2rogram Grant Agreement

Dated August 31, 1990
Between
The Republic of Cameroon (the "Grantec™)
And

The United State of America, acting through the Agency for
International Development ("A.I.D.")

Together referred to as the "Parties."

Article 1: Definirion of cthe Program

SECTION 1.1 e Prograp

The Policy Reform in the Exporc Processing Sector Program (the “Program"), as
further described ip Annex I, which is actached this Program Granc fgreement (the
"Agreement®) and made a part hereof, supports the Grantee's commitment to the
objective of increasing investment, employment and production and to expanding
markets in the 2XpOort sector through the creation of privately-managed Induserial
Free Zones., The Induscrial Free Zones benafit from the Free Zone Regime (the
"Free Zone Regime") which is applicable to any geographic area in the Republic of

The total resources to be provided by A.I.D. during the life of the Program
are estimaced to be Six Hillion One Hundred and Sixty Thousand United States
dollars ($6,160,000). A total of One Million Three Hundred Thousand Unjted States
dollars (Sl.JO0,000) is granted to the Grantee under the terms and conditions of
this Agreement. In addition, subject to availabilicy of funds for this purpose
and the murual agreement of the Parties to proceed, future funding increments not
to exceed One Million Efght Hundred Thousand United Staces dollars ($1,800,000)
will be granted to the Grantee under the terms and conditions of Sections 3.3 and
3.4 of thig Agreement. Under the terms and conditions of a separate agreement
(Project Number 631-0082) an amount MOt to exceed Seven Hundred Thousand United
States dollars ($700,000) ts granted to the Grantee and in addition, subject to
the availability of funds for that Purpose and the mutual agreemenc of the Parties
Lo proceed, future incremental funding will be made available in an amount not to

exceed Two M{llinn Three Hundred Sixty Thousand United States dollars
(82,360,000).

SECTION 1.2, The Granrt:

The Uniced States, pursuant to the Foreign Assistance Act of 1961, as
amended, agrees to 8Iant co the Grantee under the terms of this Agreement One
Million Three Hundred Thousand United States ("U.S.") dollars ($1,300,000) (che
"Grant”) to support the developmant and creation of privately-managed Induscrial
Free Zones which operate efficiently and in striec adherence with the intent and



2

Provisions of Crdinance No. 90/001 of January 29, 1390 o establish the Free Zone
Regime in Cameroon (the "Ordinance") and all regulacions which may be enacted ip
furtherance chereof (the "Implementing Regulations"). It is planned that the

Grant will be disbursed to the Grantee upon satisfaction of the conditions
precedent to disbursement

Article 2: Tre separate Dollar Account

Beneficiary solely for such funds (the "Separate Dollar Account”). Such funds
shall not be commingled with funds from any other source. The Grantee may expend
funds from the Separate Dollar Account for the following purposes, in order of

(a) Imporcation of goods from the United States:

(b) Importation of goods from other countries included in A.I.D.
Geographic Code 935, and in conformity wicth the policies of che Grantee;

(¢) payment of dabes owed by the Grantee to the United States (other than
Payment of principal or interest on loans or credits which originally
financed milicary imports or other milicary requirements), provided payment

of such debts ig consistent wich the agreed rescheduling arrangements where
applicable;

(d) payment of a debt owed by the Grantee to a multilateral bank or to the
International Monetary Fund; or

(e) such other uses as the Parties Bay agree to in writing.

SECTION 2.2. %Wm

It is the understanding of the Parties that funds disbursed under che Grant
will, to the extant possible, be held by the Grantee in an interesc-bearing
account pending actual utilizacion of such funds by the Grantee. All intarest

earned by the Grantae on such account shall be used only for those purposes
permitted under Saction 2.1.

SECTION 2.3 mmmmmuﬂ

At least five days prior to each actual use of funds from the Separate Dollar

Account, the Grantee shall notify A.I.D. in writing of the proposed use of such
funds,



article 3: Zondirions Precedent =o Disbursement of Dollars

SECTION 3.1 Firse Disbursement of Dollars.

Prior to the first disbursement of $1,300,000 dollars under the Grant, or to
the issuance by A.I.D. of documentation pursuant to which disbursement wi]) be
made, the Granctee will, except as the Parties may otherwise agree in writing,

furnish to A.1.D., in form and substance satisfacrory to A.I1.D., all of the
following:

(b) An opinion of legal counsel that the National Office for Industrial Free
Zones (the "NOIFZ"), established pursuant to Chapter IT, Section I, Article 4 of
the Ordinance is duly authorized and empowerer pursuant to the laws and

(f) Written procedures describing the mechanism by which local currency will
be released from the Special Local Currency Account and the procedures which will

assure that funds from the Special Local Currency Account are used for purposes
agreed upon with A.I.D.;

(g) An official copy of the ministeria} order (arrets) containing the

implementing regulations for the Ordinance which specifically address the
following areas:

(i) the pProcedure for obcaining the certificate of compliance, cthe
developer permit and the operator permit;

(ii) the responsibilities and Procedures regar-ing the

public service which Provides all services required from state-owned
entities by developers, operators and enterprises of Industrial Free
Zones (the "Industrial Free Zone Administrative Service");

(1i1) Industrial Free Zone on-site customs procedures;

L



(iv) the holding of foreign exchange, foreign exchange-denominated
bank accounts and the transfer of funds accrued or invested by
Induscrial Free Zone enterprises:

(v) the negotiation of contraccs between Industrial Free Zone employers

and employees and the hiring, firing and establishment of minimum wvages
for Industrial Free Zone employees

(vi) the private provision of electricity, water and international
telecommunication services:

(vii) preferential user races regarding the provision of utilities and
public services to Industrial Free Zone enterprises; and

(viii) dispute settlements between the NOIFZ and:

- Industrial Free Zone developers,

- Industrial Free Zone operators,

- Industrial Free Zone enterprises,

- the Industrial Free Zone Administrative Service.

SECTION 3.2 lnszgmsn:al_£unQinx_iuhisausn;_;2_shg_Eirss;DishurismsnLJQi
Dollars.

SECTION 3.3. Ssecond Disbursement of Dollars.

Prior to the second disbursement of $1,000,000 dollars under the Program
grant, or to the i{ssuance by A.I.D. of documentation pursuant to which
disbursement will be made, the Grantee will, except as the Parties may otherwise

agree in wricing, furnish to A.I.D., in form and substance satisfactory to A.I.D.,
evidence of all of the following:

(a) The Grantee has not discontinued, reversed or otherwise impeded any

action it has taken in satisfaction of any of the conditions precedent to the
first disbursement of dollars under the Grant;

(b) An opinion of legal counsel that the Investment Promotion Center (the
".*%") has beun duly organized and {is duly authorized and empowered pursuant to

Republic of Camerocon which authorized its creation;

(c) Copies of official records of the Government of Cameroon and the NOIFZ,
indicating that:



induscrial development has failed to take any action within thircy (30)
“4ys of receipt of a complete application for such designation:

(i1} Ine strial Free Zone on-site customs inspections are operating in
compliaice with all of the Provisions of the Ordinance and the
[mpcuenting Regulations;

(1ii) the operation of the Inductrial Free Zone Administrative Service
is in compliance with all of the provisions of the Ordinance and the
Implementing Regulations;

(iv) Industrial Free Zone labor procedures are in compliance with all of
the provisions of the Ordinance and the Implementing Regulations:

SECTION 3.4, Mﬂzmmuf_m;m-

Prior to the third disbursement of $800,000 dollars under the Frogram granc,
Or to the issuance by A.I.D. of documentation pursuant to which disbursement will
be made, the Grantee will, except as the Parties may otherwise agree in writing,

furnish to A.I.D., in form and substance satisfactory to A.I.D., evidence of all
of the following:

(a) the Grantee has noc_discontinued, reversed or otherwise impeded any
action it has taken in satisfaction of any of the conditions precedent to the
first or the second disbursement of dollars under the Program grant.

ibed or agreed to pursuant to
paragraphs (c), (d) and (e) of Section 3.3 of this Agreement.

SECTION 3.5: Notificacion.

When A.I.D. hag determined that the above conditions have been met, it will
promptly notify the Grantee.
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SECTION 3.6: Terminal Date for Conditions Precedent.

, Or such
- may specify in writing, chen A.I.D., at its option, may
terminate this Agreement by wrictten notice to the Grantee,

Article 4: Djsbursement of the Grant

SECTION 4.1,

Disbursement of the Grant.

After satisfaction of the conditions precedent, the Grantee may request
A.I.D. to disburse funds under the Grant. After review and approval of tha
documentation submitted by the Grantee. A.I.D, will promptly deposit the funds
into the Separate Dollar Account designaced by the Grantee.

SECTION 4.2 Date of Qi§bu;segen§.

Uisbursement of funrds by A.I.D. will be deemed to occur on the date A.LI.D,
deposits the funds in accordance with Section 4.].

Article 5: Ihs_§2ss13l_Lgsﬁl_Euxzsnsx.Assgnn;

SECTION 5.1. Esrab Cu ccount
(a) The Grantee shall establish a special local currency account (the
"Special Local Currency Account”) in a bank mutually acceptable to the Grantee and

each dollar disbursement to the Separate Dollar Account made under the Grant,

currency of the Grantee in amounts equal to such dollar disbursement. Funds in
the Special Local Currency Account shall be used for:

(1) budgetary support for the NOIFZ;
(i1) budgetary support for the IPC; and

(111) such other purposes in suppoct of the objectives of the Program
as may be mutually agreed upon by A.I.D. and the Grantee.

(b) Funds in the Special Local Currency Account shall not be commingled with
funds from any other source. all interest earned on the Special Local Currency
Account shall be used for the same purposes as the principal.

all conditiong Precedent for such use as provided in Section 5.2 and
may be, Sections 5.3, 5.4 or 5.5

to have been satisfied.

, as the case
» of this Agreement have been determined by A.I.D,



Currency Account after the termination of thisg Agreement for any reason shall be
disposed of for purposes agreed to by A.I.D, and the Grantee.

SECTION 5.2 General Conditjons Precedent ro Release of local Surrencv from
the Special local Currency Account.

(a) Prior to each release of local currency funds from the Special Local
Currency Account, a written agreement, in form and substance satisfactory to
A.1.D. shall have been signed by A.I1.D., the Grantee and any recipients of the
funds to be disbursed pursuant to each release thereof which sets forth :

(1) a plan for the use of such funds;

(1i) che specific conditions pPrecedent for release of such local
currency funds as specified in Sections 5.3, 5.4 or 5.5, whichever is
applicable, of this Agreement; and

(iii) a description of the financial mechanisms and the terms and
cond

itions by which such funds will be made available for such planned
use.

(b) The wri~ten agreement described in this Section 5.2 will be signed by
A.I.D. only after A.I.D. is satisfied that the conditions precedent for release of
funds from the Special Local Currency Account during a particular time period, as
specified in Se.ctions 5.3, 5.4 or 5.5 of this Agreement, whichever is applicable,

have been fulfilled. A sample form of such agreement is attached hereto as Annex
IT.

SECTION 5.3: de t e i ca
Currency Account During the First Term.

(a) Prior to disbursements of local currency Irom the Special Local Currency
Account bectween October 1, 1990 and December 31, 1991 (tha "First Term") for
purposes of budgetary Support to the NOIFZ, except as the Parties may otherwise

agree in writing, A.I.D. shall require the provision of all of the following in
form and substance satisfactory to A.I.p.:

(1) An official, notarized copy of the corporate charter of the NOIFZ;

(i1) An opinion of legal counsel that the NOIFZ has been duly orgaﬁized
and is in good standing as a non-profit, private enticy.

(111) The ldentity of the general manager of the NOIFZ;

(iv) The ldentity of the accountant of the NOIFZ; and
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{5) Prior to disbursements of local currency from the Special Local
Currency Account during the First Term for purposes of budgetary support to the
IPC, except as che Parties may otherwise agree in writing, A.1.D. shall require

the provision of all of the following in form and substance satisfactory to
A.L.D.:

(1) An official, notarized copy of the corporate charter of IPC;

(ii) An opinion of legal counsel that the IPC has been duly organized
and is in good standing as a non-profit, private enticty.

(iii) Evidence that a Board of Directors for the IPC consisting of
representatives from both che public and the private sectors, but with a
majority of private sector representatives, has been duly selected.

Such evidence shall also include a list of the names of the members of
the Board of Directors;

(iv) The identity of the general manager of the IPC:
(V) The identity of the accountant of the IPC;

(vi) Evidence that the IPC has established accounting procedures in

accordance with generaliy accepted accounting principles and practices
consisrantly applied; and

(vii) An agreement in writing between A.I.D. and the Board of Directors
of the IPC or its representative regarding an action plan which the IPC
will put iato effect before any disbursements from the Special Local

Currency Account are made during the Second Term (as hereinafter
defined).

(¢) Prior to disbursements of local currency from the Special Local
Currency Account during the First Term for purposes in support of the
objectives of the Program other than budgetary support to the NOIFZ or the IPC,
A.I.D. shall require that a written agreemant must be reached between the Grantee
and A.I.D. specifying such other purposes for local currency utilization.

SECTION 5.4: MWMM&WMI

(a) Prior to disbursements of local currency from the Special Local Currency
Account between January 1, 1992 and December 31, 1992 (the "Second Term") for
purposes of budgeCary support to the NOIFZ, except as the Parties may otherwise

agree in writing, A.I.D. shall require the provision of all of the following in
form and substance satisfactory to A.I.D.:

(1) An official document indicating that the NOIFZ is registered as an

enticy duly constituted and existing under the laws of the Republic of
Cameroon;

(11) An opinion of counsel that the NOIFZ is in good standing as a non-
profit, privace entity;



(iii) Official copies of documentation from the NOIFZ indicating that
the NOIFZ has carried out, in full compliance with the Ordinance and the
Impl.2mencing Regulations, all of the following:

(iv)

- by action of its Board of Directors, adopted internal rules and
Procedures and disseminated information related thereto regarding:

- Industrial Free Zone developers,

- Industrial Free Zone operators,

- Industrial Free Zone enterprises,

- the Industrial Free Zone Administrative Service and

- the prevision of the developer permits, the operator permits
and the czrtificates of compliance;

- established single applicacion forms for requests for the

developers permit, the operators permit and the certificate of
compliance;

- implementced a system which processes requests for developer
permits, operators permit and cerctificates of compliar:a and issues
a decision regarding such requests within the time period specified
in the Ordinance and its Implementing Regulations;

- established dispute settlement mechanisms regarding controversies
involving the NOIFZ and applicants for the Free Zone Regime;

- established dispute settlement mechanisms regarding controversies
involving rhe NOIFZ and the beneficiaries of the Free Zone Regime
and between the NOIFZ and the Administrative Service;

- established levels of fines regarding infractions involving
Industrial Free Zone developers, operators and enterprises.

Evidence of:

- the "identification by the NOIFZ of sources of financing
other than A.I.D. and

- the development by the NOIFZ of a medium-term financial plan for
its next budgetary year; and

(v) Evidence that the local currency disbursed to the NOIFZ from the
Special Local Currency Account during the First Term was used for the
purposes agreed upon by the Grantee and A.I.D,
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tb) Prior rto disbursements of loca] currency from the Special Local
Currency Account during the Second Term for purposes of budgetary supporc to the
[PC, except as the parties may otherwise agree in writing, A.1.D. shall require
the provision of al}l of che following in form and substance satisfactory ro

(1) An official document indicating that the 1PC is registered as an
encity duly constituted.

(1i) An opinion of legal counsel that the IPC is in good standing as a
non-profic, private entity;

(iii) An official copy of the by-laws and other internal rules and
regulations of cthe IPC,

(iv) Evidence that the IPC is functioning according to the action plan
agreed upon pursuant to Section 5.3 (b)(vii) of this Agreement; and

(v) Evidence that the local currency disbursed to the IPC from the
Special Local Currency Account during the First Term was used for the
purposes agreed upon by the Grantee and A.I.D.

(i) a wricten agreement between the Grantee and A.I.D. specifying such
other purposes for local currency ucilization; and

(11) evidence that the local currency disbursed from the Special Local
Currency Account during the First Term for purposes other than budgetary

support for the NOIFZ or the IPC was used for the purposes agreed upon
by the Grantee and A.I.D.

SECTION 5.5: Qgng1;1gng_Rxgggggn;_gg_Rglgggg_gf Funds from the Specjal Local
mmmmg_&mmm-

(a) Prior to disbursements of local currency from the Special Local Currency
Account betwesn January 1, 1993 and December 31, 1993 (the "Third Term"), between
January 1, 1994 and December 31, 1994 (che "Fourth Term") and January 1, 1995 and
between December 31, 1995 (the "Fifth Term") for purposes of budgetary support to

eéXcept as the Parties may otherwise agree in writing, A.I.D. shall

require the provision of all of the following in form and substance satisfactory
to A.I.D.:

(1) An official document indicating that the NOIFZ is registered as an
entity duly constituted,
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(ii) An opinion of legal counsel] that the NOIFZ is in good standing as
a non-profit, privace entity,

(iii) Evidence that che NOIFZ continues to function in full compliance
with the Ordinance and the Implementing Regulations, including, but not
limited to, evidence of the continuing regular functioning of:

* Provisions of public services by the Industrial Free Zone
Administracive Service; and

- dispute settlement mechanisms regarding controversies involving
the NOIFZ and applicants for the Free Zone Regime.

- dispute settlement zmechanisms regarding controversies involving
the NOIFZ and the beneficiaries of the Free Zone Regime and between
the NOIFZ and the Administrative Service.

(iv) Evidence of:

- the identification by the NOIFZ of sources of financing
ocher than A.I.D. and

- the development by the NOIFZ of a medium-term financial plan for
its nexc budgetary Year; and

(v) Evidence that the local currency disbursed to the NOIFZ from the
Special Local Currency Account during the immediately Preceding Term was

used for the purposes agreed upon by the Grantee and A.I.D. for such
Term.

(b) Prior to disbursements of local currency from the Special Local
Currency Account during che Third, Fourth or Fifch Terms for purposes in support
of the objectives of the Program other than budgetary support to the NOIFZ, A.I.D.

shall require the pProvision of the following in form and substapce satisfactory to
A.I.D.:

(1) a written agreement between the Grantea and A.I.D. specifying such
other purposes for local currency ucilizacion during the applicable

other purposes ag agreed upon by the Grantee and A.I.D. for such
immediacely Preceding Term.

———
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SECTION 5.5 Books and Records.

The Grantee shall maintain and cause recipients of funds from the Special
Local Currency Account “0 maintain, in accordance with generally accepted
accounting principles and practices consisctently applied, books and records
relating to cthe Special Local Currency Account. The Grantee shall granc or cause
such recipients to grant to A.I.D.
right to inspect such books and records at all times as a.I.D. may reasonably
require. Such books and records shall be maintained for three years after the

specific conditiong Precedent to such release have been reversed, discontinued or
otherwise izpeded, A.I.D,, notwithstanding che availability or exercise of any
other remedies under this Agreement, may require the Grantee to refund the amount

of such funds to the Special Local Currency Account within ninety (90) days after
receipt of a request therefor.

SECTION 5.8: Rate of Exchapge.

Except as the Parties may otherwise agree in writing, for purposes of
determining the amount of local currency which is equivalent to disbursements
under the Grant, cthe Grantee shall use the highest rate of exchange which, on the
date the disbursement is made, is not unlawful in the Republic of Cameroon, and in
o event may this rate be less than the published rate of the U.S. Government's
Disbursing Agent, or the U.s, Treasury, through ics authorized Disbursing Officer
for the Franc Zone. As used in the Preceding sentence, "highest rate of exchange*

Deans the rate of exchange which yields the greatest number of units of local
currency per U.S. dollar,

Article 6: Covenants.

SECTION 6.1: Wmﬂiu_o.unfmm

The Grantee confirms:

{(a) That the facts and circunstances of which it has informed A.I1.D., or
caused A.I.D. to be informed, in the course of reaching agreement with A.I.D. on
this Grant, are accurate and complete, and include all facts and circumstances

that mighe materially affect this Grant and the discharge of responsibilities
under thig Agreement; and

(b) That ic wil] inform A.I.D. {n timely fashion of any subsequent facts and
circumstances that might macerially affect, or that it {is reasonabla to believe

might so affect, the Grant or the discharge of responsibilities under thig
Agreement,
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SECTION 6.2: Books and Records.

The Grantee will maintain financial records, in accordance with generally
accepted accounting Principles and pracrices consistently applied, to assure
compliance with this Agreement. Such records shall be maintained for at least
three years after the date of last utilization by the Grantee of funds from the
Separate Dollar Account and shall be made available upon request for examinacion
a4t any reasonable tipe by authorized representatives of A,I.D. Financial records
shall be suitable, at a minimum, to document the withdrawal and disposition of
funds from the Separate Dollar Account for acceptable purposes.

SECTION 6.3; Reporcgs.

(a) Unless A.I.D. agrees otherwise in writing, the Grantee will furnish to
A.I.D., in form and substance satisfactory to A I.D., quarterly reports on the
uses of funds from the Separate Dollar Account. The first report will be due
three months after the initial disbursement under the Grant and subsequent reports
shall be furnished to A.1.D. at ensuing three-month intervals until the Grantee
has satisfacrorily reported on the uses of alil funds in the Separate Dollar
Account. In the report, the Grantee shall certify that books and records relating
to the use of the funds in the Separate Dollar Account are being maintained or

or not the reported uses of the Separate Dollar Account are unacceptable. Within
thirey (30) days of being notified by A.I.D. that a reported use of the Separate
Dollar Account ig unacceptable, the Grantee shall redeposit in the Separate Dollar
Account an amounc equal to any funds applied to the unacceptable use,

(b) The Grantee will furnish to A.I.D. such other reports and information
relating to the Grant, the Separate Dollar Account, the Special Local Currency

Account and the performance of the Grantee's obligations under thig Agreement as
A.1.D. may reasonably request.

(b) The Grant will not be used to finance military, paranilitary or police
requiremencs of any kind, including training or the procurement of commodities or

services to ba used by the military or police, or to Pay principal or interest on
loans to the military or police.

(¢) During the life of the Program the Government of the Republic of Cameroon
shall consult with A.I.D. on an ongoing basis for the specific purpose of
implementing che reforms proposed to be achieved pursuant to the Program as
provided for and evidenced by this Agreement.

(1) shall not interfere with the internal affairs of the NOIFZ; -and

210
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(ii) shall comply in all respects with all of the provisions of the
Ordinance and the [mplementing Regulations.

(e) During the life of the Program the Government of the Republic of Cameroon
agrees that:

Account funds released fursuant to such disbursement: and

(11) any funds disbursed from the Special Local Currency Account will be
used only for the purposes specified in such written agreement,

3.2 of this Agreement), then the Government of the Republic of Cameroon shall
within 10 days of its failure to sign, refund to the Special Dollar Account the

(g) Beginning on September 30, 1991 and continuing annually thereafter during
the life of the Program (including the Third, Fourth and Fifth Terms as defined in
Section 5.5 herein), che Government of the Republic of Cameroon as represented by
the Ministry in charge of industrial development agrees to meet with A.I.D., the
NOIFZ, the Industrial Free Zone Administrative Service, and, up until cthe end of
the Second Term, with the IPC, for the purpose of assessing the functioning of the
NOIFZ, the IPC and the operation of the Free Zone Regime generally and for

determining subsequent dishursements of local currency from the Special Local
Currency Account.

(h) The Government of the Republic of Cameroon shall, during the life of the
Program, maintain in full force and effect the policy reforms implemented in
compliance with the Ordinance and the Implementing Regulations and all of the

conditions precedent to any disbursement of dollars to the Separate Dollar
Account,

(1) The Government of the Republic of Cameroon shall provide a copy of this
Agreement to the NOIFZ and the IPC,

e
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Article 7: Terminacion: Pemedies.

SECTION 7.1: Te;minaciog.

(30) days' written notice. Subject to the provisions of Section 5.1(d) of this
Agreement, termination of this nyreement will terminate any obligations of the
Parties wich respect to funds not yet disbursed under the Grant but shall not

affect obligations of the Parties wicth respect to funds already disbursed at the
time of such termination.

SECTION 7.2: Suspension.

If at any time:

(a) The Grantee shall fail to comply with any provision of this Agreement: or

(b) Any representation or warranty made by or on behalf of the Grantee with
respect to obtaining this Grant or made or required to be made under chis
Agreement is incorrect in any material respect:; or

(¢) An event occurs that A.I.D. determines to be an extraordinary situation
that makes it improbable either that the purposes of this Grant will be atrained

or that the Grantee will be able to perform its obligations under this Agreement;
or

(d) Any disbursement by A.I.D. would be in violation of cthe legislation
governing A.I.D.; or

(e) A default shall have occurred under any other agreement between the
Grantee or any of its agencies and A.I.D. or any of its agencies;

then A.I.D. Bay suspend or cancel this Agreement,

SECTION 7.3: Cancellation by 4. I.D.

If, within sixty (60) days from the date of any suspension pursuant to
Section 7.2 of this Agreement, the cause or causes thereof have not been
corrected, then A I.D. may cancel any part of this Grant that i{s not then
disbursed or irrevocably committed to third parcies.

SECTION 7.4: Nonwajver of Remedjes.

No delay in exercising or omitting to exercise, any right, power, or remedy
accrui: g to A.I.D. under this Agreement will be construed as a waiver of such
righes, powers, or remedies.
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SECTICN 8.1: Imglemencgcign Lecters.

of the Agreemenct, Except
implementation lecters wil
Agreement.

SECTION 8.2: Re e

For all purposes rele
by cthe individual holding
will be represented by cthe
Direcctor, USAID/Cameroon

addicional Tepresentatives,

Specimen signatures, wil}
authorized any instrument
Agreement, unti] receipt o

tatives.

vant to this Agreement, the Grantee will be represented

or acting in cthe office of Minister of Plan and A.I.D.
individusl holding or acting in the office of Mission

each of whonm, by written notice, may designate

The names of che representatives of the Grantee, with

be provided to A.I1.D., which may accept as duly

signed by such representatives in implementation of cthis
f wricten notice of revocation of their authorircy,

SECTION 8.3: ngmgnigg;ign;.

Any notice, request,
Party ‘o the other under ¢
or telefax, and will be de
the following address:

Io_che Graptee;
Mai]l Address

document or other communication submitted by either
his Agreement will be in writing or by telegram, cable
emed duly given or sent when delivered to such Party at

Minister of Plan and Regional Development

Yaounde, Cameroo

To A ID.:

Director

USAID

B.P, 817
Yaounde, Cameroo

All such communicatio
substituted for the above

n

n

ns will be in English or French. Ocher addresses may be
upon giving of notice.

SECTION 8.4: Informatiog.

The Government of the
the Grant as a program or

Republic of Cameroon will give appropriate publicicy to
assistance to which the Government of the United States

of America hag contributed,

\

{i
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SECTION 8.5: Language of Agreement,

This Agreement is Prepared in both English and French. 1In the event of

ambiguity or conflice between the two versions, the English-language version will
control.

IN WITNESS WHEREOF, the Government of the Republic of Cameroon and the United
States of America, each acting through {its duly authorized representative, have

caused this Agreement to be signed in their names and delivered as of the day and
year firsc above written

THE UNITED STATES OF AMERICA REPUBLIQUE DU CAHMEROUN
By: Par:
Name: Jay P, Johnson Nom:; bet
Title: Mission Director Titre: du et de
! d e

/L(??)






A.I.D. Grant No. 631-T-604
A.I.D. Project No. 631-0082

PROJECT GRANT AGREEMENT

Between

The Republic of Cameroon
("Cooperacing Councry")

and

The United States of America
acting through the Agency for
International Developmenc
("a.I.D.™)

Arcicle 1; The Projece.

The above-named parties (the "Parties") hereby mutually agree to carry out
the project (the "Project”) described in this Project Grant Agreement (the
"Agreement") in accordance with (a) the terms of this Agreement, including any
annexes attached hereto and (b) any general dgresment between the governments of
the two Partjes regarding economic or technical cooperaction. The Project is made
available to finance technical assistance and training in support of the Policy

Reform in the Export Processing Sector Program (631-T-604/631-0074) (the
"Program") .

Article 2: %n‘

SECTION 2.1

A.1.D.'s contribucion to the Project will be provided in increments, the
initial incremenc being made available in accordance with Section 4.1 of this
Agreement. Subsequent increments will be subject to availability of funds for
this purpose and to the mutual agreement of the Parties, at the time of a
subsequent increment, to proceed. It {s anticipated thac, subject to the above,
A.I1.D.'s total contribution to the Project will be Three Million Sixty-Thousand
("U.S.") United States dollars ($3,060,000).

SECTION 2.2

Within the Project Assistance Completion Date stated in Section 4.2 of this
Agreement, A.I.D., based upon consultation with the Cooperating Country, may
specify in Implementation Letcers appropriate time periods for che utilization of
funds granced by A.I.D. under an individual increment of assistance.

[\ﬂgg



Article 3: Contribution ro the Projecr by the Cooneracigg Country.

The Cooperating Country shall concribuce land and office space to the

Project, which has an approximate value of One Million Six Hundred and Sixty-One
Thousand United Staces dollars ($l,661,000).

Article 4: Financing.
SECTION 4.1 The Grant.

To assisc the Cooperating Country to meet the costs of carrying out the
Project, A.I.D., pPursuant to the Foreign Assistance act of 1961, as amended,
agrees to grant to the Cooperating Country under the terms of this Agreement and
to the appropriacions heading “Sub-Saharan Africa", of the Foreign Operacions,
Ixport Financing and Related Programs Appropriations Act of 1990, an amount not to
2Xceed Seven Hundred Thousand United States dollars ($700,000) .

SECTION 4 .2. Project Assistance Completion Date.

(a) The Project Assistance Completion Date (the "PACD"), which is December
31, 1995, or such other date as A.1.D. may agree to in writing, is the date by
which the Parties estimate that al}] services financed under the Program will have

(b) Except as A.I.p. may otherwise agree in writing, A.1.D. will not issue
OT approve documentation which would authorize disbursement of the grant funds for
services performed subsequent to the PACD.

Article 5: Special Provisions
SECTION 5.1. Represencatives

For all purposes relevant to this Agreement, the Grantee will be represented
by the individual holding or acting in the Office of the Minister of Plan and
A.I.D. will be represented by the individual holding or acting in the Office of
the Mission Director, each of whom, by written notice, may designate additional
representatives for all purposes other than exercising the power to revise

The names of the representatives of the Grantee, with specimen signatures,
will be provided to A.I1.D., which may accept as duly authorized any instrument
signed by such representatives in implementation of this Agreement untcil receipt
of written notice of revocation of their authoricy.

SECTION 5.2. %mnwm

Prior to the inicial disbursement under this Grant, or to the issuance by
A.I.D. of documentation pursuant to which disbursement will be made, the Grantee
shall, except as A.I.D. may otherwise agree in writing, furnish to A.I.D., in form

N



and substance satisfactory to A.I.D., a Statement of the name of the person
holding or actirg in the office of cthe Cooperating Country specified in Section

SECTION 5.1, Notification

When A.I.D. has determined that the condition precedent specified in Section
5.2 has been met, it will promptly notify the Cooperating Country.

SECTION 5.4, Is:minal_jEuua1_faz_sgnﬂiiign_kzgssggns

(90) days from the date of thig Agreement, or such lacer date as A I1.D. may agree

to in writing, a.1.p. may, at its option, terminate this Agreement by written
notice to the Cooperacing Country,

SECTION 5.5.  Taxaejon

This Agreement and the Grant, and a]} Persons, contracts, sub-contraces,
grantee or contractors or other implementing organizations, services and
commodities financed under it, regardless of source or origin, shall be exempt

from any taxarion imposed or to be imposed under laws in effect in the territory
of the Grantee.

Article 6: i Cov

SECTION 6.1, Project Evalgg;ign

during the implementation of the Project and thereafter:

(a) evaluation of Progress ctoward attainment of the objectives of the
Project;

(b) identification and ovaluation of problem areas or constraints which may
inhibit such attainment;

problems; and

(d) evaluation, to the degree feasible, of the overall development impact of
the Project.



SECTION 6.2, Governmenr Cooperatrion

(a) Miniscry of Plan;

(b) Ministry of Industrial and Commercial Development:

(¢) Miniscry of Finance-
(d) Ministry of Transport: and

(e) Ocher Ministries as may be identified from time to time.

Article 7: Pro me ource

Disbursement of Grant funds pursuant to Section 8.1, ("Foreign Exchange
Costs") will be used exclusively to finance the costs of goods and services
rzquired for the Project, with respect to goods, their source and origin, and with
respect to services, their nationality, in countries included in Code 935 of the
A.1.D. Geographic Code Book as in effect at the time orders are placed or
contracts entered into for such goods or services, except as A.I.D. may otherwise
agree in writing, and €xcept as provided in the Project Grant Standard Provisions
Annex C.1.(b) with respect to marine insurance. Ocean transportation costs will
be financed by A.I.D. under the Grant only on vessels under flag regiscry of
countries included in Code 935, except as A.1.D. mey agree otherwise in writing,

Article 8: Disburgement
SECTION 8.1, Mm%mm

(a) After satisfaction of the conditions precedent, the Cooperating Country
may obtain disbursements of funds under the Grant for the Foreign Exchange Costs
of goods or services required for the Project in accordance with the terms of this
Agreement, by such of the following methods ag may be mutually agreed upon:

(1) by submitting co A.I.D., wich necessary supporting documentation as
prescribed in Project Implementation Lecters, requests for A.I.D. to

(i) by requesting A.I.D. to {ssue Letters of Commitment for specified
amounts:

* tO one or more U.S. banks, satisfactory to A.I.D,, committing
A.I.D. to reimburse such bank or benks for pPayments made by them to

9 \ ‘)7})



5

contractors or suppliers, under Letter of Credit or otherwise, for
such goods or services, or

directly to one or more contractors or suppliers, committing

A.I.D. to Pay such contractors or suppliers, through Letters of
Credit or otherwise, for such goods or services,

Lecters of Commitment and Letters of Credit will be fitzrced under the Grant
unless the Cooperating Country instructs A.I.D. to the contrary. Such other
charges as the Parties may dgree to may also be financed under che Grant,

SECTION 8.2. Other Forms of Disbursement

Disbursements of the Grant may also pe made through such other means as the
Parties may agree to in writing.

SECTION 8.3, Rate of Exchange

Except as n
pProvided under the Grant are introduced into the Republic of Cameroon by A.I.D.
any public or private agency for purposes of carrying out obligations of A.I.D,
hereundesr, the Cooperacing Country will make such arrangements as may be necessary
so that such fundg may be converted into local currency at the highest rate of
exchange which at the time the conversion is made, is not unlawful in the Republic

Article 9: ﬂi;cgllgngoug
SECTION 9.1, Communications

ALY notice, Tequest, document or other communication submittaed by either
Party to the other under thig Agreement will ba in writing or by telegram or

cable, and will be deemed duly given or sent when delivered to such party at the
following majil address:

To the Cooperating Country:

Minister of industrial and Commercial Development
Yaounde, Cameroon

To A.I.D.:

Director
USAID
B.P. 817

Yaounde, Cameroon

All such communications will be in English or in French unless the Parties

otherwise agree in writing. Other addresses may be substituted for the above upon
the giving of notice,



SECTION 9.2, Standard Provisions Annpex

A "Project Grant Standard Provisions Annex (Annex III) is attached to and
forms part of this Agreement.

SECTION 9.3. La ua o) eeme

This Agreement is prepared in both English and French. 1In the event of

ambiguity or conflict between the two versions, the English language version will
control.

Article 10:

This Agreement cousists of this Project Grant Agreement and the following

annexes: Annex I (Amplified Project Description), Annex II (Project Budget) and
Annex III (Standard Provisions),

IN WITNESS WHEREQF, the Republic of Cameroon and the United States of America,

each acting through its duly authorized representative, have caused this Agreement
to be signed in their names and delivered as of the day and year written below.

THE UNITED STATES OF AMERICA REPUBLIQUE DU CAMEROUN

By: Par:

Name: _ Jay P, Johnson Nom: Mme TANKEU Elisabeth —

Ticle: Migsion Director Titre: uinis;:24&&_Elﬂn_£§_§£___
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T UNI. iD STATES OF AMER.sA

*——vs;—:: AGENCY FOR INTERNATIONAL DEVELGPMENT

Yaounde
R ITT AN

"'lll' -

UNITED STATES ADORESS - INTERNATIONAL ADDRESY
YAQUNDE [ A D) D

Usa
DEPARTMENT OF @QTATE oy
wasmaron 5. CTATE YAOUNDE, CAMCAOUM

Tel. : 23.05-81
22.02-69
Mr. William Tiga Tita
President
Committee de Travail
National Office of
Industrial Free Zones

Douala, Cameroon JUL 27 ]990

USAID/EAPRI/27

Dear Mr. Tita:

Pursuant to our telephone conversation on Wednesday, July 25, 1990,
sending you copies of USAID's projections rtegarding the revenues and
expenditures of the National Office of Industrial Free Zones during i{ts
initial start-up and first five Years of operation. It ig assumed that the
office will be fully staffed beginning in 1991. 1t is also assumed that wages
and prices {ncrease by 5 percent per Year. As you can see from Table 1,
operating expenditures are ilghest during the initial atart-up in 1990 and
1991 due to the need to purchase office equipment, furniture and rolling
Stock. Operating expenditures decline to approximately $400,000 in 1992 and
increase gradually reaching approximately $450,000 by 1995,

I am

The two direct sources of Einarcing for the MOIFZ throughout the medlum-term
will most likely be application fees and user fees. We have made some initial
assumptions regarding the number of Industrial Free Zone Developers,
Industrial Free Zone enterprises and Point Franc enterprises.
made assumptions regarding the possible fee structure
the NOIFZ. These assumptions are noted in Table 2. You may wish to make your
own assumptions regarding each of these variables. Based on our analysis,
there is an additional financing need (net of application and user feces) of
approximately $1.5 million over the five year period. It is our hope that the

NOIFZ will be self-~financing, primacily from application and user fees,
beginning {n 199¢.

Wle have also
that may be imposed by

As I discussed with you, it {s important that contributions to the NOIFZ from
the Government be kept to an absolute minimun and fdeally should be zeron,
Government financing brings with it the potential for Government interfercnce
in the internal affairs of the NOIFP2. Since the private sector will be the
ultimate beneficiary of the Free zZone Pegime, some level of direct
contribution to the transitional costs of the HOIFZ would be appropriate. The
consensus opinion in Washington is that the Cameroonian private nector shonld


http:22-02.69

contributa tn the trannit{onal [in
with this assessment.

ancing of the NOIFZ. USAID/Camrroon eoncurag
Committee de Travail of

I would therefore groatly appreciate it {f the
the NOIFZ could address the issue of private sector

play in this regard. As You know, USAID/Cameroon is
{n the process of developing our 5 year assista

nce activity in support of the
Free Zone Regime, including the NOIFZ.

Your letter would greately assist us
{n finalizing our position on this matter.

Sincerely,
Sy Aoz,

Brian Ames
Private Sector Officer
Enclosufes:
- Coples of USAID's projections re

garding the revenues and expenditures of
NOIPZ for first 5 years of operati

on.



Objet:

REPUBLIQUE DU CAMERCUN
—_—

CHAMBRE DE COMMERCE

O'INDUSTRIE ET DES Mmgi RO
8.7 4011 _ DouaLal¥le v

Tel.: 42-28.-88-42.368.90

OOUALlA LE

Dialnkabit it
Télex: CHAMCIMA 5618 KN Foa

LE COMITE DE SUIVLI DE LA
ZOHE FRANCIE IHDUSTRIELLE.
U J Lo s . o

d du Secteur Privé
a la iiise en Plzce

Contributic
Camerounais
de la ZrI

tionsieur le Jirecteur,

Les nmenbres du Comité de
Industriel]e réunis 2 |]a Chanbre
des

de
viines du Czmeroug 2 Douala le

beeuccup d'intérar
1'USAID pour 1a g

avec las

pour l'Exportatioq.,

Le Comité de Suivi, décids
partie /imériczine e degré d'int
Camerounais quant 3 sa paticipation

de cette Zone et l'installation des

€st toujours disposé 3 coatinuer i a
S&8 coatribution efficie
relationnels,

l'ex

Ote ean tern

organisationnels et
amen du gadre juridique,

a la réussite de ce projet.

Sous des forpmes a définir,
aussi par principe sa volont
la réussité de Cette opéra
Cpérateurs Zconor

tion par

A lliastar gy Comité de

Commerce,

Pied ¢'une cejilule de Pron

Suivi de la Zone fFrzuche

jeudi
cénzrches
ise en place ge cette

Pperter comme par le pa

autant d'éléments

le Comité de Suivi
é 2 participer de 1la

Se propose de participer ¢
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Vidusieur lé UiTectesT
de l'USaIu
2P. (§§§'
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ACTICN ERPRI
INFo AR

- NIR
=12/20%) RA
CHRCN

Qree ofes

Comnacz:ze d'Iudustrie et

0

> 2odt ont enregistrs
Géj& accomplies par

Zone de lransformaicion

a faire apprécier 4 la
8rét  du  Sccteur crivé
a l'aménagement puysique

Cutreprises en sen sein,
Ss5é

es c'efferts matériels,

de sa disponibilits a

indicpensatles

narque
néme fagon 2
la sensibilicatiog

des

iques aussi bjen nationaux qu'étrangers.

Suivi, la Chanbre ce

tivement 3 la mise sur

otion des Luvestissements. 7L
[]


http:42-28.88

/2

la coopération active doat ont fait

preuve 1l'0.p.I.C,,
1'USAID, The Services Group

aussi bien que le Secteur Privé

Camerounais, soit encore plus renforcée durant cette phase

active et décisive de cette Zone Franche Industrlelle.d%h

LE‘ERE§IDENT DE LA CCINM. LE PRESIDENT DU COMITE LE Sulv

Wﬁ

PAUL_SOPPO PRISO







PREPS :

NPA Component (Local Currency)

NOIFZ Operating Costs
Projected Revenues
Projected Operating Costs
Personnel Costs
Office Equipment and Supplies

IPC Operating Costs
Projected Revenues
Projected Operating Costs
Personnel Costs
Office Equipment and Supplies
Program Costs

Contingency
Project Assistance Component

Long-Term Technical Assistance
Technical Advisor to Mission
Technica) Advisor to NOIFZ
Technical Advisor to 1PC

Short-Term Technical Assistance
To NOIFZ staff
To IPC staff
To FTZ Customs Unit
Ressarch Studies

Training
To NOIFZ staff
To IPC staff
To GRC Officials
To FTZ Customs Unit
To FTZ Enterprises

Evaluation, Monftoring & Audit

Total Cost of PREPS

Table 0

July 90
Dec 90 1994 1992
206,062 1,093,938  749,45]
182,162 507,220 329,324
(] 1,500 65,200
182,162 508,720 394,524

351,172

307,772
103,800
411,572

348,988

276,388
154,000
430,388

350,390

249,290
203,000
452,290

Total Cost of Non-Project Assistance and Project Assistance Activity

3.100,000

1,852,155
527,500
2,379,655

(39.752) (252.890) (265,535) (282,738) (296,875) (311,7139) (1,449,510)
(142,410) (255,829) (128,989) (128,833) (133,512) (140,571)

23,800 563,496 377,054
0 0 0
23,300 563,496 377,054

{15,900) (150,701) (194,370)
(3.000) (264,745) (75,742)
{5.000) (148,050) (106,943)

0 23,222 43,072

53,000 1,197,086 1,241,427

0 798,500 847,425
(0) (178.500) (187,425)
(0) (310,000) (330,000)
(0) (310,000) (330.000)

28,000 216,200
(28,000) (88.200)
(0) (73,500)
(0) (42.000)
(0) (12.500)

211,685

(92.610)
(717.179)
(29,400)
(12,500)

25,000 152,985
(25.000) (64.086)
(0) (10.500)
(0) (28.000)
(0) (21,000)
(0) (29,400)

151,447

(28,702)
(11,025)
(56.800)
(22,050)
(30,870)

(0) 29,400 30.870

259,062 2,291,023 1,990,878

0

0

0
(o)
(0
{0)

43,400
462,980

196,796
(196,796)
0
(0)

124,336
(97,241)
(0)
(15,435)
(11,660)

17,022
(21,455)
(0)
(0)
(23.183)
(32,414)

64,827

814,152

0
0
0

(0)

(0)

(0)

12,600
34,034

0
(0)
(0)
(0)

0
(0)
(0)
(0)
(0)

0
(0)
(0)
(0)
(0)
(0)

34,004

383,022

0

0

0
(0)
(o)
(0)

101,100
71,472

0
(0)
(0)
(0)

0
(0)
{0)
(0)
(0)

0
(0)
(0)
(0)
(0)
(0)

11,422

421,862

(330, 145)

964,450

0

964,450
(360,971)
(343,487)
(259,993)

283,395
3,060,000

1,842,721
(562,721)
(640,000)
(640,000)

580,221
(306,051)
(150,675)

(86,835)

(36,660)

406,455

(139,244)
(21,525)
{86.,800)
(66,203)
(32,684)

230,603

6,160,000

............................................................................................................



