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ROJECT AUTHORIZATION 

Name of Country: SRI LANKA Name of Project: AGRO-ENTERPRISES 

Number of Project: IL301M 

1. Pursuant to Section 103 of the Foreign Assistance Act of 1961, as amended, Ihereby authorize the Agro-Enterprises Project for Sri Lanka (the "Cooperating
Country") involving planned obligations of not to exceed Fourteen Million United
States Dollars ($14,OOC,000) in grant funds over a six year period from the date ofauthorization; subject to the availability of funds in accordance with the A.I.D.OYB/allotments-process, to help in financing foreign exchange and local currency
costs for the. Project. The planned life of the project is six years from the end of 
fiscal year 1992. 

2. The Project consists of technical assistance, training, grants and procurement of
commodities for private sector agricultural enterprises in the Cooperating Country,to increase their production, efficiency and profitability and thereby also g3enerate
additional farm income and employment opportunities. 

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

4. Source and Origin of Commodities. Nationality of Services - Commodities
financed by A.I.D. under the Project shall have their source and origin in the United
States, except as A.I.D. may otherwise agree in writing. Local source procurement
is also approved pursuant to Handbook 1, Supp. B, Section 5B, 4 (a)(6) and (7) forthose categories and in the approximate amounts indicated in Anne"x M to the
Project Paper of this same date, and for those additional categories of procurements
described in Handbook 1, Supp. B, Section 18A 1.c. Except for ocean shipping, thesuppliers of commodities or services shall have the United States as their place ofnationality, except as A.I.D. may otherwise agree in writing. Ocean shipping
financed by A.I.D. under the project shall, except as A.I.D. may otherwise agree in
writing, be financed only on flag vessels of the United States. 

S. I also waive the requirement that .the Cooperating Country finance international
travel costs for training, pursuant to Handbook 10, Section 16C, based theon
justification provided in Annex M to the Project Paper of this same date. 

Signature: _______ __ .-
Richard M. Brown, Director 

Date : 
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PRJ: WJeffers 
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EXMCUTIVE SMARY 

Research in Sri Lanka has demonstrated the capacity to increase farm
 
income through diversification and commercialization of the
 
agriculture sector. Significant yield improvements are possible and
 
farmers will readily accept new technologies if rewarding markets
 
are available. Furthermore, an increasingly active private sector
 
is emerging in production, marketing, and processing in the once
 
government-dominated agricultural sector. 
However, new strategies
 
are needed to introduce appropriate production technologies,

increase the amount of value-added processing, expand the commercial
 
out-grower schemes, and develop active marketing and financial
 
linkages. Technical innovation and support is necessary to assist
 
Sri Lankan firms and individuals to establish new competitive

agro-enterprises. Flexible and creative investment packages are
 
needed in all parts of the agricultural production, marketing and
 
food processing industry.
 

The Agro-Enterprises Project addresses the unmet demand for
 
comprehensive, creative technical and financial services required to
 
develop Sri Lanka'a agro-industrial sector. The Project will assist
 
emerging and expanding agro-enterprises through a combination of
 
technical services in production, processing and marketing, research
 
and training to support the agro-industrial development, and
 
investment packaging to leverage an increased share of the financing

available through commercial banks and other financial institutions.
 

Central to USAID's recently-approved Strategic Framework, the goal

of the Project is to diversify and commercialize igricultural
 
systems, thereby increasing employment and rural income. The
 
purpose of the Project is to stimulate the development and expansion

of private agro-enterprises for domestic and export markets.
 
Life-of-Project funding is $14 million in grant funds and the
 
Project Assistance Completion Date is September 30, 1998.
 

The Project will mobilize significant local resources through

private investments from participating financial institutions and
 
agro-entrepreneurs.
 

The Agro-Enterprises Project will provide a comprehensive set of
 
technical services to Sri Lanka's agro-industrial sector through a
 
competitively-awarded cooperative agreement with an appropriate U.S.
 
private entity. The Cooperative Agreement (possibly including a
 
sub-contract with a commercial firm) will deliver specific financial
 
and technical services to a wide range of nascent agro-enterprises

and a number of financial institutions. It will, thus, address the 
principal constraint to development of the sector; inadequacy of 
technology, organization, and information. The Cooperative
Agreement will provide the following specific inputs: substantial
 
long and short-term U.S. and Sri Lankan technical assistance;

selected commodities; specialized training programs; technical and
 
marketing information; and grants for technology innovation, market
 
development and research, analysis of policy issues and related
 
environmental issues.
 



By the Project Assistance Completion Date (PACD), it is expected

that the Project will have facilitated the establishment or
 
expansion of approximately 350 agro-enterprises with consequent

increases in farm incomes and employment. The Project is expected

to result in generation of approximately 13,000 new jobs, increased
 
production valued at $8.15 million per year in constant dollars and
 
increased exports of *4 million per year. 
Monitoring systems will
 
be devised by the implementing organization to document the
 
accomplishments.*
 

A.I.D. inputs for the Project will largely be provided through a
 
Cooperative Agreement with a U.S. organization and will include:
 

-
 Short- and long-term U.S. and Sri Lankan expertise, including

operating costs for an information and service center, (*8.0
 
million);
 

- Agro-enterprise Development grants ($3.5 million);
 
- Agro-enterprises training fund ($1.0 million);
 
- Equipment and Materials ($0.7 million);
 
- Evaluation and audit ($0.3 million); and
 
- Contingency ($0.5 million).
 

Other inputo for the Project are:
 

- In-kind contributions from individuals and institutions
 
involved with research and development in collaboration with
 
Agro-enterprise Development grants (*500,000);
 

- Investment funding or owners equity put up by private
 
agro-entrepreneurs and financial institutions (*20.0 million).
 

Feasibility analyses indicate favorable returns to the Project's

proposed investments and no significant social barriers to project

implementation. The Project feasibility derives from use of market
 
forces to direct investments and Project activities. However, the
 
Project also recognizes a link between resulting economic growth and
 
poverty alleviation through the generation of employment. In
 
addition, the Agro-Enterprises Project will give special attention
 
to promotion of investment in women-owned businesses or to
 
businesses where women are primary beneficiaries.
 

Professional guidance and overaight for the Project will be provided

by an Agro-Enterprise Project Advisory Board to be established early

in the Project's life. The group will be comprised of key GSL
 
officials and private sector representatives from business and
 
banking institutions with an interest in the expansion of
 
agro-enterprise opportunities. 
The principal role of the Board is
 
to advise the Implementing organization and participating

institutions on matters concerning implementation and to develop

strong linkages with the agricultural, financial, and agri-business
 
community.
 



There will be two interim evaluations during the course of the

Project to assess progress toward attainment of objectives and the

viability of the proposed approach to stimulating agribusiness. A
 
final evaluation is scheduled for January 1998. 
 Funds are also
 
provided for audits, chiefly directed at the implementing

organization and recipients of agro-enterprise development grants.
 



I. PROJECT BACKGROUND AND RAITIONALE
 

A. Background 

On-farm agricultural activity in Sri Lanka accounts for 23 percent
of gross domestic product (GDP), 45 percent of employment and 36
percent of the value of exports. Approximately 75 percent of Sri
Lanka's population of 17 million live in rural areas. 
Per capita
income in 1990 was US$420 with average per capita farm income even
lower. 
Despitf an estimated growth rate of GNP of 6.6 percent in
1990, unemployment is still the most pressing socio-economic problem
and is estimated at 16 percent of the labor force. 
While employment
grew between 1.5 and 3.3 percent per year, on-farm agricultural

employment grew at only 1.1 percent with much of the unemployment

and underemployment remaining in rural areas.
 

Low farm income stems, in part, from the small size of land
holdings, low farm productivity, and the non-commercial orientation
of production of low value crops for subsistence consumption. 
For
many crops, yields are low compared to other nations in the region
and post harvest losses high. 
Thus, despite high farm prices for
many crops, farm incomes remain low and consumer prices high.
Improved production technology is needed to bring down the unit
costs of production and marketing and increase product quality, thus
increasing rural incomes and market competitiveness.
 

Production technology and information for non-traditional crops is
limited within Sri Lanka. 
Research and extension has generally been
limited to paddy, rubber, tea and coconut-production. 
In cases
where in-country information is available for higher value crops or
more efficient production systems, little of this information
reaches the farmer or the merchant buying or selling agricultural
products. 
The linkages and interactions between farmers and markets
for non-traditional crops and products are weak. 
Meanwhile Sri
Lanka's soils and agro-climatology, agrarian and trading traditions,
and low labor costs provide a potential competitive advantage in the
production and marketing of many of these non-traditional crops.
 

Investments in non-traditional agricultural enterprises are
considered risky by companies and lenders alike. 
 Due to lack of
knowledge of the sector and a view of traditional agriculture
characterized by low-productivity, high costs and poor market and
post-harvest handling systems, banks or companies and lenders alike
consider investments in non-traditional agricultural enterprises to
be risky. Few banks or companies are willing to invest large
amounts or extend long-term loans to new agro-enterprises. There is
an especially acute lack of financing for new innovations and R&D
work and only the few larger companies with substantial assets for

collateral can readily obtain financing.
 

USAID/Sri Lanka's earlier successful Rice Research Project (1984)
and Agricultural Education (1986) Project helped the GSL build a
solid base for the agricultural research and university systems.
These contributed directly to success in greatly increasing rice
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production but by the early 1980's the GSL recognized the need to
diversify cropping in order to increase farmer incomes. 
The

Diversified Agriculture Research Project <1985-1993) is currently

assisting the GSL's reorientation of research priorities towards
 
crop diversification. 
Other USAID production-oriented projects have
shown both the potential and need for emphasizing high-income crop

production: the MARD and NED Projects in the Mahaweli area, the
ACDI-CSFD activity working with farmer organizations, and CARE rural
enterprise development programs. 
Most important is the growth of

non-traditional agricultural exports and a nascent agri-business
 
community over the last few years.
 

USAID/Sri Lanka's analysis for a proposed marketing project revealed

that: (1) there is an active private sector which could not obtain

the agricultural products needed for onward processing and export;

(2) private firms want assistance in obtaining processing

technologies; (3) many individual crops require improvements in

production, handling and processing technologies to make them

profitable; (4) higher value horticultural crops have greater market

potential than field crops; and (5) diversified crop production

generates considerable employment opportunity for unskilled and

low-skilled labor, including a disproportionately high number of
 
women.
 

In June-July 1990, USAID carried out two in-depth studies to 
assess
 
constraints and possible strategies in horticultural technology and

commercial agriculture. The "Background Study of Technology

Transfer Issue in Support of the Proposed High Income Commercial

Agriculture (Horticulture) Technology Projeft'!-confirmed the

potential to increase high income crop production for export. Yet,
the study further stated that "the lack of technical information and
prior experience on the part of both existing and potential growers,
 
processors, and exporters constitutes a severe hindrance to the
growth of export agriculture outside the plantation sector." 
 The

study also pointed out that: (1) vertically-integrated production

and marketing systems are needed to build export industries; (2) the
 government research system lacks the critical mass of staff and
 
funding needed to develop new technology for any individual
 
horticultural crop; (3) import of technology is the only cost

effective option; and (4) the introduction of new technologies must

be accompanied by organization and marketing efforts.
 

The second study "Review of Constraints to Commercial Agricultural

Development" found that commercial agricultural development would

benefit greatly from the establishment of a private sector venture

capital fund to promote agri-business development and that the CSL's
research and extension systems are too ponderous and fragmented to

provide necessary support for horticulture and agro-processing. 
 It
noted that government support services are essential in several key

areas such as pest management, germplasm import and release, and

post-harvest handling information services. 
Furthermore, there is a
need to expand training in horticulture and agri-business. A
further conclusion of the study is that farmers must be organized as
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a primary means of overcoming agricultural constraints due to the
small size of holding and the fragmentation of production and
 
marketing system.
 

Finally, in June - September, 1991, a design team for the
Agro-Enterprise Project verified earlier analyses and the Project
premise and developed the outline and feasibility analyses for the
Project. 
This work, which 
was revised based on an Agri-business

Financing Review in November, 1991, serves as the basis for project
 
design.
 

B. Project Rationale
 

Initial plans for the Agro-Enterprises Project focused only on
introduction of production and processing technology. 
During
project design the importance of financing and structuring business
plans for agro-enterprises was recognized and A.I.D. financed a 1991
Agri-Business Financing Review under the Mahaweli Enterprise

Development (NED) Project. *This study revealed that the development
of commercial enterprises in the agro-based sector is constrained
 
because:
 

1. Many entrepreneurs in the sector ] .ck 
or are unprepared to
risk, sufficient owner's equity to attract capital investors,
 
or term lenders.
 

2. Entrepreneurs in the sector lack management, business
 
administration, and entrepreneurial skills specific to
 
agro-enterprise.
 

3. Entrepreneurs in the sector lack a permanent reliable supply

of raw materials (agricultural produce) by consistent grade,

quality and quantity.
 

4. Entrepreneurs in the sector lack market information,

communications and infrastructure support.
 

The study further concluded that support from the financial sector
to the development of agro-based industry has been inhibited by:
 

1. a lack of a source of long-term funds available to support

longer-term loans required in some agro-based enterprises.
 

2. a reluctance on the part of the financial system to depart

from the traditional and conservative collateral based
 
appraisal format.
 

3. a lack of trained staff in the assessment and monitoring of
 
agro-based enterprises.
 

4. a perception that the agro-based industrial sector is a high

risk and expensive market to develop.
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Efforts by the GSL and A.I.D. to alleviate these constraints to
 
agro-enterprise development must be based upon a
 
developmentally-sustainable methodology that addresses the
 
agro-industrial sector and supporting systems as an integrated

whole, rather than addressing financial, technological and marketing
 
constraints as separate problems. Support for the development of
 
agro-enterprises requires continued technical assistance in the
 
production of agricultural commodities, the management of
 
enterprises, and the processing and marketing of quality products.

In addition, strengthened linkages to the commercial financial
 
system are also necessary to provide the required capital inflows to
 
the sector. The expansion of these links to the financial system
 
would strengthen and contribute to the development of the
 
agricultural, business, and financial systems.
 

The Agro-Enterprises Project, therefore, considers that commercial
 
agricultural development is currently constrained by a lack of
 
improved production and processing technologies and poor access to
 
investment capital. These two constraints are inter-related as the
 
problem is essentially that of financing innovation in an emerging

agri-business sector. The needed innovation includes production
 
technology to lower per unit costs; processing and post-harvest
 
handling technology to add value and enter new markets; and market
 
channel development to link small farm producers with
 
agro-businesses linked to product markets.
 

Integral to the sound development of agribusiness is a heightened
 
awareness of related environmental considerations, such as pesticide
 
use, the protection of wildlife habitat, etc. The Project will
 
provide funds to advance this understanding and promote responsible
 
agro-industrial development.
 

The Agro-Enterprises Project is, therefore, designed to respond to
 
these needs and comprehensively address marketing, technological,
 
and financing constraints to investments by working directly with
 
the private sector through a U.S. agency providing support to
 
improve production and processing technologies, enter new markets,
 
develop sources of supply, and obtain investment financing. This
 
assistance will be delivered: (1) though a business advisory group

which will assist entrepreneurs access new tcchnology and markets;
 
and (2) through an agro-enterprise financing specialist who will
 
assist financial institutions develop better procedures for
 
financing agro-enterprise investments.
 

C. Relationship to A.I.D. Strategy
 

The Agro-Enterprises Project will not only support but will be
 
essential to, achieving the USAID/Sri Lanka's strategic vision,
 
goals and sub-goals as articulated in the USAID/Sri Lanka Strategic
 
Framework FY 1992-1996. It is fundamental to the achievement of two
 
of the four program objectives and directly supports a third
 
objective. Moreover, the Project embraces four .of the five
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cross-cutting themes. 
It also provides a positive response to each
element in the checklist of criteria for selection of program

interventions.
 

As noted in the Strategic Framework, "Sri Lanka's greatest promise

appears to lie in a strategy of 'agricultural development-led

industrialization.' 
 That growth path builds on the rapid
improvement in agricultural productivity through diversification and
increased market orientation to establish a basis for accelerated
 
industrialization."
 

The Agro-Enterprises Project will contribute to three of USAID/Sri
Lanka's Nub-goals. 
Firstly, it will promote an effective, dynamic
market economy by focussing technical assistance and investment in
the private sector and by supporting policies to improve performance
of companies. 
Secondly, by improving technology in Sri Lanka and
technical skills of workers and business people, the project will
also support improved productivity of land, labor, and other
productive resources. Diversified crops will better utilize the
 range of productive resources 
in Sri Lanka. Finally, the
Agro-Enterprises Project will take pro-active steps to ensure that
project activities promote the wise use and conservation of natural
 
resources.
 

The Project addresses USAID/Sri Lanka's first strategic program
objective of "a sound investment climate and competitive business
performance." 
 It will contribute to the USAID/Sri Lanka performance
indicator of adoption of new financial market mechanisms that result
in increased resources by facilitating funding to the sector and by
assisting financial institutions develop capability to analyze and
evaluate agricultural investments. 
In addition, over the next
decade, the Project will be USAID/Sri Lanka's major project

intervention directed toward achieving the second strategic program
objective of "diversification and commercialization of agricultural

systems."
 

In summary, the Agro-Enterprises Project not only closely fits but
is fundamental to achieving the goals, objectives and cross-cutting

themes of the Strategic Framework. Recent projects (e.g.

Agricultural Planning and Analysis) and PL-480 policy-related

Self-Help Measures have assisted the GSL move from a strategy of
food self-sufficiency to crop diversification, and more recently

towards higher-income crop production and processing, i.e.
commercialized agriculture. 
This new project will help to build the
managerial, technological and financial systems necessary to make
this dramatic shift. The importance of this project is not only its
continuity in USAID support to Sri Lanka's vital agricultural

development, but also its implementation of a commercialization
 
strategy.
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The systems and technologies introduced through this project will
 
also complement higher-income agricultural activities assisted by

other USAID projects (e.g., Mahaweli Agriculture & Rural
 
Development), PVO programs (e.g., Agricultural Cooperative

Development International's Commercial Small Farmer Development

Project) and private sector initiatives (e.g., Nahaweli Enterprise

Development and the Technology Initiative for the Private Sector).

Facilitating technology transfer and support for the private sector
 
are essential for development of higher-income horticulture, minor
 
crop and agro-processing enterprises.
 

The Project expands on other USAID interventions which address
 
diversification and commercialization of agriculture. The NARD and
 
NED Project directly contribute to the diversification of cropping

patterns of farmers from traditional paddy to high value crops in
 
the Nahaweli area; the Agricultural Policy and Planning Project and
 
the PL480 Title III Program support the development of privatization

and commercialization policies; 
 and the DARP Project assists the
 
GSL develop research capability for diversified crops.
 

The Agro-Enterprises Project will build on the successes of these
 
projects by integrating the production and marketing functions. 
It

will operate on a national basis generally and with a wide range of
 
product possibilities and, thus, will be free to respond to private

sector needs and market opportunities. In order to avoid
 
duplication with activities under the NED Project, the
 
Agro-Enterprises Project will not operate in the Mahaweli until such
 
time that NED has expired.
 

The Project will provide improved access to international market
 
information and agro-processing technology currently unavailable in
 
Sri Lanka and will assist in the strengthening of the financial
 
sector to improve and increase its capability to serve the
 
agro-enterprise sector. 
 Increases in income and employment should
 
also contribute to greater political stability. Given the
 
demonstrated potential for minor crops and access to ports in the
 
West and South, it is expected that project investments will be
 
drawn to opportunities there.
 

Finally, the U.S. will benefit from greater stability and economic
 
development in Sri Lanka and from the opportunity to export food
 
processing equipment and technical services. 
Sri Lankan exports are
 
not expected to compete with U:S. exports, as natural markets are
 
different and Sri Lanka will produce tropical crops primarily for
 
counter-seasonal Asian and European markets.
 

D. Relationship to GSL Strategv
 

The Agro-Enterprises Project will emphasize private sector
 
mechanisms to improve and expand diversified higher-income

agricultural production systems which will provide high quality,
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reasonably-priced agricultural products for export markets and
value-added processing industries. 
The Project, thus, combines
three elements of current GSL development strategy: agricultural

diversification, export development and private enterprise.
Moreover, the Project directly supports the efforts of the
Presidential Commission on Non-Traditional Agricultural Exports
which was established in February, 1991 and is seeking ways to
facilitate non-traditional agricultural exports.
 

Following independence, the GSL's agricultural pol:xy focus shifted
from export plantation crops to a focus on self-sul -iciency,
emphasizing rice. 
The policy achieved considerable success and, by
the early 1980's, as a result of investments in irrigation and a
strong research and extension program, Sri Lanka was approaching
self-sufficiency in rice. 
At that time, the Governmegt recognized
the need to: diversify agricultural production; reduce dependence on
exports of a few major plantation crops; avoid rice surpluses which
drive down producer prices; and increase farm incomes.
 

Initial diversification efforts were directed toward other field
crops (OFC's), which are coarse grains, pulses and root and tuber
crops primarily for local markets. 
In general, results did not meet
expectations. 
Although these crops have shown some potential and
production has increased over the past decade, markets have been
shallow, production areas limited and net returns to the farmer only

marginally better than rice.
 

In pursuing crop diversification efforts, various programs have
found the best returns and potential lie with higher-value,

horticultural crops. 
These have included red onions, Bombay onions,
chillies and potatoes for the local market, and gherkins for
export. 
There is a wide range of other potential export
horticultural crops which can increase the grower's productivity and
which have vilue-added processing potential. 
In addition there are
spice (pepper, cinnamon, clove, nutmeg) and beverage (coffee, cacao)
crops which are referred to as "minor export crops", but which have
- to varying degrees  potential for increasing export income.
 

Production of these higher-income export crops is well-suited to the
natural agro-climatic diversity and the employment conditions in Sri
Lanka. 
The country has a variety of agro-climatic zones and soils
suited to their production; production is labor-intensive and

feasible on the small farms; and growing seasons are
counter-seasonal with some major markets. 
The employment generation
from such production is especially attractive to the GSL, which is
confronted with political problems stemming in part from rural

under-and unemployment and the low incomes resulting from rice
cultivation on holdings of less than one hectare in size (73X of
holdings). 
In assessing fruit, vegetable, flower and minor export
crops, the Sri Lanka Export Development Board notes that these crops
are "intended to provide the base for the development of a viable
industrial sector in the form of an agricultural processing and
packaging industry both for domestic and export markets."
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Since 1977, the GSL has moved steadily to liberalize the economy.

The Government has begun to privatize state-owned enterprises and

has encouraged private investment. The State's role in the economy

remains large, but there is a strong commitment at the senior-levels

of administration to reduce government's direct role in the economy

and to promote private business development. At this time, support

for rapid private development is necessary to allow for full
 
implementation of the GSL's economic liberalization strategy.

Increased export income will help the economy as a whole and greater
employment opportunities and income will improve welfare and provide

greater opportunity to private individuals.
 

In agriculture, this liberalization has been manifested in a 1989

policy statement that the GSL would encourage "commercial
 
agricultural" development. 
More recently, the Presidential Task

Force on Non-Traditional Exports has been moving on an agenda to

further liberalize the sector. 
The private sector is responding to

opportunities in high value horticultural crops. 
 Production of

vegetables in the higher elevations is intensive, though localized,

and served by a private marketing network. Sri Lanka has a long

history as a trading nation, and small and large firms are quick to

exploit opportunities in a wide range of products. 
Success with

nearby export markets, the Middle East and the Maldives, and with
 
gherkin exports has stimulated interest and many firms and
 
individuals are considering investments in horticultural crops.
 

The CSL has adopted a strategy of "big investor-small producer" as 
a
 
means to commercialize agriculture. 
This policy is not spelled out

in detail, but does imply and seems to work so that the government

will encourage and facilitate investments that source materials from
 
small farm producers.
 

E. Relationship to Other Donor Programs
 

The Agro-Enterprises Project will not duplicate o- compete with

other donor programs. 
Many donors are active in the agricultural

sector because of its importance to the country, but most programs

are public sector efforts directed at development of specific areas,
 
crops, or institutions.
 

Several donor projects in agricultural research and extension will
 
complement the Project. 
First is the Food and Agriculture

Organization (FAO) funded horticultural project which supports

research in the Department of Agriculture (DOA). This should add to
germplasm resources in the country and increase fruit tree nursery

capabilities, but to date results from the first two phases of that

project have produced little program development, technology for
 
farmers, or documented research results.
 

USAID/Colombo has worked closely with the World Bank (WB) on
 
development of the Project. 
 The WB is developing an Agriculture
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Support Services Project which is expected to become effective in
mid-1992 and which may provide a $6 million investment fund,

specifically to complement enterprise development under the
Project. 
The technical assistance will promote investments which
will draw on this invertment funding and on other sources of
financing currently available, including private entrepreneurs' own
capital, lines of credit for industrial development, and capital in
financial institutions. The new WB Agricultural Support Services
project also proposes to support government extension programs, crop

production and seed production.
 

A proposed Asian Development Bank (ADB) Agricultural Extension

Project will strengthen the field extension system, consolidate

extension agencies, and introduce mechanisms for users to control
extension programs. 
An existing WB Agricultural Research Project is
providing funding for the government research system and for
 
contract research.
 

None of these projects' activities is expected to provide a

significant level of support to the non-small farm private sector.
 

The World Bank and ADB-funded Small and Medium Industry IV and
Industrial Development III projects provide approximately $70
million financing for the industrial sector. Although this

financing is available for agro-enterprise investments, it does not
flow easily to agro-business for reasons noted in the Technical
 
Analysis. These will be addressed by this Project.
 

II. PROJECT DESCRIPTION
 

The Agro-Enterprises Project is a calculated response to the unmet
demand for increased technical and financial expertise by

agro-entrepreneurs in Sri Lanka to develop and expand agro-based

enterprises for domestic and export markets. 
 The Project is
designed to provide comprehensive technical, marketing, and

financial support to the sector and to forge stronger links between
 
agri-businesses and financial institutions, where appropriate.
 

A. Prolect oal 

The goal of the Agro-Enterprises Project is to diversify and
commercialize agricultural systems. 
This flows from the UAIDLSri
LankaStrategicFramework: FY 1992-96. 
Diversified, commercialized
 
agricultural systems can be expected to generate increased
 
employment and higher incomes needed to serve as a base for rural
development and future economic growth. 
Agricultural

diversification and intensification is a development scenario most

compatible with Sri Lanka's natural resources and cultural
 
traditions.
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B. Project Puriose
 

The Agro-Euterprises Project purpose is to stimulate the development
and expansion of private agro-based enterprises. The Project builds
 on existing entrepreneurial firms and individuals with interest in
investments in the agricultural sector and on the production base
capable of producing a wide range of crops and products at
reasonable cost. Few investments have been made in this sector,
except, in teas, rubber, and coconut, because of government economic
*controls and policies that favored production of subsistence food
 
crops.
 

By the end of the Project, it is expected that private entrepreneurs
will have established or expanded 350 agro-enterprises. Of these,
it is expected that 50 will be new enterprises and the balance will
be expansion of existing enterprises. These enterprises will result
in direct creation of approximately 9,700 on-farm and 3,225 off-farm
 
jobs.
 

The Project has a national scope in order to maximize its ability to
address targets of opportunity and to include areas which have been
overlooked in earlier USAID efforts. 
 However, it is understood
that, where there are competing A.I.D. project activities, the
Agro-Enterprises Project will defer its efforts as appropriate.
 

The Project Assistance Completion Date (PACD) is September 30, 1998.
 

With support from the Project, new agro-enterprises are expected to
adopt 100 new production and processing technologies, introduce 20
new products, and develop 20 new markets for agricultural produce.
These efforts will demonstrate the profitability of and means of
accessing technologies for agro-enterprises and thus lead to
 
continued dynamic growth of this sector.
 

A collateral impact of the Project will be to re-focus specific

governmental programs to better support commercial agriculture.
Government and university research and development institutions will
participate under arrangements co-financed by private sector
entities through the Agro-Enterprise Development Grants. 
This

participation will encourage these agricultural research
institutions to develop a more client-oriented agenda and increase
the general level of technical knowledge regarding agri-business in
 
Sri Lanka.
 

C. Prolect Outputs
 

1. Aro-Enterprise Investments
 

The Agro-Enterprises Project is expected to generate approximately

50 new agro-enterprises and expansion and improvements in
approximately 300 others. 
These investments will result from
technical innovations introduced by the project, new market
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opportunities identified, and financing provided through

participating financial institutions. 
Other firms and entrepreneurs

will benefit indirectly by the spread effect of project-introduced

technology and by being able to enter new markets pioneered by

initial investors.
 

All investments will result from natural market forces, e.g. private
sector entrepreneurs will identify the geographical areas, products

and types of enterprises to be financed, and must obtain financing
at market rates. 
Farms, which also operate as small businesses,

will also benefit. An estimated 9,700 farmers will supply products

for the agro-enterprises established with project assistance and
 
financing.
 

2. New Technologies
 

Over the life of the Project approximately 100 new technologies will
be introduced in the enterprises assisted. 
These technologies will
include germplasm, improved irrigation systems, improved pest and
disease control, and harvesting techniques for proper time and size
for best quality. Post-harvest handling improvements will include

in-field or close to field packing, introduction of proper packing

crates, proper cooling, improved transport to reduce loss and

improved handling at wholesale markets. 
Several processing

technologies are expected to be introduced including modern juice
plants, fruit drying, improved packaging iaterials for foods, frozen
 
fruits and vegetables, processing of crop by-products, and
 
processing of livestock products.
 

The Project will introduce improved technology through expatriate

technical assistance to Sri Lankan firms and entrepreneurs, through

training and travel of private sector employees, through grants for
R&D and in-country training through marketing and production trials,
and by providing funds for procurement of proto-type equipment and
 
testing of improved germplasm.
 

3. Market Development
 

The Agro-Enterprises Project will improve market linkages between

producers, intermediaries, and consumers. 
Project-assisted firms
and entrepreneurs will develop greater sophistication in assessing

consumer requirements and planning to provide products at prices and
qualities demanded by consumers. Improved production and

post-harvest technology will improve market efficiencies, and
project-introduced promotional materials.will help firms better
 
market their products.
 

The Project will also encourage out-grower schemes and contract
 
grower arrangements as a means of assuring regular supplies to
 
processors and exporters. 
This will involve seeking ways of

overcoming past problems with lack of honoring of contract
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commitments. 
Training for field personnel of agro-businesses will
 
improve relations with growers and greater rural investments in
 
marketing and processing infrastructure will bring market
 
intermediaries closer to the producers on whom they depend.

Specific outputs from Project-assisted agro-enterprises will be 20
 
new products entering domestic or export markets, 20
 
out-grower/contract grower programs established, and 20 new markets
 
developed for agricultural products.
 

4. Improved Public Sector Support to Agro-Enterprises
 

GSL agencies and training institutions have been oriented to service
 
the government and small farmers as clients, but have not been
 
well-directed to service businesses. 
The Agro-Enterprises Project

will draw government agencies, primarily the Department of
 
Agriculture, the Department of Export Agriculture, the Department of
 
Livestock Development and Health, the Ceylon Institute of Scientific
 
and Industrial Research (CISIR) and universities, together with
 
commercial firms to resolve technical problems of economic
 
importance. The Project will accomplish this by jointly funding

with private companies research and development projects under taken
 
by government agencies. These contract research projects will
 
likely start slowly as procedures are developed, but approximately

25 will be completed under the Project.
 

The Project will utilize Agro-Enterprise Development Grants (AEDGs)

and consultants to complete studies of key policy issues affecting

the sector. Twelve studies and reviews during the Project will
 
provide input to government policy reform and implementation of
 
procedures to stimulate non-traditional agricultural exports and.to
 
seek ways and means of better linking small procedures with
 
agro-enterprise markets.
 

5. New Agro-Enterprise Financing Mechanisms
 

Actions to increase entrepreneur debt capacity are basic to enabling

financial institutions to become more active in agro-enterprise

investments. These actions will involve: (a) offering longer term
 
loans; (b) introducing new loan appraisal techniques; and (c)

providing innovative financial structuring, including loan
 
syndication, debt equity financing, and loan subordination.
 

The Project will help interested financial institutions to develop 
new procedures for "packaging" agriculture-related investments. The 
new financing innovations will increase confidence between the 
financial system and the private agro-enterprise sector and will
 
increase the debt capacity of entrepreneurs. Confidence will
 
increase through better training and greater experience of financial
 
institution staff with agro-enterprises investments. The Project

will also attempt to reduce transaction costs and time required to
 
process loan applications. Ultimately confidence will only come as
 
financial institutions and agro-enterprises develop mutually
 
profitable business relations.
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If the World Bank approves its proposed $6 million agro-enterprise
investment fund, A.I.D. will play a key role in directing the
investments through existing financial institutions.
 

D. Prolect Inputs
 

1. Technical Assistance
 

Consistent with the Project's focus on providing technical
assistance to emerging agro-enterprises, the major share of the
A.I.D. grant funding will be for technical assistance through a
Cooperative Agreement with a U.S. organization. 
Technical

assistance will comprise an Agro-Enterprise Development Group
staffed by a variety of agri-business specialists. 
In addition, the
services of an agro-enterprise financing specialist will be provided
to strengthen the capability of interested financial institutions to
increase agro-enterprise lending. 
All technical assistance will be

provided under one agreement.
 

An Agro-Enterprise Financing Specialist will most likely be located
at the office of a private financial institution such as the
Merchant Bank of Sri Lanka. 
Through this specialist, the Project
will assist financial institutions to expand capacity for
agro-enterprise investments. 
The Agro-Enterprise Financing
Specialist will train staff of interested and committed financing
institutions on methods of loan appraisal, development of innovative
financial instruments, and structuring of financing packages
specific to agriculture. The specialist will also assist financial
institutions to evaluate agricultural financing proposals and
develop innovative methods for structuring agricultural project
finance. 
The Project will provide approximately four years of
long-term expatriate and five months of short-term expatriate
professional services for such assistance to participating financial
 
institutions.
 

The Project will also assist institutions by reviewing and
critiquing business plans and financing proposals submitted to those
institutions. As appropriate, clients may obtain assistance from
the Agro-Enterprise Development Group to improve business plans,

access improved technology, and develop new markets.
 

The Aro-Enterrise DevelomentGroup, acting as an independent
organization, will provide assistance direct.ly to Sri Lankan private
sector firms and individual agro-entrepreneurs. Long-term
expatriate specialists in agro-business development, commercial
agricultural production, and agriculture processing and marketing

will provide assistance in collaboration with Sri Lankan

professionals in similar fields. 
The Project will provide
approximately 13 person years of long-term expatriate, 22 person
years of long term Sri Lanka, 70 person months of expatriate

short-term, and 66 person months of short-term Sri Lanka services
 
for such assistance to agro-enterprises.
 

http:direct.ly
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The Agro-Enterprise Development Group will provide a range ofdiverse types of assistance to Sri Lankah'private businesses. 
This

will include assistance with obtaining and analyzing market
information, tecnni-cal assistance for production and processing of
agricultural produce, advice on formulation of business plans and
structuring investments, advice on marketing products, and other
business advisory services. All assistance will be in response to
applications submitted by businesses in.response to advertisements.

Applicants will be reviewed and selected on a competitive basis,
with criteria including expected returns from the enterprise, the
degree of innovation in the proposed enterprise, the financial

commitment of the applicant, environmental safety, the potential
benefit to farmers, and the potential economic benefit to the nation.
 

The Recipient will be responsible for preparing a Bumpers Amcndment
analysis for prior USAID/Sri Lanka approval if assistance will
 
result in the export of agricultural products.
 

The resident technical assistance team will review applications for
assistance and provide Initial assistance to the extent possible.

The Project will provide consultants to work on specific problem
areas for agro-enterprises. 
These may be very short visits to
address specific problems or longer term assignments of up to one
 year to help with start up of new enterprises. In working with
private investors, the project will take care to maintain in
confidence proprietary business plans. 
However, to the maximum
extent possible in keeping with the above principle, work and
reports of consultants will be available to all potential investors.
 

The Project will also, in response to specific needs for support in
the agro-e~terprise sector, provide cost sharing grants to selected
GSL programs, such as pesticide monitoring and regulation, gemplasm
importation, horticultural training, veterinary research, or others.
 

The Agro-Enterprise Development Group will assist investors prepare
business plans and financing applications, but will attempt to
provide only technical supporting information and critique of
initial plans. The responsibility for preparing business plans and

financing proposals must remain with the entrepreneur.
 

The Agro-Enterprise Development Group will, in the course of its
work, establish and maintain an informal information center for
reference by agro-enterprises. 
This center, essentially the Project
Office, will maintain information on markets, agricultural

production, and value-added processing. 
It will not be a library,
but a collection of available materials and a service for
entrepreneurs to request information not readily available locally.
 

During the first two years, the Agro-Enterprise Development Group
will assess whether there is a demand for the establishment of a new
Sri Lankan private, non-profit organization to promote

agro-enterprise development during and after the Agro-Enterprises
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Project. 
No project funds are provided for such an organization and
the assessment would also explore financing options for such an
 
organization.
 

2. ARro-Enterprise Develovment Grants
 

The Agro-Enterprises Project will fund approximately 125
Agro-Enterprise Development Grants up to a total value of
approximately $3.5 million. 
The grants will support activities
which promote: (a) agribusiness technology improvement; (b) policy
studies in agribusiness (c) agricultural marketing; and (d)

agribusiness environmental concerns.
 

Grants will support technology in the broadest definition of the
term. 
The Project will advertise the availability of matchinggrants and award grants on a competitive basis. Selection criteriainclude the degree of innovation of the proposed activity,commitment of the entrepreneur, and potential benefit from thegrant. The implementing organization will manage the grant programand will conform to A.I.D. procedures and regulations. Grants are
expected to average $20,000, but with the likelihood of several
larger grants for enterprises for which considerable adaptation and
pilot testing is required. AED grants will, 
in most cases, be on
the basis of the Project and entrepreneur sharing cost for the
activity. 
However, with USAID/Sri Lanka approval, the Cooperative
Agreement grantee may fully fund a limited number of AED grants to
test new technologies or develop support services for
 
agro-enterprises.
 

The Agro-Enterprise Development Grants will frequently complement
other Project activities and be used in conjunction with technical
assistance, training or pilot trials of equipment and seeds. 
They
may target specific enterprises or types of activities, such as
reducing pesticide use. 
The implementing organization may also
advertise the availability of partial funding for activities such as
establishment of asparagus production enterprises, for dairy goat
production, for an export quality mango nursery, for banana tissue
culture program, for pilot testing of a fruit drying enterprise,
etc. One specific area in which the Project will use grants is in
encouraging new out grower or contract grower schemes to link small

farm producers with processors and exporters.
 

3. Agro-Enterprise Training
 

The Agro-Enterprises Project will fund training in a wide range of
subject matters relevant to agro-enterprise development. 
The
Project will generally provide training in conjunction with
technical assistance, specific investments, or agro-enterprise

development grants related to a investment proposal. 
Training is
planned in the U.S., third countries and in-country, and will
comprise programs such as observational tours, training at a
production facility, or travel to explore and develop new markets.
 



Private sector entrepreneurs will be expected to share costs of

training. 
As with technical assistance and agro-enterprise

development grants, the Project will fund training for private

entrepreneurs based on competitive selection of applications in
 response to advertised availabilitj of funding for training.

Criteria will be similar to those for other assistance to private

firms.
 

The Project may fund partial costs of training for government

technical department staff, if these staff are collaborating with

private entrepreneurs on contract research and development
 
activities.
 

The Project will provide open in-country training in a few areas

identified as being specific constraints to agro-enterprise

development. 
Such training will be open to Sri Lankan entrepreneurs

on the basis of space availability and willingness to share the
 
training cost.
 

Five areas are currently identified for such open training: training

in agro-enterprise finance, which will receive special emphasis and
target staff of participating financial institutions, but may be
 open to to other participants also; farm manager training for medium
 
to large farms; post-harvest handling; agriculture produce

marketing; and pesticide education. Training in these may range

from one to two week programs to one to two year certificate
 
programs in certain cases.
 

The Project will not fund long-term overseas training. However, the
implementing organization will assess the need to increase

university level training in horticulture and agribusiness and may

provide appropriate support needed to increase university level
 
training in these fields.
 

USAID will approve all overseas and long-term in-country training

programs and will require training to comply with regulations in the

A.I.D. Handbook 10 on participant training. The Project

Authorization includes a waiver of the requirements for host country

funding of costs of international travel of participants. 
Such
travel costs may be beyond the financial capacity of many potential

participants and GSL regulations are not conducive to government

funding of travel costs for private sector individuals.
 

The Project will train approximately 60 persons in overseas study
tours and specialized training programs; 400 persons in 20 open

in-country training courses; and 1,000 persons in specific skill
 
development programs related to specific investments.
 

The implementing organization will prepare detailed training plans
as part of its work plan, for approval by USAID, which presents

proposed training subjects, location, candidate selection method and
 
contribution toward project objectives.
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4. Commodity Procjureaevjt
 

The Project will provide funding for equipment and materials needed
by the implementing organization. 
This will include vehicles,
computers and office equipment, technical publications, promotional

materials, and others.
 

The Project viil also provide funding for importation of germplasm
resources for testing, equipment for demonstrations and pilot
trials, and materials for testing new packaging and processing
systems. 
These equipment trials will benefit approximately 25
agro-enterprises. 
Project testing and introduction of germplasm and
equipment should promote markets for U.S. agricultural technology.
 

Unless specified to the contrary in writing at the time of approval
of equipment procurer.ent, at the end of the Project, title to all
Project-funded equipment used by client entrepreneurs in production
and processing trials will remain with the client company. 
At the
end of the Project, the implementing organization will transfer
title for Project funded-equipment, which is under the control of
the Recipient but not used by client companies for trials, 
to an
organization whose objectives are consistent with the Project and
which is mutually agreeable to both the Recipient and USAID.
 

5. Evaluation and Audit
 

The Project will provide A.I.D. grant funding for a mid-term and
final project evaluation and for interim audits of the Cooperative
Agreement Recipient. 
Funds will also be provided for audit coverage
of sub-grantees to the extent deemed necessary.
 

6. HC Contribution
 

Private funding for agro-enterprise investments is the major host
country counterpart contribution to the Project. 
Sri Lankan private
sector investors and local financial institutions are expected to
invest $20.0 million which will be monitored by the implementing
organization through a performance monitoring system.
 

E. How the ProectWillWork
 

The Agro-Enterprises Project advances a novel approach to
implementation in Sri Lanka. 
There is minimal
government-to-government business. 
Rather there is a strong
reliance on market forces for capital and the dynamism of the
private sector, particularly for developing agro-enterprises.
 

USAID intends to use one cooperative agreement for implementation of
virtually all Project activities. 
As further explained in the
Procurement Plan, this reduces the management burden on the Mission
for activities such as grantmaking, training, and commodity
procurement. 
The implementing organization will establish an office
in Colombo, in much the same way any service organization would
 



begin, as the Agro-Enterprise Development Group. It will be
 
necessary to identify office space, hire local staff, and engage in
 
a series of consultations with agro-enterprise interests, financial
 
institutions and appropriate organs of the GSL.
 

Early consultations, done under the guidance of the USAID Project

Manager, will be followed by the establishment of an Advisory

Board. The Board will provide a forum for discussion of project

activities, but more importantly, will assist the implementing

organization in extending contacts to agro-entrepreneurs and
 
financial institutions.
 

At the same time, the implementing organization will conduct a
 
training needs assessment in the agro-enterprise sector. This
 
assessment will be incorporated into a work plan for USAID
 
approval. 
In addition, USAID will require the establishment of a
 
performance monitoring system to measure progress toward objectives.
 

Technical assistance will be provided to a wide range of "client"
 
firms. These can include any majority-private firm registered in
 
Sri Lanka, sole proprietorships, partnerships, cooperatives,

registered farmer organizations, or non-profit organizations with
 
productive for-profit enterprises. The Project will work with
 
clients of any size provided they are capable of undertaking

innovative commercial ventures in the agriculture sector. Interest
 
in agro-enterprise investment is high and there can be expected to
 
be a large number of potential clients.
 

The Agro-Enterprise Development Group will promote and market
 
Project services with local entrepreneurs. Promotion efforts will
 
be by direct advertising, by promotional work through Advisory Board
 
members and members of the technical assistance team, and by direct
 
contacts with potential client firms. The objective of this
 
promotion is to obtain the maximum number of requests for assistance
 
from which the Project can select activities for funding.
 

The technical assistance team can expect to consult with
 
approximately 3,120 clients. 
Many of these will be preliminary

discussions with no follow-up, but at least 175 will result in
 
further assistance in the form of consultant services, training,

commodities or equipment, Agro-Enterprise Development Grants, or a
 
combination of the above. 
Other clients will receive technical or
 
marketing assistance from the Project but without intensive
 
follow-up or special funding. Clients will generally be expected to
 
share costs of training, marketing, or R&D activities. In limited
 
cases, the Agro-Enterprise Development Group may initiate a proposal

and seek a private entrepreneur to undertake it, either on a
 
cost-sharing basis or with full Project funding. 
This approach may

be taken for testing of entirely new products thought to hold
 
potential for Sri Lanka. 
The Project will also initiate activities
 
to promote contract grower/out-grower programs and to train
 
individuals in commercial farm management, post-harvest handling,
 
and other priority fields.
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The Agro-Enterprise Development Group will advise clients on
 
development of business plans and financing proposals. 
The
 
Agro-Enterprise Development Group may recommend that clients seek
 
financing for enterprises, but will not recommend a specific
 
financial institution. It will be the responsibility of the client
 
firm to make decisions on and seek financing. Successful R&D
 
activities supported by the Project may "graduate" to seek full
 
financing and,-on occasion, AEDF financing may be combined with
 
Project support for-training, technical assistance, or research and
 
development.
 

The Project addresses poverty alleviation by supporting
 
agro-enterprise development through introducing new technologies,
 
developing new markets and products, and facilitating
 
agro-enterprise financing. The Project will attempt to achieve some
 
visible successes early in implementation in order to develop
 
credibility and promote further agro-enterprise investment
 
interest. 
Initial clients are likely to be from well-established,
 
medium-sized firms. 
 However, selection criteria for assistance to
 
client enterprises will be weighted increasingly toward supporting
 
enterprises with out-grower schemes, with farmer equity
 
participation, or that maximize benefits to the rural poor.
 

In the absence of a cooperating GSL Ministry, the implementing
 
organization under the Agro-Enterprises Project will sign a
 
memorandum of understanding with the GSL Ministry of Policy Plan and
 
Plan Implementation. The memorandum is a standard means of
 
recognizing foreign organizations and provides for duty-free
 
importation of project commodities and personal effects, and for the
 
issuance of visas.
 

III. COST ESTIMATES AND FINANCIAL PLAN
 

A.I.D. will fund most Project costs through a Cooperative Agreement

for implementation of the Project by a U.S. organization. 
The
 
exceptions are audit and evaluation of the Project. Participating
 
entrepreneurs and financial institutions will contribute to costs of
 
training and research and development and will provide partial
 
funding for investments.
 

A. Summary Cost Estimates
 

The A.I.D. Grant contribution to the Project is $14 million. The
 
private sector's is $20,600,000. Table 3.1 presents a summary cost
 
estimate; Table 3.2 presents the Project obligation schedule; Table
 
3.3 breaks out input costs by outputs; and Table 3.4 presents
 
estimated expenditures by fiscal year. The exchange rate for the
 
Project Paper is taken at Rs.42/$l.
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Table 3.1: Summary Cost Estimate and Financial Plan (*000)
 

Element A.I.D. Private Sector* Total
 

Tech Asst 8,000 -- 8,000
 

Training 1,000 400 1,400
 

Subgrants 3,500 1,000 4,500
 

Commodities 700 -- 700 

Audit/Eval 300 -- 00 

Contingency 500 -- 500 

Investment Funds -- 19,100 19,100
 

Total 14,000 20,500 34,500
 

* - Private sector contributions include capital and in-kind 
contributions by individual investors, financial institutions, or 
subgrant recipients. For information purposes, these contributions 
will be tracked by the implementing organization. 

Table 3.2: Oblization Schedule (*000)
 

Fiscal Year Increment Total Obligations
 

1992 3,500 3,500
 
1993 4,000 7,500
 
1994 4,000 11,500
 
1995 2.500 14,000
 
Total 14,000
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Table 3-3: Estimated Costing of Project Outputs/Inputs (SOOO)
 

Output 
 Agro Enter New Market Firancing Improved Total
 
Input prise Technology Development Mecnanism Public
 

Investments* 
 Sector
 

Support
 
To Agro
 

Enterprise
 

AID Appropriated
 

- Technical Assistance - 4.000 1.500 2.000 500 8,000
 

- Training 
 - 600 200 100 100 1,000
 

- AED Grants - 1.800 800 400 500 3.500 

- Procurement 
 550 50 50 50 
 700
 

- Audit/Evaluation 
 - 100 50 100 50 300 

- Contingency 
 - 200 100 100 100 500
 

Host Country
 

- Private Sector 19.100 400 
 400 400 200 20,500
 

.Tjotal 19,100 
 7,650 
 3.100 3.150 1.500 34.500
 
.=u.= 
 mass== 
 =ua... .X. 
 .m.. .Maass
 

* Note that other inputs may also support investments, but will more directly contribute
 

to other outputs.
 

Table 3-4: Projected A.I.D. Grant Expenditures by
 
Fiscal Year (SO0O)
 

Item FY 9.2. FY 93 FY 94 FY 95 FY 96" FY 97 FY 98 Total
 

Technical Assistance 300 1.700 1.700 1.700 1.700 800 400 8,000 
Training 50 100 200 200 200 200 50 1,000 
AED Grants - 300 700 800 800 600 300 3,500 
Procurement 100 200 200 100 50 50 - 700 
Audit/Evaluation - - 50 50 100 - 100 300 
Contingency _ O0 100 100 100 100 500 

450 2,300 2.900 2,950 2,950 1,750 950 14.000 
&Man= Mazza = a=.= UZ... muc. Unman U==3= =am=.= 

4a 
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B. Methods of Implementation & Financinx
 

Proposed implementation and financing procedures are set forth in Table
 

3-4.
 

Table 3-4. Methods of Implementation and Financing
 

Item 	 Method of Method of Approximate
 
Implementation Financing Amount
 

Technical Assistance, 	 Cooperative Direct Payment 13,200
 
Training, Commodities, 	 Agreement or Federal
 
and AED Grants 	 Reserve Letter
 

of Credit
 

Audit/Evaluation and Direct A.I.D. Direct Payment 800
 
Contingency Contract
 

Total 14,000
 

A.I.D. has considerable experience with Cooperative Agreements and with
 
working with non-governmental organizations in Sri Lanka. Under
 

Cooperative Agreement and contracts for technical assistance, training
 
and procurement, organizations have little difficulty with establishing
 

and managing contract or grant teams in Sri Lanka. Including technical
 

assistance, training, AED grant management and procurement functions
 
under one contractor will facilitate implementation'and reduce the
 
management burden on the Mission.
 

C. Payment Procedures
 

A.I.D. will enter into a competitively-awarded Cooperative Agreement with
 
a U.S. organization for implementation of the Project, including
 

provision of training, technical assistance, procurement, and AED grant
 

program administration and management. The Project manager prefers the
 
A.I.D. Controller in Colombo to make direct payments to the implementing
 

organization based on vouchers submitted by the organization. However,
 

the Recipient may qualify for and request use of a Federal Reserve Letter
 

of Credit for reimbursement of project costs and this method of payment
 
will be acceptable to USAID/Sri Lanika.
 

The USAID/Sri Lanka Controller will make direct payments on A.I.D. direct
 

contracts for audits and evaluations and any contingency costs.
 

D. Audit Reauirements
 

The Project budget includes $300,000 for audit and evaluation. Of this
 
amount, approximately $150,000 will be needed for evaluations and the
 
balance will be available for audits. It is expected that four
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non-federal audits will be conducted over the life of the project.
 
In addition the Cooperative Agreement Recipient is expected to fund
 
audits of its own operations and of sub-grantees, as appropriate,
 
and in keeping with sound business practice.
 

IV. IMPLUIUTATION PLAN
 

A. Implementation Responsibilities
 

Project implementation will be the responsibility of the Cooperative
 
Agreement Recipient. Implementation will require that the technical
 
assistance Chief-of-Party be a strong administrator and able to
 
promote the Project with private sector entrepreneurs, prioritize
 
activities for the Project, take prompt decisions, coordinate a wide
 
range of activities with diverse entities., and fulfill A.I.D.
 
monitoring requirements. The technical assistance team will have
 
wide latitude to work independently.
 

The Recipient will, within the first six months of the Project,
 
establish an Agro-Enterprise Project Advisory Board to provide
 
advice on project implementation. The Board will be composed of
 
nine individuals, including three GSL representatives named by the
 
National Planning Division's Agricultural Section, three
 
representatives from financial institutions and three private sector
 
individuals to be selected by the Cooperative Agreement Recipient
 
with the concurrence of USAID. USAID Project Officers will serve as
 
ex-officio members on the Board.
 

The Advisory Board will meet approximately-quarterly to review
 
Project activities and progress. 
The Board will record conclusions
 
of its discussions in minutes, which will be provided to the
 
Cooperative Agreement Recipient, USAID/Sri Lanka, and the APG. The
 
minutes will include significant observations on on-going activities
 
and recommendations regarding future activities. 
Board members and
 
firms in which they may have interest will not be excluded from
 
receiving assistance from the Project, but members should abstain
 
from discussions regarding investments in which they have a
 
financial interest. Recommendations of the Advisory Board will not
 
be binding on the Cooperative Agreement Recipient, but must be given
 
due consideration.
 

The Recipient will provide copies of all regular and special reports
 
to the National Planning Division/Agricultural Section. In
 
addition, the Recipient will submit monthly reports of names and
 
addresses of firms for which assistance is proposed or has been
 
approved. This will include information on the enterprise
 
development proposal and the type of support, such as consulting
 
services, training, AED grants or equipment.
 

Many participating private sector entities will implement Project
 
sub-activities, including investment projects, trials,
 
demonstrations, and training. The Project will seek public sector
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collaboration from technical departments to the extent possible.
 
With the exception of a limited number of pro-active initiatives
 
approved by the Board, sub-activities will respond to proposals
 
initiated by the private sector and co-financed by the private
 
sector. The Recipient will evaluate these competitively to allocate
 
Project assistance. Support to GSL technical departments will be in
 
the context of contract'agreements to work on proposals from the
 
private sector.
 

B. Implementation Schedule
 

The Agro-Enterprises Project is designed as .a six-year project. If
 
results are as expected and if funding is available, it is expected
 
that a follow-on project will continue the program of support to
 
agro-enterprise. Six years, rather than a longer period, will allow
 
an opportunity to evaluate the activity and the approach to make any
 
needed revisions before proceeding with the follow-on project.
 

Project activity can be expected to start up quickly, as there is
 
already considerable demonstrated private sector interest in
 
agro-enterprise investments. However, it will take sometime to
 
develop investment proposals to the point of financing and will take
 
time to bring new technologies through the development process and
 
the screen and develop new enterprise proposals. In the early phase
 
of the Project, the Cooperative Agreement Recipient will actively
 
promote awareness of the Project and solicit applications for
 
assistance in order to have as large a selection as possible for
 
sub-activities.
 

Three of the four long-term expatriate specialist positions are
 
programmed for four years, as it is expected that it will take this
 
long to promote, test and introduce many new production activities
 
and to enter new markets. The Chief-of-Party is programmed for one
 
additional year and short-term assistance and Sri Lmnkan staff for
 
two additional years. The long-term expatriate specialists are
 
expected to screen proposals and structure support to
 
agro-enterprises. This will be largely complete in four.years and
 
the final two years will enable the Project to complete support to
 
new investments.
 

Table 4-1: Tarzet Dates for Selected Events in Project Implementation
 

Event Date 

Phase I - Proiect Avroval and Assistance Selection
 
Project Authorization 2/28/92
 
Project Grant Agreement Signing 3/15/92
 
PIO/T Issued for Technical Assistance 3/16/92
 
CBD Notice of Request for Applications of Assistance 3/16/92
 
PIL Number One Issued 3/21/92
 
RAA for Technical Assistance Issued 4/1/92
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Event 
 Date
 

RAAs Closing Date 
 6/1/92

Selection of Cooperative Agreement Recipient 
 6/15/92
 
Award of Cooperative Agreement 
 9/15/92
 

Phase II - Prolect Mobilization
 
Technical Assistance Team Arrives 
 10/15/92

TA Team Introductions to Embassy/GSL 
 .10/22/92

Consultations for Advisory Board Begin 
 10/22/92
 
TA Team Establishes Office 
 11/15/92
 
Agro-Enterprise Promotion Begins 
 11/15/92

Draft Annual Work Plan Submitted 
 12/15/92
 
--Technical Assistance Delivery Year 1
 
--Training Plan Year 1
 
--Procurement Plan Year 1
 
--Design of Overall Project Monitoring Plan
 
First Quarterly Report Submitted 
 12/15/92
 
Project Advisory Board Selected 
 12/15/92

First Advisory Board Meeting 
 1/15/92

Project 1993 Workplan Finalized 
 2/22/93

Implementation of Monitoring Plan 
 2/28/92
 

Phase III - Routine Implementation Begins

Quarterly Project Reports Submitted 
 Quarterly
 
Annual Work Plans Prepared & Approved Annually
 
Special Reports on Accomplishments Prepared 
 As Needed
 
Project Implementation Reports Prepared 
 Quarterly
 

Phase IV - Prolect Evaluation & Monitoring
 
Monitoring of Project Accomplishments Quarterly

Audits 
 As Required
 
First Interim Evaluation 
 7/31/94

Second Interim Evaluation 
 1/31/96

Final Evaluation 
 1/30/98
 

Phase V - Prolect Closeout
 
Three Long-Term Specilists Complete Assignment 10/14/96

Expatriate Chief-of-Party Completes Assignment 
 10/14/97

PACD 
 9/30/98
 

V. PROCUR]D UT PLAN
 

Procurement under the Agro-Enterprises Project will be handled
 
directly by A.I.D. 
Host country contracting is not appropriate as
 
all activities are directed at strengthening private sector
 
enterprises. B/C responsibilities are very limited.
 

USAID will implement all activities, with the exception of
 
evaluation and audit, through one assistance instrument 
-- a
 
cooperative agreement with a U.S. organization. The choice of a
 
cooperative agreement was reached due to the broad scope of program
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responsibilities required to implement the Project: administration
 
and management of a subgrant program, provision of a wide range of
 
technical and financial services which cannot be anticipated in
 
detail, as well as training to take advantage of targets of
 
opportunity in agro-enterprise. In essence, the Agro-Enterprises
 
Project wishes to support a program approach to implementation not
 
consistent with the use of a contract.
 

-The-selectionof the implementating organization will be done.
through a competitive process. USAID wishes to encourage the
 
maximum degree of competition possible and, therefore, encourages
 
for-profit firms to apply. However, due to the nature of a
 
cooperative agreement, payment of fee is not possible. Discussions
 
with the Regional Contracting Officer suggest that there may be
 
substantial opportunities for subcontracting with for-profit firms,
 
where appropriate. Among these subcontracting opportunities will be
 
opportunities for Gray Amendment firms.
 

Draft terms of reference for the cooperative agreement are included
 
in ANNEX K, which will serve as an attachment to the Request for
 
Applications for Assistance. This section contains detailed cost
 
information.
 

Further details concerning the various subcomponents of the
 
cooperative agreement -- technical assistance, training, commodities
 
and subgrants -- are presented below.
 

1. Technical Assistance
 

The implementing organization will be required to field four
 
long-term specialists: (a) Agro-Business Specialist; (b) Marketing
 
and Agro-Processing Specialist; (c) Agricultural Production
 
Specialist; and (d) Agro-Enterprise Financing Specialist. In
 
addition, the Project calls for the provision of 22 person years of
 
long-term Sri Lankan specialists, 70 person months of expatriate and
 
66 person months of Sri Lanka short-term technical assistance.
 

Because of the Project focus on private sector agro-enterprise
 
development, it is essential that the technical assistance bring a
 
solid commercial orientation and business-like approach to the
 
Project. For that reason, the Request for Application for
 
Assistance will encourage non-profit organizations to submit
 
proposals with substantial invblvement from for-profit firms as
 
sub-contractors.
 

The implementing organization will provide all expatriate and local
 
technical support and implement all other Project activities in
 
conjunction with Sri Lankan private sector entities. The
 
Cooperative Agreement Recipient will either supply technical
 
services and training directly through a Memorandum of Undertaking
 
with a separate technical assistance contractor.
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2. Aaro-Enterprise Development Grants
 

The cooperative agreement will provide a fund of $3.5 million
 
earmarked for Agro-Enterprise Development Grants. These funds will
 
be administered and managed by the technical assistance team subject
 
to standard A.I.D. procurement regulations.
 

The Recipient will advertise the availability of Agro-Enterprise

Development grants and make selection-of grantees on the basis of
 
strict criteria, including: the innovativeness of the proposal; the
 
demonstrated commitment of the proposer; consideration of
 
environmental factors; and the p6tential benefit from the proposal.
 
The Cooperative Agreement Recipient will award the grants and*
 
monitor their implementation. The Recipient will maintain a degree

of involvement in grant implementation and will assist the grantees
 
to complete adequate reporting on the implementation and impact of
 
the grants. The Project will maintain in confidence the business
 
plans of participating entrepreneurs.
 

USAID/Sri Lanka will request'a deviation from Handbook 13 rules to
 
allow source/origin procurement regulations for sub-grantees to
 
follow those for the over-all grant. Most grants are expected to be
 
less than $25,000. For those above this amount, USAID/Sri Lanka
 
approval will be required.
 

3. Training and Invitational Travel
 

The cooperative agreement will provide $1.0 million for in-country,
 
U.S. and third country training. The implementing organization will
 
arrange training and travel for Sri Lankan entrepreneurs to access
 
new technology and new markets in accordance with its approved
 
training plan. The Project and the participating entrepreneurs will
 
generally co-finance the costs for such training and travel. The
 
Project will arrange training in cases where a participant will
 
attend a formal course or receive information and training
 
passively. When more inter-action is required for an entrepreneur
 
to make contacts for marketing Sri Lanka exports, obtain planting
 
materials or prototype equipment, or obtain details on processing or
 
production systems, the Project will share costs of invitational
 
travel. The Recipient will adhere to all A.I.D. training and travel
 
regulations in the implementation of this program.
 

4. Commodities
 

The implementing organization will be responsible for procuring
 
necessary equipment and materials for Project implementation. The
 
source/origin requirement for this procurement will be U.S. and Sri
 
Lanka. A justification for local source procurement is attached as
 
Annex M. Procurement related to the Agro-enterprise grants will be
 
the responsibility of the grant recipient except in cases where this
 
is impractical.
 



28
 

5. Evaluation and Audit
 

Evaluations and project audits will be procu:ed directly by USAID.
 
Approximately $300,000 is reserved for this purpcse. The most like
 
source of these services is the U.S. or Sri Lanka and the suggested
 
instrument is a delivery order under an I.Q.C. or a direct contract.
 

VI. NONITORING-AND KVALWATION 

The Agro-Enterprises Project monitoring plan will be relatively
 
straight forward as all activities will be under one technical
 
assistance team working from Colombo. Impact monitoring and
 
evaluation will present some difficulties in view of the wide range
 
of agro-enterprise developments and their geographic dispersion.
 
However, the implementing organization will be required to develop a
 
performance reporting system which can be monitored and checked by
 
USAID/Sri Lanka on a routine basis.
 

A. Monitoring
 

1. Routine project monitoring - USAID, USDH And FSN Project
 
Officers will monitor project activities on a periodic basis through
 
site visits, TA team reports, and meetings with participating
 
entrepreneurs. Project Officers will visit the TA office regularly
 
and meet frequently with staff. USAID oversight will include
 
approval of all short-term expatriate consultants, overseas travel,
 
and grants of over $25,000.
 

2. Project Progress - The TA team will submit quarterly reports
 
to USAID and the GSL. These will include information on
 
administrative aspects of the Cooperative Agreement and on status of
 
technical assistance, training activities, grants and other
 
activities. The TA team reports will document the number, value and
 
type of technical, research, training and grant requests received
 
and funded. Reports will also indicate number of requests, number
 
of companies assisted, type of commodity, type and size of company
 
and those extended to disadvantaged groups, particularly women-owned
 
enterprises. Publicly available reports shall not be in sufficient
 
detail to identify operations of individuals or individual companies.
 

3. Special Accomplishments - The TA team will prepare special 
reports on individual project accomplishments. These may be interin 
reports for long gestation activities and unusual achievements for 
grants, technical or training support activities, or investments. 
The reports will assess performance of activities based on 
sub-grantee reporting requirements. The reports will identify 
problem areas and recomend solutions and will document impacts and 
benefits of activities.
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4. Project Performance MonitorinA - Broad goal-level impact will
 
be very difficult to measure until after the end of the Project. It
 
will be possible to analyze national level statistics for broad
 
substantiation of Project success, but this would provide only
 
indirect evidence. Consequently, the performance monitoring plan
 
focusses on outputs and on purpose level indicators.
 

For purpose level monitoring, the technical assistance team's
 
reports will provide necessary data. This will include data on a)
 
new agro-business starts; b) investments in expansion or improvemen
 
of existing businesses; and c) value of non-traditional agricultura
 
exports. Baseline data necessary for the measurement of employment
 
will collected early in the Project pursuant to a plan devised by
 
the implementing organization. In addition to the USAID/Sri Lanka
 
project performance monitoring, the Project will collect data to
 
assess the impact on the sector and to assist with analysis of
 
sectoral problems. Since public data on farm income is not expecte(
 
to be available in sufficient detail and accuracy to allow
 
measurement of results of Project-assisted enterprises, the Project
 
will obtain its own information on changes in farm income in sample
 
areas where agro-enterprise investments are made. Summary data on
 
sales, profits and employment by the enterprises assisted data shall
 
not be released in sufficient detail to identify individual
 
companies.
 

B. Evaluation
 

The Project will be evaluated at three intervals as described
 
below. 
External contract teams will conduct the evaluations with
 
the GSL requested to participate in the evaluations. Evaluation
 
teams may be small, but regular evaluations are needed to provide
 
advice on program operations.
 

1. Process Evaluation - A "process" evaluation is scheduled for
 
July, 1994. It is expected that all components will be operational
 
by this time and progress should be evident. The evaluation team
 
will evaluate the success of the Project in getting underway
 
effectively. The team will review the assumptions, update
 
benchmarks, and comment where circumstances warrant modification.
 
rhe budget contains funds for approximately two person months for
 
evaluation and one person month for audit purposes. USAID will most
 
likely contract for services through an IQC.
 

2. Interim Evaluation - An interim evaluation is scheduled for
 
January, 1996 to assess the validity of the Project approach. The
 
evaluation will review the agricultural situation and business and
 
economic climate prevailing in the country. The evaluation will
 
assess the performance of the technical assistance team in that
 
context. The evaluation team will review Project reports and
 
documentation; AED grant agreements and reports; and performance of
 
individual grants. The major issue for the interim evaluation is
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whether project progress and results warrant additional A.I.D.
 
funding for continuation of Project activities. This will be early
 
to observe or measure Project impacts, but the assessment must be
 
done at this time to allow for programming funds and negotiating
 
extension to the Cooperative Agreement without a break in assistance.
 

In addition to the above and to other issues which will arise during
 
project implementation, the interim evaluation will address the
 
following issues:
 

- How successful has the project been in introducing new
 

production and processing technologies?
 

- What impact has the Project on investment in agro-enterprise?
 

- What operational changes would be desirable?
 

- What problems are affecting the project? What
 
newly-identified policy constraints are affecting
 
agro-enterprise development? What changes might be needed in
 
project design?
 

- What issues should be specifically addressed in the final
 
evaluation?
 

Funding and contracting arrangements are similar to those of the
 
"process" evaluation and audit.
 

3. Final Evaluation - The final projectevaluation should be
 
completed in early 1998, or as close as possible to the PACD. In
 
addition to the issues addressed in the interim evaluation, the
 
final evaluation should:
 

- Assess effectiveness and efficiency of providing USAID
 
support to the developing agri-business sector;
 

- Assess impact on agro-enterprise investments and farm income;
 
and
 

- Recommend further program directions for agri-busint
 

VII. SUMMARIES OF ANALYSES
 

A. Technical Analysis
 

Project technical analysis reveals no critical constraints to
 
Project success. Sri Lanka possesses the land, labor, and climatic
 
conditions to produce and process a wide range of agricultural
 
products for both local consumption and export. Private sector
 
agro-enterprise development has been constrained by past government
 
policies and entrepreneurs have not modernized production and
 
processing functions or increased investment in the sector. The
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policy environment has now dramatically improved, but
 
agro-enterprises required assistance in funding the research and
 
development work needed to modernize and increase efficiency of the
 
sector.
 

Technological improvement is needed in a wide range of production

and processing activities. Furthermore, post-harvest handling and
 
better market-linkages to small farm producers hold promise for
 
major improvements.
 

Considerable technical expertise exists in country, but much of this
 
is in the government sector, where regulations and procedures limit
 
responsiveness to private sector needs. The Project will draw on
 
this expertise and help increase the relevance of government

technical programs. However, experience from other countries
 
indicates that specialized high-value production and processing
 
technologies cannot be developed in-country, but rather must be
 
"imported" and state-of-the-area technologies adopted in an
 
integrated investment package linked with markets.
 

Financial markets are not oriented to finance agro-enterprise
 
developments. However, the financial system is gaining

sophistication and can adopt procedures to leverage owner equity and
 
to better assess agro-enterprise financing proposals. These changes
 
can significantly improve the financial services available to the
 
agricultural sector.
 

Two technical constraints that have become evident in other A.I.D.
 
projects working on agro-enterprise development are land
 
availability and restrictions on importation of planting material.
 
Neither is judged a major obstacle to achievement of project

objectives, although each may constrain specific agro-enterprise
 
investments.
 

The land issue stems from the land tenure pattern with a mean size
 
small holding of 0.7 ha. Government ceiling on land holdings of 20
 
ha. and lack of clear title for much land restrict availability of
 
land for many enterprises. 
 However, the GSL with A.I.D. assistance
 
is moving to issue clear title to land and has adopted policies to
 
make larger tracts of land available to investors on a lease basis.
 

Access to export-quality planting materials has been limited due to
 
overly-restrictive regulatios on plant quarantine and varietal
 
release. 
The GSL has now freed up import of seed materials,
 
announced clear requirements for planting material import, begun an
 
in-depth review of plaht quarantine, and obtained Japanese funding

for improving quarantine and germplasm maintenance facilities.
 
Current A.I.D. projects have been able to obtain planting materials
 
in most cases and it appears that the GSL will strike the proper

balance between facilitating imports and protecting against
 
introduction of pests and disease.
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The Project design team studied the feasibility of Project funding
 
for a new wholesale fruit and vegetable market in Colombo. Although
 
the team concluded that this is a high priority investment and that
 
other changes in produce marketing may be dependant on modernization
 
of the market, there remain too many issues outstanding for this to
 
be included in the Project. The major issues are that the market
 
must be under private management and a suitable location selocted.
 
Cost of construction was estimated at approximately $2.5 million.
 

B. Social Analysis
 

Economic growth, equitable distribution of income and alleviation of
 
poverty are basic goals of Sri Lankan society. The Agro-Enterprise
 
Project will contribute to the diversification of agriculture which
 
will lower production and marketing costs and increase the quantity
 
and value of agricultural outputs. The net effect will be increased
 
employment and income as measured by independent surveys.
 

Direct benefits to the rural poor deriving from the diversification
 
and commercialization of agriculture are well-documented in
 
development literature. Much evidence exists which demonstrates
 
that economic growth sustained over years is the surest way to raise
 
living standards of the rural poor. Moreover, in Sri Lanka,
 
agricultural-led industrialization is the most likely source for
 
economic growth.
 

The Project operates nationally, but is restricted from the North
 
and East for security reasons. Project services will be available
 
to all Sri Lankans irrespective of sex, religion, or race. Special
 
efforts will be made to increase the participation of women and to
 
facilitate investment in women-owned businesses.
 

C. Administrative Analysis
 

Reliance on private sector mechanisms will facilitate project
 
implementation. Existing financial institutions are interested in
 
expanding agro-enterprise financing and an institutional arrangement
 
similar to arrangements for successful industrial investment
 
financing programs appears fully adequate to Project needs. The
 
Project will be facilitated by, but is not dependant on, the World
 
Bank IDA Agro-Enterprise Investment Fund.
 

Numerous U.S. organizations engaged in agro-enterprise development
 
work overseas can be expected to submit proposals for
 
implementation. If not-for-profit institutions wish to bid,
 
incorporation of a sub-contract with a private firm(s)*will be
 
highly desirable to increase the commercial orientation and business
 
linkages of the Project.
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During Project design, careful consideration was given to
 
establishing a Sri Lankan non-profit Agro-Enterprise Development

Corporation to implement the Project. 
The option was rejected due
 
to uncertainties regarding the length of time for establishment of
 
such an organization and recurrent cost implications of such an
 
entity. The implementing organization will, however, study the
 
feasibility and need for such an organization and may promote its
 
establishment; but no Project funding is provided for it.
 

V. Economic and Financial Anialysis
 

Project economic analysis estimates benefits from increased
 
employment and profit to new agro-enterprises and farmer producers.

The analysis is based on creation of 350 new or expanded

agro-enterprises which generate additional 3,225 off-farm and
 
additional 9,700 on-farm jobs and yield an average 16 percent return
 
on capital in real terms. 
Farm income will also increase with
 
production of high-value, diversified crops and adoption of
 
commercial production technology. The analysis based on
 
conservative estimates yields 
a very acceptable IRR in real terms of
 
16.4.
 

If the benefit stream is delayed and full production increases
 
achieved by year eleven instead of year seven, the IRR declines to
 
12.5. 
 Reliance on market forces to identify and finance Project

activities ensures required financial vigor in choosing viable
 
investments and is 
a major factor in assuring sound investments.
 

E. Environmental Analysis
 

No detailed environmental analysis of the Project is possible,

because sub-activities are not known and will only be identified by

private entrepreneurs during the life-of-project. The Project will
 
require environmental review prior to financing any sub-grants with
 
potential environmental impacts and, except for controlled
 
experimental trials, will not fund pesticide use directly or
 
indirectly without obtainina clearance frnm A-T 
 ln/w
 

The Project will promote sustainable and intensified agricultural

production and should have a consequent beneficial effect on the
 
environment. To this end, the Project will actively solicit
 
applications for its Agro-enterprise development grant programs from
 
organization which promote the wise use and conservation of natural
 
resources associated with agri-business. Examples of these grants

would include integrated pest management research, conserving
 
biodiversity in agribusiness, etc.
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VIII. CONDITIONS AND COVENANTS
 

A. Conditions Precedent to Disbursement
 

No conditions to disbursement are proposed for the Project Agreement
 
other than the standard legal opinion and designation of authorized
 
representatives.
 

B. Covenants
 

In addition to the standard covenants on evaluation and payment of
 
duties, the following are recommended as Covenants to the Project
 
Agreement:
 

1. The GSL will onlend to an appropriate apex institution $6
 
million of funding from the World Bank Agriculture Support
 
Services Project, if approved, for an Agro-enterprise
 
Investment Fund.
 

2. The GSL will continue efforts to make more, suitable land
 
available for commercial agro-enterorises.
 

3. The GSL will continue efforts to facilitate the
 
importation of planting materials by the private sector,
 
consistent with the need to protect against introduction of
 
plant pests and diseases.
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ANNEX B 

PID ISSUES AND RESOLUTION
 

The PID identified four issues to be addressed by the Project

Paper. 
 In addition the AID/W approval cable raised questions

regarding the Initial Environmental Evaluation. 
These issues have

been resolved by the project design and are briefly discussed below.
 

1. 
 Institutional Mechanism for Project Implementation
 

The PID proposed that the Agro-Enterprises Project be implemented by
a private, non-profit foundation, which would be established under

the Project to provide technical support to agro-enterprises and to

make equity investments in new enterprises. However, in review of

potential legal, financial, and administrative problems with forming

a new institution to be responsible for implementing a major

project, the viability of this approach was a major question put to
 
the consultants on project design.
 

The initial consultant team worked with consultants from the World

Bank designing the Agro-Enterprise Fund Component of the
 
Agricultural Support Services Project and proposed establishment of
 
an Agro-Enterprise Development Company to implement the Project. 
On

review of the consultants' final design, USAID/Sri Lanka noted
 
concern with: 
(a) the possibility of slow start-up for the Project

working with a new institution; (b) remaining questions on
 
institutional duplication, sustainability and recurrent costs; and

(c) risks of having both financing and technical assistance
 
functions under one institution. 
The World Bank review of the

proposed project design noted concern with establishment of a new

financing institution and the possible subsidization of interest
 
rates. 
 These concerns led to a USAID/Sri Lanka-funded study to
 
review alternative agro-enterprise financing options.
 

The "Agro-Business Financing Review 
" identified several existing

financial institutions that are well. able and interested in
 
participating in the Project and could manage the World Bank
 
Agro-Enterprise Development Fund. 
The Agro-Enterprise Project will

therefore provide technical assistance to and work through these
 
institutions and will provide technical support to private

enterprise directly under a Cooperative Agreement with a private,

non-profit agency.
 

2. Structureof Financial and Technical AssistanceFunction
 

The PID noted concern that providing financing and technical support

through the same agency could result in conflicts of interest and

skew investment and technical support decisions. 
At the same time

it is desirable that technical assistance and investment financing

be coordinated and mutually supportive.
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The final project design provides technical assistance and training
 
for both financial institutions and new agro-enterprises under the
 
same Cooperative Agreement. This facilitates implementation and
 
coordination of activities. However, participating financial
 
institutions will make decisions on financing agro-enterprises and
 
since it will be their money at risk, they can be expected to make
 
sound financial decisions. The Agro-Enterprise Financing Specialist
 
will have an office at the lead financial institution (Merchant Bank
 
of Sri.Lanka)--and--will advise staff of financial institutions, but
 
will not be in a decision making role and will work quite
 
independently of the rest of the team, which will work with private
 
firms promoting new enterprises.The project design thus largely
 
separates investment decision making from decisions on technical
 
support, but still provides for good coordination.
 

3. Complexity and Number of Prolect Activities
 

The PID identified six separate institutions which might directly
 
receive assistance from the Agro-Enterprises Project. The project
 
design has reduced this complexity by providing all assistance
 
through one Cooperative Agreement with all sub-activities (training,
 
research, institutional strengthening) proposed in the PID to be
 
combined and managed under the Agro-Enterprise Development Grant
 
program. This simplifies administration and provides better market
 
direction for the program activities in that all sub-activities will
 
respond to needs of private entrepreneurs. GSL over-sight will be
 
provided by an existing inter-ministerial group and the Project
 
Advisory Board will provide input from experienced private and
 
public sector individuals to guide Project-implementatton.
 

The Project design is further simplified by dropping the funding for
 
a central wholesale market. However, this facility is still
 
considered important and the Project technical assistance team will
 
continue to explore the feasibility of market construction.
 

The Project will worYc with a large number of private entities and,
 
potentially, with several government agencies. However, the
 
structure of activities as sub-grants to be managed by a non-profit,
 
non-governmental organization should facilitate implementation.
 

4. Policy Environment. Opportunities and Constraints
 

The project design team gave 'ajor consideration to policy
 
constraints to agro-enterprise development and did not identify any
 
policies that would constrain the Agro-Enterprises Project from
 
accomplishing its objectives. There will likely be policy
 
constraints for specific investments, such as difficulties in
 
obtaining land or certain planting materials. Agro-Enterprise
 
Development Grants will fund studies of policy issues and these will
 
be the subject of continuing dialogues between the Agro-Enterprises
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Project Advisory Board, USAID and the GSL. 
Overall, the GSL has
 
substantially improved the policy environment and agro-enterprise
 
investments can proceed and companies can make profits sufficient to
 
justify loans and equity investments.
 

5. Environmental Impacts
 

As Project activities will be defined by the interests of
 
participating entrepreneurs, it is not possible to predict

environmental effects of the Project. 
For that reason, no
 
environmental assessment was required for the over-all project, but
 
environmental assessments will be required for individual
 
sub-activities. 
If at a later stage the Project develops sufficient
 
expertise in pesticide use and management, A.I.D. will consider
 
expanding authority for the Project to finance work with
 
pesticides. 
A copy of the IEE for the Project is attached as Annex
 
C of the Project Paper,
 

(
 



ANNEX C
 

AGRO-ENTERPRISES PROJECT LOGICAL FRAMEWORK
 

Narrative Summary Objectively Verifiable Indicator Means of Verificati6n Important Assumptions 

Prolect Goal: Measures of Goal Achievement: Goal Verification: Goal Assumptions: 

-To.diversify and 
commercialize 

agricultural systems, 

- 8 Percent annual increase 
in'value of export of non-
plantation crops 1992-1999. 

GSL Reports - Government maintains 
policies neutral to 
production of diversified 

crops viz-a-viz paddy a-c 
traditional plantatior 

crops. 

- High proportion of new
 
production goes into
 

export markets.
 

Project Purpose: 
 Measures of Purpose Achievement: Purpose Verification: Purpose Assumptions:
 
(EDPS)
 

To stimulate the 
 1. 50 new agro-enterprises 
 - Project reports. - Estimated numbers of
development and expan- established with some 
 new and improved existsion of privite agro- project support. - Evaluation follow-up 
 ing firms are based on
 
based enterprises. 
 surveys of firms assumptions regarding
 

assisted, 
 size of investments are
 
high degree of interest
 
in new enterprises.
 

2. 300 existing agro-
 - Investment climate 
enterprises expand remains such that entre
operations and profita-
 preneurs will make new
 
bility with some Project 
 investment.
 
support.
 

- Project assistance 
Identifies viable new
 
production and process
ing technologies and
 
markets.
 

output: Magnitude of Outputs: 
 Outout Verification: 
 Outout Assumtions:
 

I. Agro-Enterprise I. Investments from Agro-
 1. Project reports and 
 1. World Bank proceeds to

Investments. Enterpri'se Investment 
 World Bank Agricul- implement AgSS Projects
 

fund for 250 new enter- tural Support Services or other funding is
 
prises or expansions. 
 (AgSS) Project reports. available.
 

2. Introduction of 
 2. 100 new technologies 
 2. Project reports. 2. Enterprises will co
new production introduced, 
 finance R&D work with
 
and processing 


Project.
 
technologies.
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output: Magnitude of Outputs: Output Verification: Output Assumptions: 

3. Improvements in 3. (a) 20 outgrower/contract 3, Project reports. 3. Entrepreneurs identify 
market linkages, grower programs started. and move to exploit new 

markets and new products. 

b) 20 marketing initia
tives implemented by 

private entrepreneurs 

(c) 20 new products enter 
export or domestic 

markets. 

4. Improved agro- 4. (a) Agro-enterprise Invest- 4. Project Reports. 4. Participating financial 
enterprise financing ment Fund (AEIF) fully institutions are willing 
facilities, disperses within Life- to adopt new investment 

of-Project, appraisal techniques and 

new financing methods. 
(b) At least five financial 

institutions participate 

in AEIF. 

(c) AEIF participating 

financial institutions 

adapt new loan appraisal 
procedures; new procedu

res for financial 

structuring; and make 

at least $250.000 

each in equity 
Investmants

5. Improved public 5. (a) GSL agencies and 5. (a) Project reports. S. No major change in 
sector support to university undertake current government 
agro-enterprises. at least 25 contract policies. 

risearch activities 

for private sector. 

(b) 12 Project policy (b) A.I.D. dialogue 

studies and reviews with GSL policy 
are utilized by 6SL makers. 

in policy formulation. 
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Inputs. Magnitude of Inputs: Inputs Verification: Input Assumptions: 

1. A.I.. 
A. Techni:al Assistance 1. Long-Term: 

Expatriate 17 years. 
Sri Lankan 24 years. 

Short-Term: 

Lxpatriate 60 months. 
Sri Lanka 24 months. 

Cooperative Agreement 
Reports. 

Cooperative Agreement 
Recipient is able to 
provide varied assistance 
contemplated by Project 
and requested by private 
sector. 

B. Training. 2. Overseas observational 
tours - 60 persons; in
country - 1400 persons. 

C. Agro-Enterprise 
Development Grants. 

3. 125 grants totalling 
13.5 million. 

D. Commodity Procurement. 4. $700.000. 

E. Evaluation and Audit. 5. Mid-term and final 
evaluation and audits. 

2. Host Country 

A. Investment funds. AEIF - $6 million* 
private sector - $19.8 million. 

* - if World Bank Project Approved 



Annex D 

STATUTORY CHEKLIST FOR AGRO-ENTERPRISE PROJECT
 

5C(l) 
- COUNTRY CHECKLIST 

Listed below are stitutory criteria applicable to the eligibility of
countries to receive the following categories of assistance: (A)
both Development Assistance and Economic Support Funds; (B)
Development Assistance funds only; or (C)Economic Support Funds
 
only. 

A vyunrny ELIGIBILITY CRITERIA APPLICABLE TO BOTHPViKELOPMHRI ASSISTANCE AND ECONOIC SUPPORT 
FUND ASSISTANCE 

1. Narcotic 

a. nezative Certification (FY
1991 ADDroDriations Act Sec. 559(b)):

Has the President certified to the No
Congress that the government of the

recipient country is failing to take

adequate measures to prevent narcotic
 
drugs or other controlled substances
 
which are cultivated, produced or

processed illicitly, in whole or in
 
part, in such country or transported

through such country, from being sold

illegally within the jurisdiction of

such country to United States Government
 
personnel or their dependents or from

entering the United States unlawfully?
 

b. Positive Certification (FAA
Sec481(h)): 
(This provision applies 
 N/A
to assistance of any kind provided by

grant, sale, loan, lease, credit,

guaranty, or insurance, except assis
tance from the Child Survival Fund or

relating to international narcotics
 
control, disaster and refugee relief,

narcotics education and awareness, or

the provision of food or medicine.) If
the recipient is 
a "major illicit drug

producing country" (defined as a country

producing during a fiscal year at least

five metric tons of opium or 500 metric
 
tons of coca or marijuana) or a "major

drug-transit country" (defined as a
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country that is a significant direct
 
source of illicit drugs significantly
 
affecting the United States, through
 
which such drugs are transported, or
 
through which significant sums of drug
related profits are laundered with the
 
knowledge or complicity of the
 
government):
 

(1) Does the country have
 
in place a bilateral narcotics agreement 
with the United States, or a multilateral
 
narcotics agreement?
 

(2) Has the President in
 
the March I International Narcotics
 
Control Strategy Report (INSCR) deter
mined 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 (a) 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
 
illicit drugs produced or processed in
 
or transported through such country from
 
being transported into the United States,
 
to prevent and punish drug profit laun
dering in the country, and to prevent
 
and punish bribery and other forms of
 
public corruption which facilitate
 
production or shipment of illicit drugs
 
or discourage prosecution of such acts,
 
or that (b) the vital national interests
 
of the United States require the
 
provision of such assistance?
 

c. Government Policy (1986
 
Anti-Drug Abuse Act Sec. 
2013(b)):
 
(This section applies to the same cate-
 N/A
 
gories of assistance subject to the
 
restrictions in FAA Sec. 481(h), above.)
 
If recipient country is a "major illicit
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drug producing country", or "major drug
transit country", (as defined for the
 
purpose of FAA Sec. 481(h)), has the
 
President submitted a report to Congress

listing such country as one: (a) which,
 
as a matter of government policy,
 
encourages or facilitates the production
 
or distribution of Illicit drugs; (b) in

which any senior official of the govern
ment engages In, encourages, or facili
tates 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 activities of U.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
 
criminal prosecution efforts of that
 
country?
 

2. Indebtedness to US Citizens
 
(FAA Sec. 620(c)): If assistance is 
 No
 
to a government, is the government

indebted to any U.S. citizen for goods

or services furnished or ordered where:
 
(a) such citizen has exhausted available
 
legal remedies; (b) the debt is not
 
denied or contested by such government;
 
or (c) the indebtedness arises under an
 
unconditional guaranty of payment given

by such government or controlled entity?
 

3. Seizure ofU.S. 
Proerty (FAA

Sec. 620(e)(1)): 
 If assistance is to a 
 No
government, has it (including any govern.

ment agencies or subdivisions) taken any

action which has the effect of
 
nationalizing, expropriating, or other
wise seizing ownership or control of
 
property of U.S. citizens or entities
 
beneficially owned by them without
 
taking steps to discharge its obliga
tions toward such citizens or entities?
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4. Communist Countries (FAA Sees. 
620(a). 620(f). 620D: FY 1991 Appro
priations Act Secs. 512. 545: Is reci- No 
pient 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 con
trolled by the international Communist 
conspiracy, and that such assistance 
will further promote the independence
 
of the recipient country from interna
tional communism, or (b) removed a
 
country from applicable restriction
 
on assistance to Communist countries
 
upon a determination and report to
 
Congress that such action is important
 
to the national interest of the United
 
States? Will assistance be provided
 

either directly or indirectly to Angola, No
 
Cambodia, Cuba, Iraq, Libya, Vietnam,
 
Iran or Syria? Will assistance be
 
provided to Afghanistan without a
 
certification, or will assistance be
 
provided inside Afghanistan through the No
 
Soviet-controlled government of
 
Afghanistan?
 

5. Nob Action (FAA Sec. 620(j))
 
Has the country permitted or failed No
 
to take adequate measures to prevent
 
damage or destruction by mob action
 
of U.S. property?
 

6. OPIC Investment Guaranty
 
(FAA See. 620(1)): Has the country No
 
failed to enter into an investment
 
guaranty aRreement with OPIC?
 

7. 5j.1rure of U.S. Fishing
 
Vessels (IAA Sec. 620(o); Fishermen's
 
Protective Act of 1967, as amended,
 
Se,. 5): (a) Has the country seized, No
 
or imposed any penalty or sanction
 
against, any U.S. fishing vessel
 
because of fishing activities in
 
international waters? (b) If so,
 
has any deduction required by the
 
Fishermen's Protective Act been
 
made?
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8. Loan Default (FAA Sec. 620(a) T
FT 1991 ADroDriationu Act Sec, 518

(Brooke Amendment)): (a) Has the 
 (a) No
 
government of the recipient country

been in default for more than six
 
months on interest or principal of
 
any loan to the country under FAA?

(b) Has the country been in default 
 (b) No
 
for more than one year on interest
 
or principal on any U.S. loan under
 
a program for which the FY 1991
 
hppropriations Act appropriates funds?
 

9. Military Euignment (FAA Sec,
 
VOWLs)): If contemplated assistance 
 N/A
is development loan or to come from
 
Economic Support Fund, has the Adminis
trator taken into account the percent

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 annual
 
"Taking Into Consideration" memo: 
 "Yes,

taken into account by the Administrator
 
at time of approval of Agency OYB."
 
This approval by the Administrator of
 
the Operational Year Budget can be the

basis for an affirmative answer during
the fiscal year unless significant

changes in circumstances occur.) 

10. DiulonaticRelations with U.S.
 
FAA Sec. 620(t)): Has the country No

severed diplomatic relations with the
 
United States? If so, have relfitions
 
been resumed and have new bilateral
 
assistance agreements been negotiated

and entered into since such resumption?
 

11. U.N. Oblizations FAA Sec.
620(u)): 
 What is the payment status 
 Sri Lanka is in arrears;
of the country's U.N. obligations? 
 however, this has been
If the country is in arrears, were such 
 taken into account by the
arrearages taken into account by the 
 Administrator at time of
AID Administrator in determining the 
 approval of Agency OYB.
 current AID Operational Year Budget?

(Reference may be made to the "Taking

into Consideration" memo.) 
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12. International Terrorism
 

a.. Sanctuary and Sugort

(FlJ1991 AiDronriation 
Act Sec. 55-:
FAA Sec. 620A): 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) otherwis,. supports international
 
terrorism, unless the President has
 
waived this restriction on grounds of
 
aational security or for humanitarian
 
reasons?
 

b. Airuort Security (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 has
 
determined, pursuant to section
 
1115(e)(2) of the Federal Aviation Act
 
of 1958, that an airport in the country

does not maintain and administer effec
tive security measures?
 

13. Discrimination (FAA Sec.
 
666(b)): Does the country object, on 

the basis of race, religion, national
 
origin or sex, to the presence of any

officer or employee of the U.S. who is
 
present in such country to carry out
 
economic development programs under the
 
FAA?
 

14. NuclearTechnology(FAA Secs.

669, 670))- Has the country, after 

August 3, 1977, delivered to any other
 
country or received nuclear enrichment
 
or reprocessing equipment, materials or
 
technology, without specified arrange
ments or safeguards, and without specia

certification by the President? 
Has 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?
 
Xf the country is a non-nuclear weapon

state, has it, 
on or after August 8,

1985, exported (or attempted to export)

illegally from the United States any
 

No
 

No
 

1o
 

No
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material, equipment, or technology
 
which would contribute significantly
 
to the ability of a country to manu
facture a nuclear explosive device?
 
(FAA Section 620E permits a special
 
waiver of Section 669 for Pakistan.)
 

15. AI1iers Meeting (ISDCA of
 
1981 Sec. 720): Was the country repre-
 Sri Lanka was not represented at the Meeting of Ministers of 
 sented at the meeting and
Foreign Affairs and Heads of Delegations 
 entered a written reservaof the Non-Aligned Countries to the 36th 
 tion subsequently.

General Assembly of the U.N. on Sep
tember 25 and 28, 1981, and did it fail
 
to disassociate itself from the
 
communique issued? 
 If so, has the
 
President taken it into account?
 
(Reference may be made to the "Taking
 
into Consideration" memo.)
 

16. Military Coup (FY 1991 Appro
priations Act Sec, 
513): Has the duly No

elected Head of Government of the count
 
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
 
assistance?
 

17. Refugee Cooperation (FY1991
 
ApDrooriations Act Sec. 539): 
Does the 
 No
 
recipient country fully cooperate with
 
the international refugee assistance
 
organizations, the United States, and
 
other governments in facilitating
 
lasting solutions to refugee situations,
 
including resettlement without respect
 
to race, sex, religion, or national
 
origin?
 

18. Exploitation of Children
 
(FT 1991 Appropriations Act Sec. 599D,

amendinx FAA Se. 
116): Does the reci-
 No
 
pient government fail to take appropriate
 
and adequate measures, within its means,
 
to protect children from exploitation,
 
abuse or forced conscription into mili
tary or paramilitary services?
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B. CODllY! ELIGIBILITyCRITERIA APPlI.AB 
MNLY TO DEVOMONT ASSISTANCE CIDA") 

1. Human RiAhts Violations (FAA
1 : Has the Department of State No
 

determined that this government has
 
engaged in a consistent pattern of gross

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

2. Abortions (F 
 1991 ADDronria-

Has the President
tions Act Sec. 535): No
 

certified that use of DA funds by this
 
country would violate any of the prohi
bitions 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?
 

C. COUNTRY ELQIBILITYCRITERIAAPPCABL_ ONLY 

TO ECONOMIC SUPPORT FUNDS (ISF") 

1. Human RiEbta Violations (FAA
Sec.502B): 
Has it been determined 
 N/A

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

If so, has the President found that the
 
country made such significant improve
ment in its human rights record that
 
furnishing such assistance is in the U.S.
 
national interest?
 

http:APPlI.AB
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5C(2) ASSISTANCE CHECKLIST
 

Listed below are statutory criteria applicable to the assistance resources
themselves, rather than to the eligibility of a country to receive
assistance. 
This section is divided into three parts. 
Part A includes
criteria applicable to both Development Assistance and Economic Support Fund
resources. 
Part"B includes criteria applicable only to Development Assistance
resources. 
Part C includes criteria applicable only to Economic Support

Funds.
 

CROSS REFERENCE: IS COUNTRY CHECKLIST UP-TO-DATE? 


A. CRITERIA APPLICABLE TO BOTH DEVELOPMENT 
ASSISTANCE AND ECONOMIC SUPPORT FUNDS 

1. Host Country Development Efforti(FAA Sec. 601(a)): Information and 

conclusions on whether assistance will 

encourage efforts of the country to:

(a) increase the flow of international 

trade; (b) foster private initiative 

and competition; (c) encourage develop-

ment and use of cooperatives, credit 

unions, and savings and loan associa-

tions; (d) discour&ge monopolistic

practices; (e) improve technical effi-

ciency of industry, agriculture, and 

commerce; and (f) strengthen free labor 

unions. 


2. U.S. Private Trade and Investment
(FAA Sec. 610(b)): Information and 

conclusions on how assistance will 

encourage U.S. private trade and 

investment abroad and encourage private

U.S. participation in foreign assistance 

programs (including use of private trade

channels and the services of U.S. 

private enterprise), 


YES
 

rroject activities directly
 
promote private sector
 
investment and trade with
 
special emphasis on increa
sing international trade.
 
It also directly
 
contributes to increasing
 
technical efficiency of
 
agriculture. 
Project
 
assistance will be avail
able to cooperatives and
 
farmer organizations and
 

will promote new enterprise

entry into the market place.
 

The use of U.S. technical
 
assistance will encourage
 
the development of the
 
U.S. as a permanent source
 
of equipment, planting
 
materials and technical
 
support. The project will
 
promote U.S. investment and
 

joint ventures.
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3. Congressional Notification
 

a. General Reauirement (FT 1991 
Awropriations Act Secs. 523 and 591: FAA 
Sec. 634A): If money is to be obligated 
for an activity not previously justified
 
to Congress, or for an amount in excess
 
of amount previously justified to
 
Congress, has Congress been properly
 
notified (unless the notification 

requirement has been waived because of
 
substantial risk to human health or
 
welfare)?
 

b. Notice of New Account Obli
aation (FY 1991 Appropriations Act Sec,
 
514): If 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 House and
 
Senate Appropriations Committees and has
 
such obligation been subject to regular
 
notification procedures?
 

c. Cash Transfers and Nonproiect 
Sector Assistance (FY 1991 Appropriations 
Act Sec. 575(b)(3)):- If funds are to be 
made available in the form of cash
 
transfer or nonproject sector assis
tance, has the Congressional notice 

included a detailed description of how
 
the funds will be used, with a discussion
 
of U.S. interests to be served and a
 
description of any economic policy
 
reforms tn hp nrnmntd7
 

4. Rnzineerina and Financial Plans
 
(FAA Sec.. 611(a)): Prior to an obliga
tion in excess of $500,000, will there
 
be: (a) engineering, financial or other
 
plans necessary to carry out the assis-

tance; and (b) a reasonably firm
 
estimate of the cost to the U.S.
 
of the assistance?
 

5. Legislative Action (FAA Sec,
 
611(a)(2)): If legislative action is
 
required within recipient country with
 
respect to an obligation in excess of
 
$500,000, what is the basis for a 

reasonable expectation that such action
 

Yes
 

N/A
 

N/A
 

Yes
 

N/A
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will be completed in time to permit

orderly accomplishment of the purpose

of the assistance?
 

6. Water Resources (FAA Sec. 611(b):

F! 1991 Appropriations Act Sec, 501):

If project is for for water or water-

related land resource construction, have
 
benefits and costs been computed to the
 
extent practicable in accordance with
 
the principles, standards, and proce
dures established pursuant to the Water
 
Resources Planning Act (42 U.S.C. 1962,

et eq.)? 
 (See A.I.D. Handbook 3 for
 
auidelfnpa 

7. Cash Trnnfer and Sector Assistance
 
(F 1991 Avuropriations Act Sec. 575(b)):

Will cash transfer or nonproject sector 

assistance be maintained in a separate

account and not commingled with other
 
funds (unless such requirements are waived
 
by Congressional notice for nonproject
 
sector assistance)?
 

8. Capital Assistance (FAA Sec.

611(e)): If project is capital assis-

tance (e.g., construction), and total
 
U.S. assistance for it will exceed
 
$1 million, has the Mission Director
 
certified and Regional Assistant Adminis
trator taken into consideration the
 
country's capability to maintain and
 
utilize the project effectively?
 

9. Multiple CountryObjectives (FAA
Sec,601(a)): Information and conclu-

sions whether project will encourage

efforts of the country to: 
(a) increase 

the flow of international trade; (b)

foster private initiative and competitioi

(c) encourage development and use of 

cooperatives, credit unions, and savings

and loan associations; (d) discourage

monopolistic practices; (e) improve

technical efficiency of, industry, agri-

culture and commerce; and (f) strengthen

free labor unlonR_ 


N/
 

N/A
 

N/A
 

Project activities directly
 
promote private sector invest
ment and trade with special

emphasis on increasing inter
national trade. 
 It also
 
directly contributes to
 
increasing technical effi
ciency of agriculture.
 
Project assistance will be
 
available to cooperat",es and
 
farmer organizations and will
 
promote new enterprise entry
 
into the market place.
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10. U.S. Private Trade (FAA See,

6f01b)): Information and conclusions on 
 The use of U.S. technical

how project will encourage U.S. private 
 assistance will encourage

trade and investment abroad and encourage 
 the development of the U.S.

private U.S. participation in foreign 
 as a permanent source of
assistance programs (including use of 
 equipment, planting materials

private trade channels and the services 
 and technical support. The

of U.S. private enterprise), 
 project will promote U.S.
 

investment and joint
 
ventures.
 

11. Local Currencies
 

a. Reciipent ContributioDs (FAA

.Secs. 612b). 636(h)): Describe steps 
 The GSL and Sri Lankan
 
taken to assure that, to the maximum private sector are contri
extent possible, the country is contri-
 buting 51 percent of the

buting local currencies to meet the cost 
 cost of project activities

of contractual and other services, and 
 and investments.
 
foreign currencies owned by the U.S. are
 
utilized in lieu of dollars.
 

b. U.S.-Owned Currency (FAA
 
Sec. 612(d)): 
 Does the U.S. own excess
 
foreign currency of the country and, if 
 N/A
 
so, what arrangements have been made for
 
its release?
 

c. Separate Account (FY 1991
 
Approiriations Act Sec. 575): If assis
tance is furnished to a 
foreign govern- N/A 
ment under arrangements which result in
 
the generation of local currencies:
 

(1) Has A.I.D. (a) required

that local currencies be deposited in a
 
separate account established by the
 
recipient government, (b) entered into
 
an agreement with that government
 
providing the amount of local currencies
 
to be generated and the terms and condi-
 N/A
 
tions under which the currencies so
 
deposited may be utilized, and (c)
 
established by agreement the responsi
bilities of A.I.D. and that govern
ment to monitor and account for
 
deposits into and disbursements from
 
the separate account?
 

(2) Will such local curren
cies, or an equivalent amount of local
 
currencies, be used only to carry out
 

66) 
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the purposes of the DA or ESF chapters

of the FAA (depending on which chapter

is the source of the assistance) or for

the administrative requirements of the
 
United States Government?
 

(3) 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?
 

(4) If assistance is termi
nated to a country, vill. 
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?
 

12. Trade Restrictions
 

a. 
2urilus Comodities (F 1991
Appropriations Act Sec. 521(a)): 
 If
assistance is for the production of any

commodity for export, is the commodity

likely to be in surplus on world markets 

at the time the resulting productive

capacity becomes operative, and is such 

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

b. Textiles (LautenberzAmend
ment) (F!1991 Appropriations Act Sec,
 
521(c)): 
 Will the assistance (except

for programs in Caribbean Basin Initia
tive countries under U.S. Tariff
 
Schedule "Section 807", which allows
 
reduced tariffs on articles assembled 

abroad from U.S.-made components) be
 
used directly to procure feasibility

studies, prefeasibility studies, or
 
project profiles of potential investment
 
in, or to assist the establishment of
 
facilities specifically designed for,

the manufacture for export to the United
 
States or to third country markets in

direct competition with U.S. exports,

of textiles, apparel, footwear, handbags,

flat goods (such as wallets or coin
 
purses worn on the person), work gloves
 
or leather wearing apparel?
 

EN/A
 

N/A
 

N/A
 

The implementing organi
zation will prepare a
 
Bumper.: Amendment Analysis
 
to determine eligibility
 
for financing for all
 
investments aimed at exports.
 

N/A
 

\/
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13. Tropical Forests (FY 1991 ADpro-

PriatiM Act Sec. 533(c)(3)): Will No
 
funds be used for any program, project
 
or activity which would (a) result in any
 
significant loss of tropical forests, or
 
(b) involve industrial timber extraction
 
in vrimarv tropical forest areas?
 

A4. PVO Assistance
 

a. Auditim and Rexistration
 
fI-1991 Anropriations Act Sec. 537):

If assistance is being made available If assistance is provided
 
to a PVO, has that organization provided to a PVO this will be
 
upon timely request any document, file, considered.
 
or record necessary to the auditing
 
requirements of A.I.D., and is the PVO
 
registered with A.I.D.?
 

t. nmaim Sources (FY 1991
 
ADpropriations Act. Title II, under
 
headin "Private and Voluntary Orant
zations"): If assistance is to be made 
 See 14a, above.
 
to a United States PVO (other than a
 
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 Government?
 

15. Prolect Areement Documentation
 
(State Authorization Sec, 139 (as
 
interpreted by conference report)): Has
 
confirmation of the date of signing of
 
the project agreement, including the
 
amount involved, been cabled to State
 
L/T and A.I.D. LEG within 60 days of the N/A
 
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.)
 

16. Metric System (Omnibus Trade and
 
Competitiveness Act of 1988 Sec. 5164,
 
as Interpreted by conference report.
 
auending Metric Conversion Act of 1975. 
Sec. 2. and as implemented through A.I.D. 
Policy}: Does the assistance activity Yes
 
use the metric system of measurement
 
in its procurements, grants, and
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other business-related activities,
 
except 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, sub-assemblies, 

and semi-fabricated materials to be
 
specified in metric units when
 
economically available and technically

adequate? 
Will A.I.D. specifications use
 
metric units of measure from the
 
earliest programmatic stages, and from 

the earliest documentation of the
 
assistance processes (for example,

project papers) involving quantifiable
 
measurements length, area, volume,

capacity, mass and weight), through the
 
implementation stage?
 

17. Womenin Development (FY 1991
 
Appropriations Act. Title II under
headinm "Women inDeveloment"): Will 

assistance be designed so that the percen-

tage of women participants will be demon-

strably increased? 


18. ReaionalandMultilateralAssis
tance (FAA Sec. 209): Is assistance more 

efficiently and effectively provided
through regional or multilateral organi-

zations? 
 If so, why is assistance not so 

provided? Information and conclusions on 

whether assistance will encourage 

ieveloping countries to cooperate in 

regional development programs.
 

19. Abortions 1T 1991 Aipropria
ions Act. Title TI. under headina
 
'Population.DA."andSec. 
525):
 

a. Will assistance be wade
 
Lvailable to any organization or program

hich, as determined by the President, 

upports or participates in the manage
ient of a program of coercive abortion
 
r involuntary sterilization?
 

b. Will any funds be used to lobby 

or abortion?
 

Yes
 

Yes
 

Yes, the project provides
 
for targetted promotion
 
of assistance for women
owned enterprises.
 

No
 

This project will not
 
encourage developing
 
countries to cooperate
 
in regional development
 
programs.
 

No
 

No
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20. Cooperatives (FAA Sec. 111):

Will assistance help develop cooperatives, Project assistance will

especially by technical assistance, to be available to cooper
assist rural and urban poor to help 
 atives and farmer

themselves toward a better life? 
 organizations.
 

21. U.S.-Oned Forelin Currencies
 

a. Use of Currencies (FAA Secs.
 
612(b). 636(h): Ff 1991 Approriationa

Act Secs. 507. 509): Describe steps 
 The U.S. does not own enough

taken to assure that, to the maximum local currencies to meet
 
extent possible, foreign currencies project costs.
 
owned by the U.S. are utilized in lieu
 
of dollara to meet the cost of contrac
tual and other services.
 

b. Release of Currencies (FAA

Sec. 612(d)): 
 Does the U.S. own excess No
 
foreign currency of the country and, if
 
so, what arrangements have been made for
 
its release?
 

22. Procurement
 

a. Small Business (FAA Sec,
 
60Lt)): Are there arrangements to 
 Yes. Project will .utilize
permit U.S. small business to participate standard A.I.D. procure
equitably in the furnishing of commo-
 ment processes.

dities and services financed?
 

b. U.S. Procurement (FAA Sec,

604(a)): Will all procurement be from 
 Yes
 
the U.S. except as otherwise determined
 
by the President or determined under
 
delegation from him?
 

c. Narine Insurance (FAA Sec,
 
64(4)1.: If the cooperating country N/A

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

d. Won-U.S.Agricultural Pro
curement (FAA Sec. 604(e)): If non-U.S. N/A

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
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commodity financed could not reasonably
 
be procured in U.S.)
 

e. Construction or Enaineering 
Services (FAA Sec. 604(a)): Will con
struction or engineering services be 
procured from firms of advanced deve
loping countries which are otherwise
 
eligible under Code 941 and which have
 
attained a competitive capability in
 
international markets in one of these 

areas? (Exception for those countries
 
which receive direct economic assistance
 
under the FAA and permit United States
 
firms to compete for construction or
 
engineering services financed from assis
tance programs of these countries.)
 

f. Cargo Prefern ShiDing
 
(FAA Sec. 603): Is the shipping
 
excluded from compliance with the
 
requirement in section 901(b) of the
 
Merchant Marine Act of 1936, as amended,
 
that at least 50 percent of the gross

tonnage of commodities (computed 

separately for dry bulk carriers, dry
 
cargo liners, and tankers) financed
 
shall be transported on privately owned
 
U.S. flag commercial vessels to the
 
extent such vessels are available at
 
fair and reasonable rates?
 

g. Technical Assistance (FAA

Se. -621(L)): 
 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 

resources of other Federal agencies be 

utilized, when they are particularly 

suitable, not competitive with private 

enterprise, and made available without 

undue interference with domestic programs? 


h. U.S. Air Carriers (Inter
national Air Transportation Fair Come
titive Practices Act. 1974): 
 If air 

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

No
 

N/A
 

Yes, although technical
 
assistance is to be
 
provided under a cooper
ative agreement with a
 
non-profit organization
 
in order to draw on the
 
strengths of these organ
izations, the procurement
 
process will encourage
 
the involvement of
 

private commercial firms.
 

Yes
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i. Termination for Convenience 
of U.S. Government (Fr 1991 Appropria
tions Act Sec. 504): If the U.S. 

Government is a party to a contract for
 
procurement, does the contract contain a
 
provision authorizing termination of such
 
contract for the convenience of the
 
United States?
 

J. Conulting Services (FY
1991 ApDropriations Act Sec. 524): If 
assistance is for consulting service 
through procurement contract pursuant to 
5 U.S.C. 3109, are contract expenditures 

a matter of public record and available
 
for public inspection (unless otherwise
 
provided by law or Executive order)?
 

k. Metric Conversion (Omnibus
 
Trade and Competitiveness Act of 1988.
 
as interpreted by conference report. 
amendina Metric Conversion Act of 1975 
Sec. 2. and as implemented throith A.I.D. 
policy): Does the assistance program 
use the metric system of measurement in 
its procurements, grants, and other 
business-related activities, except to 
the extent that such use is impractical
 
or is likely to cause significant ineffi
ciencies or loss of markets to United
 
States firms? Are bulk purchases usually
 
to be made in metric, and are components, 

sub-assemblies, and semi-fabricated
 
materials to be specified in metric units
 
when economically available and techni
cally adequate? Will A.I.D. specifi
cations use metric units of measure from
 
the earliest programmatic stages, and
 
from the earliesL documentation of the
 
assistance processes (for example, project 

papers) involving quantifiable measure
ments (length, area, volume, capacity,
 
mass and weight), through the implemen
tation stage?
 

1. Competitive Selection Pro
cedures (FAA Sec. 601(e)): Will the
 
assistance utilize competitive selection 

procedures for the awarding of contracts,
 
except where applicable procurement
 
rules allow otherwise?
 

Yes
 

Yes
 

Yes
 

Yes
 

Yes
 

Yes
 



D - 19 

23. C
 

a. Cavital Project (FAA Sec.
 
601(d)): 
 If capital (e.g., construc-

tion) project, will U.S. engineering and
 
professional services be used?
 

b. Construction Contract (FAA
 
Sc 1): If contracts for con-

struction are to be financed, will they

be let on a competitive basis to maximum
 
extent practicable?
 

c. Large Projects. Congres
sional ADDroval (FAA Sec. 620(k)): If
 
for construction of productive enter-

prise, 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 Congressional Presentation)., or
 
does assistance have the express approval
 
of Congress?
 

24. U.S. Audit Rights (FAA Sec,
 
301(d)): If fund is established solely 

by U.S. contributions and administered by
 
an international organization, does Comp
troller General have audit rights?
 

25. CommMist Assistance (FAA Sec.
 
620(h)): Do arrangements exist to 

insure that United States foreign aid is
 
not used in a manner which, contrary to
 
the best interests of the United States,
 
promotes or assists the foreign aid
 
projects or activities of the Communist
bloc countries?
 

26. Narcotics
 

a. Cash Reimbursements (FAA 
S Will arrangements preclude 
use of financing to make reimbursements, 
in the form of cash payments, to persons
whose illicit drug crops are eradicated? 

b. Assistance to Narcotics
 
Traffickers(FAA Section 47): 
Will
 
arrangements take "all reasonable steps" 


N/A
 

N/A
 

N/A
 

N/A
 

Yes
 

Yes
 

Yes
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to preclude use of financing to or
 
through individuals or entities which
 
we know or have reason to believe have
 
either: (1) been convicted of a
 
violation of any law or regulation of
 
the United States or a foreign country
 
relating to narcotics (or other con
trolled substances); or (2) been an
 
illicit trafficker in, or otherwise
 
involved in the illicit trafficking of,
 
any such controlled substance?
 

27. Expropriation and Land Reform
 
(FAA Sec. 6206t)): Will assistance Yes
 
-precludeuse of financing to compensate
 
owners for expropriated or nationalized
 
property, except to compensate foreign
 
nationals in accordance with a land
 
reform program certified by the President?
 

28. Police and Prisons (FAA Sec.
 
fi).: Will assistance preclude use of Yes
 
financing to provide training, advice,
 
or any financial support for police,
 
prisons, or other law enforcement forces,
 
except for narcotics programs?
 

29. CIA Activities (FAA Sec, 662):
 
Will assistance preclude use of financing Yes
 
for CIA activities?
 

30. Motor Vehicles (FAA Sec,
 
636M): Will assistance preclude use Yes
 
of financing to provide for purchase,
 
sale, long-term lease, exchange or
 
guaranty of the sale of motor vehicles
 
manufactured outside U.S., unless a
 
waiver is obtained?
 

31. Military Personnel (FY 1991
 
Appropriations Act Sec. 503): Will Yes
 
assistance preclude use of financing to
 
pay pensions, annuities, retirement pay,
 
or adjusted service compensation for
 
prior or current military personnel?
 

32. Payment of U.N. Assessments
 
(FY 1991 Appropriations Act Sec. 505):
 
Will assistance preclude use of financing Yes
 
to pay U.N. assessments, arrearages or
 
dues?
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33. Multilateral Organization
 
Lendim (FT 1991 Avropriations Act Sec.
5M: Will arrangements preclude use 

of financing to carry out provisions of
 
FAA section 209(d) (transfer of FAA
 
funds to multilateral organizations for
 
lending)?
 

34. Export ofNfuclear Resources 
CV! 19914vroriations Act Sec. 510):

Will assistance preclude use of financing 

to finance the export of nuclear equip
ment, fuel, or technology?
 

35. Repression of Population (FY

1991 Appropriations Act Sec, 511): 
 Will

assistance preclude use of financing 

for the purpose of aiding the efforts of
 
the government of such country to repress

the legitimate rights of the population

of such country contrary to the Universal
 
Declaration of Human Rights?
 

36. Publicity or ?rovaganda (F!1991 AyPropriations Act Sec. 516): 
 Will 

assistance be used for publicity or propa
ganda purposes 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?
 

37. MarineInsurance(FY 1991
 

Avpropriations Act Sec. 563): Will 

any A.I.D. contract and solicitation,
 
and subcontract entered into under such
 
contract, include 
a clause requiring that
 
U.S. marine insurance companies have a
 
fair opportunity to bid for marine
 
insurance when such insurance is
 
necessary or appropriate?
 

38. Exchange for Prohibited Act
 
(F 1991 ApnroriatIons Act Se. 
569):

Will any assistance be provided to any

foreign government (including any instru
mentality or agency thereof), foreign
 
person, or United States person in
 
exchange for that foreign government or
 
person undertaking any action which is,
 

Yes
 

Yes
 

Yes
 

No
 

Yes
 

No
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if carried out by the United States
 
Government, a United States official
 
or employee, expressly prohibited by a
 
provision of United States law?
 

B. CRITERIA APPLICABI TO DEVELOPMENT ASSISTANCE 

1. Agricultural Ramorts (Bumers 
Amendment) (FY 1991 ADiropriatiom Act 
Sec. 521(b). as Intervreted by con
ference report for orizinal enactment): 
If assistance is for agricultural develop
ment activities (specifically, any
 
testing or breeding feasibility study,
 
variety improvement or introduction,
 
consultancy, publication, conference,
 
cr training), are such activities:
 
(1) specifically and principally designed
 
to increase agricultural exports by the
 
host country to a country other than the 

United States, where the export would
 
lead to direct competition in that third
 
country with exports of a similar commo
dity grown or produced in the United
 
States, and can the activities reasonably
 
be expected to cause substantial injury
 
to U.S. exporters of a similar agricul
tural commodity; or (2) in support of 

research that is intended primarily to
 
benefit U.S. producers?
 

2. Tied Aid Credits (FY 1991
 
Avrovriations Act, Title II, under
 
headinx "Economic Support Fund"): Will 

DA funds be used for tied aid credits?
 

3. -Appropriat Technology (FAASec.
 
10M: Is special emphasis 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 business, and small incomes of 

the poor)? 


ONLY
 

No
 

No
 

No
 

-The project will
 
introduce technology
 
appropriate to the needs
 
of the entrepreneur and
 
the specific enterprise
 
assisted. With Sri
 
Lanka's small farm prod
uction base this will in
 
most cases have to be
 
labor intensive
 
technology suited to
 
such conditions.
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4. Indixenous Needs and Resources
(FMA Sec. 281(b ): Describe extent to 
 The Project will provide
which the activity recognizes the parti-
 assistance to private
cular needs, desires and capacities of 
 entrepreneurs (firms, indithe people of the country; utilizes the 
 viduals, cooperatives,
country's intellectual resources to 
 farmer organizations) in
encourage institutional development; and 
 response to requests for
supports civic education and training in 
 assistance and will in most
skills required for effective partici-
 cases require that these
pation in governmental processes 
 client entrepreneurs
essential to self-government, 
 initiate, jointly finance
 
and manage the activities.
 
It will develop productive
 
private enterprises and
 
provided needed training to
 
private entrepreneurs. GSL
 
employees and other Sri
 
Lankan technical
 
specialists, working in
 
conjunction with a U.S.
 
technical assistance, will
 
be used tc provide
 
assistance to participating
 
clients under the Project.
 

5. EconomicDeveloyment (FAA Sec.

101(a)): Does the activity give 
 Yes
 
reasonable promise of contributing to
 
the development of economic resources,
 
or to the increase of productive capa
cities and self-sustaining economic
 
growth?
 

6. Speciali Development Rmphasis (FA
Secs. 102(b). 113. 281(a)): Describe 
 The project promotes
extent to which activity will: (a) 
 development of sustainable
effectively involve the poor in develop-
 commercial agriculture
ment by extending access to economy at 
 and enterprises and will
local level, increasing labor-intensive 
 increase on-farm employproduction and the use of appropriate 
 ment in marketing and proctechnology, dispersing investment from 
 essing enterprises. Market
cities to small towns and rural areas, 
 forces will determine locaand insuring wide participation of the 
 tion of new enterprises, but
poor in the benefits of development on 
 these are expected to be disa sustained basis, using appropriate 
 persed throughout the coun-
U.S. institutions; (b) encourage demo-
 try. The project will speccratic private and local governmental 
 ifically promote enterprise
 

development in the south and
 
by women
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institutions; (c) support the self-help 

efforts of developing countries; (d) 

promote the participation of women in the 

national economies of developing countries 

and the improvement of women's status; 

and (e) utilize and encourage regional 

cooperation by developing countries, 


7. Recipient Country Contribution
 
(FA Sec. 110. 124(d)): Will the reci-

pient country provide at least 25 percent
 
of the costs of the program, project, or
 
activity with respect to which the assis
tance is to be furnished (or is the
 
latter cost-sharing requirement being
 
waived for a "relatively least developed"
 
country)?
 

8. Benefit to Poor Malority (FAA

Sec. 128(b)): If the activity attempts 

to increase the institutional capabi
lities of private organizations or the
 
government of the country, or if it
 
attempts to stimulate scientific and
 
technological research, has it been
 
designed and will it be monitored to
 
ensure that the ultimate beneficiaries
 
are the poor majority?
 

9. Abortions (FAA Section 104(f):
 
FT 1991 Appropriations Act.Title I1
 
under headinx "Population, DA." and
 
Sec. 535):
 

a. Are any of the funds to be 

used for the performance of abortions
 
as a method of family planning or to
 
motivate or coerce any person to
 
practice abortions?
 

b. Are any of the funds to be 

used to pay for the performance of
 
involuntary sterilization as a method
 
of family planning or to coerce or pro
vide any financial incentive to any
 
person to undergo sterilizations?
 

c. 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 program of
 

entrepreneurs. It is
 
expected to generate sig
nificant employment
 
opportunities for women.
 
The project does not
 
encourage regional
 
cooperation.
 

Yes
 

Yes
 

No
 

No
 

No
 

/
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coercive abortion or involuntary
 
sterilizaton?
 

d. 
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 range of family planning

methods and services?
 

e. In awarding grants for natural

family planning, will any applicant be

discriminated against because of such 

applicant's religious or conscientious
 
commitment to offer only natural family
 
planning?
 

f. Are any of the funds to be 

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

g. Are any of the funds to be made 

available to any organization if the
 
President certifies that the use of these
 
funds by such organization would violate
 
any of the above provisions related to

abortions and involuntary sterilization?
 

10. Contract Awards (FAA Sec.
 
601(c)): 
Will the project utilize 

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

11. DisadvantagedEnterprise(FY

19 91"Appro riatons Act Sec, 567):
What portion of the funds will be avail-

able only for activities of economically

and socially disadvantaged enterprises,

historically black colleges and univer-

sities, colleges and universities having 

a student body in which more than 40 

percent of the students are Hispanic

Americans, and private and voluntary

organizations which are controlled by

individuals who are black Americans, 

Hispanic Americans, or Native Americans,
 
or who are economically or socially
 

N/A
 

NI/A
 

No
 

No
 

Yes
 

To comply with the statu
tory requirements, all
 
solicitations for contracts
 
in excess of $500,000 will
 
include a requirement that
 
the contractor sub-contract
 
not less than 10% of the
 
gross value of the contract
 
with entities described in
 
the statute.
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disadvantaged (including women)?
 

12. Bioloical Diversity (FAA Sec.
 
119(01: Will the assistance: (a)
 
support training and education efforts 

which improve the capacity of recipient
 
countries to prevent loss of biological
 
diversity; (b) be provided under a long-

term agreement in which the recipient
 
country agrees to protect ecosystems or
 
other wildlife habitats; (c) support 

efforts to identify and survey ecosystems
 
in recipient countries worthy of protec
tion; or (d) by any direct or indirect
 
means significantly degrade national 

parks or similar protected areas or
 
introduce exotic plants or animals into
 
such areas?
 

13. Tropical Forests (FAA Sec,
 
118: FY 1991 Appropriations Act Sec.
 
533(c)-(e) and (6)):
 

a. A.I.D. Regulation 16:
 
Does the assistance comply with 

the environmental procedures set
 
forth in A.I.D. Regulation 16?
 

b. Conservation: Does 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 those who otherwise would cause 

destruction and loss of forests, and help
 
countries identify and implement alter
natives to colonizing forested areas;
 
(3) support training programs, educational
 
efforts, and the establishment or
 
strengthening of institutions to improve
 
forest management; (4) help end destruc
tive 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; (6) conserve forested
 
watersheds and rehabilitate those which
 

No
 

No
 

No
 

No
 

Yes
 

Yes. Environmental
 
assessments will be required
 
for any Project activities
 
which might affect forest
 
resources and the natural
 
environment. Employment
 
generation in sustainable
 
agricultural enterprises
 
should reduce slash-and-burn
 
agricultural cultivation.
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have been deforested; (7) support
 
training, research, 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 bio
logical diversity in forest areas by

supporting efforts to identify,
 
establish, and maintain a representative
 
network of protected tropical forest eco
systems on a worldwide basis, by making

the establishment of protected areas a
 
condition of support for activities
 
involving forest clearance or degradation,

and by helping to identify tropical forest
 
ecosystems and species in need of protec
tion and establish and maintain appro
priate protected areas; (10) seek to
 
increase the awareness of U.S. govern
ment agencies and other donors of the
 
immediate and long-term value of tropical

forests; (11) utilize the resources and
 
abilities of all relevant U.S. government
 
agencies; (12) be based upon careful
 
analysis of the alternatives available
 
to achieve the best sustainable use of
 
land; and (13) take full account of the
 
environmental impacts of the proposed
 
activities on biological diversity.
 

c. Forest Degradation: Will
 
assistance be used for: (1) the 
 No
 
procurement or use of logging equipment,
 
unless an environmental assessment
 
indicates that all timber harvesting
 
operations involved will be conducted in
 
an environmentally sound manner and that
 
the proposed activity will produce
 
positive economic benefits and sustain
able forest management systems; (2)

actions which will significantly degrade No
 
national parks or similar protected areas
 
which contain tropical forests, or intro
duce exotic plants or animals into such
 
areas; (3) activities which would result 
 No
 
in the conversion of forest lands to the
 
rearing of livestock; (4) the construction,
 
upgrading, or maintenance of roads
 
(including temporary haul roads for 
 No
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logging or other extractive industries)
 
which pass through relatively undegraded
 
forest lands; <5) the colonization of No
 
forest lands; or (6) the construction of
 
dams or other water control structures
 
which flood relatively undegraded forest No
 
lands, unless with respect to each such
 
activity an environmental assessment
 
indicates that the activity will contribute
 
significantly and directly to improving
 
the livelihood of the rural poor and will
 
be conducted in an environmentally sound
 
manner which supports sustainable
 
development?
 

d. Sustainable Forestry: If
 
assistance relates to tropical forests, 
 N/A
 
will project assist countries in deve
loping a systematic analysis of the
 
appropriate use of their total tropical
 
forest resources, with the goal of deve
loping a national program for sustainable
 
forestry?
 

e. Environmental Impact
 
Statem : Will funds be made avail- Yes
 
able in accordance with provisions of FAA
 
Section 117(c) and applicable A.I.D.
 
regulations requiring an environmental
 
impact statement for activities
 
significantly affecting the environment?
 

14. Energy (F! 1991 Appropriations
 
Act Sec. 533(c)): If assistance relates N/A
 
to energy, will such assistance focus
 
on: (a) end-use energy efficiency,
 
least-cost energy planning, and renew
able energy resources, and (b) the key
 
countries where assistance would have
 
the greatest impact on reducing emissions
 
from greenhouse gases?
 

15. Sub-Saharan Africa Assistance 
(PY 1991 Anropriations Act Sec. 562. 
adding anew FAA chapter 10 (FAA Sec, 
496)): If assistance will come from the 
 N/A

Sub-Saharan Africa DA account, is it: (a)
 
to be used to help the poor majority in
 
Sub-Saharan Africa through a process
 
of long-term development and economic
 
growth that is equitable, participatory,
 
environmentally sustainable, and self
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reliant; (b) to be used to promote

sustained economic growth, encourage
 
private sector development, promote
 
individual initiatives, and help to
 
reduce the role of central governments

in areas more appropriate for the private
 
sector; 
(c) to be provided in a manner
 
that takes into account, during the
 
planning process the local-level perspec
tives of the-rural and urban poor,

including women, through close consul
tation with African, United States and
 
other PVOs that have demonstrated
 
effectiveness in the promotion of local
 
grassroots activities on behalf of long
term development in Sub-Saharan Africa;
 
(d) to be implemented in a manner that
 
requires local people, including women,
 
to be closely consulted and.involved,
 
if the assistance has a local focus; (e)

being used primarily to promote reform of
 
critical sectoral economic policies, or
 
to support the critical sector priorities

of agricultural production and natural
 
resources, health, voluntary family

planning services, education, and income
 
generating opportunities; and (f) to be
 
provided in a manner that, if policy
 
reforms are to be effected, contains
 
provisions to protect vulnerable'groups
 
and the environment from possible negative
 
consequences of the reforms?
 

16. Debt-for-Nature Echane(FAA

Sec.463): 
If project will finance a 

debt-for-nature exchange, describe how
 
the exchange will support protection of:
 
(a) the world's oceans and atmosphere,

(b) animal and plant species, and (c)

parks and reserves; or describe how the
 
exchange will promote: (d) natural
 
resource management, (e) local conserva
tion programs, (f) conservation training
 
programs, (g) public commitment to conser
vation, (h) land and ecosystem management,
 
and (i) regenerative approaches in
 
farming, forestry, fishing and watershed
 
management.
 

17. Deoblization/Reoblisation (Y

1991 Amproriations Act Sec. 
515): If
 
deob/reob authority is sought to be 


N/A
 

N/A
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exercised in the provision of DA assis
tance, are the funds being obligated for
 
the same general purpose, and for coun
tries within the same region as origi
nally obligated, and have the House and
 
Senate Appropriations Committees been
 
properly notified?
 

18. L 

a. Repaluent Cavacity (FAA Sec.
 
222(b)): Information and conclusion on 

capacity of the country to repay the loan
 
at a reasonable rate of interest.
 

b. Long-range Plans (FAA Sec,
 
122(b)): Does the activity give 

reasonable promise of assisting long
range plans and programs designed to
 
develop economic resources and increase
 
productive capacities?
 

c. Interest Rate (FAA Sec.
 
122(b)): If development loan is repay-

able in dollars, is interest rate at least
 
2 percent per annum during a grace period
 
which is not to exceed ten years, and at
 
least 3 percent per annum thereafter?
 

d. Exports to United States
 
(FAA Sec. 620(d)): If assistance is 

for any productive enterprise which will 

compete with U.S. enterprises, is there 

an agreement by the recipient country to 

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

19. Development ObJectives (FAA
 
Secs. 102(a). 111. 113. 281(a)):
 
Extent to which activity wi.ll: (1) effec-

tively involve the poor in development, 

by 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 insuring wide participation of the
 

N/A
 

Yes
 

N/A
 

The implementing organi
zation will prepare a Bumpers
 
Amendment Analysis for such
 
eterprise investments.
 

The project is expected to
 
generate significant
 
employment opportunities
 
for women. The project
 
does not encourage
 
regional cooperation.
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poor in the benefits of development on
 
a sustained basis, using the appropriate
 
U.S. institutions; 
(2) help develop

cooperatives, especially by technical
 
assistance, to assist rural and urban
 
poor to help themselves toward better
 
life, and otherwise encourage democratic
 
private and local governmental institu
tions; (3) support the self-help efforts
 
of developing countries; (4) promote the
 
participation of women in the national
 
economies of developing countries
 
countries and the improvement of women's
 
status; and (5) utilize and encourage

regional cooperation by developing
 
countries?
 

20. Agriculture, Rural Development

and Nutrition, andAricultural Research
 
(FAA Secs. 103 and 103A):
 

a. 
Rural Poor and Small Farmers:
If assistance is being made available 

for agriculture, rural development or 

nutrition, describe extent to which 

activity is specifically designed to 

increase productivity and income of rural 

poor; or if assistance is being made 

available for agricultural research, has 

account been taken of the needs of small 

farmers, and extensive use of field 

testing to adapt basic research of local 

conditions shall be made.
 

b. &p-_triton: Describe extent 

to which assistance is used in 

coordination with efforts carried out 

under FAA Section 104 (Population and 

Health) to help improve nutrition of the 

people of developing countries through 

encouragement of increased production of
 
crops with greater nutritional value;

improvement of planning, research, and
 
education with respect to nutrition,

particularly with 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.
 

The Project will generate
 
technology and markets and
 
promote investments in
 
enterprises which generate
 
employent in rural areas.
 
Efforts -a develop outgrower

and contract grower schemes
 
should increase the partici
pation of small farmers in
 
commercial agriculture.
 

The Project does not have
 
a specific nutrition
 
component, but increased
 
employment and incomes are
 
expected to 
lead to improved
 
nutrition.
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c. Food Security: Describe The Project directly promotes
 
extent to which activity increases the diversification of
 
national food security by improving agricultural production with
 
food policies and management and by potential to reduce imports
 
strengthening national food reserves, 
 of certain crops and increase
 
with particular concern for the needs exports, thereby earning
 
of the poor, through measures encouraging essential foreign exchange
 
domestic production, building national and generating employment
 
food reserves, expanding available which will benefit the poor.
 
storage facilities, reducing post
 
harvest food losses, and improving
 
food distribution.
 

21. Population and Health (FAA
 
Secs. 104(b) and (c)): If assistance is
 
being made available for population or
 
health activities, describe extent to
 
which activity emphasizes low-cost,
 
integrated delivery systems for health, N/A
 
nutrition and family planning for the
 
poorest people, with particular attention
 
to the needs of mothers and children,
 
using paramedicals and auxiliary medical
 
personnel, clinics and health posts,
 
commercial distribution systems, and
 
other modes of community outreach.
 

22. Education and Human Resources Project provides techni-

Development (FAA Sec. 105): If assis- cal training to the
 
tance is being made available for educa- private sector to support
 
tion, public administration, or human economic development.
 
resource development, describe (a) extent Training will improve
 
to which activity strengthens nonformal management of private
 
education, makes formal education more agro-enterprises and of
 
relevant, especially for rural families financial institutions
 
and urban poor, and strengthens management lending to the
 
capability of institutions enabling the agricultural sector.
 
poor to participate in development; and
 
(b) extent to which assistance provides
 
advanced education and training of
 
people of developing countries in such
 
disciplines as are required for planning
 
and implementation of public and private
 
development activities.
 

23. Energy, Private Voluntary
 
Organizations, and Selected Development
 
Activities (FAA Sec. 106): If assis
tance is being made available for energy,
 
private voluntary organizations, and
 
selected development problems, describe
 
extent to which activity is:
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a. concerned with data collec,
tion and analysi,, the training of skilled
 
personnel, research on and development

of suitable energy sources, and pilot

projects to test new methods of energy

production; and facilitative of research
 
on and development and use of small-scale,

decentralized, renewable energy sources
 
for rural areas, emphasizing development

of energy resources which are environ
mentally acceptable and require minimum
 
capital investment;
 

b. concerned with technical

cooperation and development, especially 

with U.S. private and voluniary, or 

regional and international development, 

organizations;
 

c. research into, and evalua-

tion of, economic development processes
 
and techniques;
 

d. reconstruction after natural 

or man-made disaster and programs of
 
disaster preparedness;
 

e. 
for special development 

problems, and to enable proper utili
zation of infrastructure and related
 
projects funded with earlier U.S.
 
assistance;
 

f. for urban development, 

especially small, labor-intensive enter
prises, marketing systems for small
 
producers, and financial or other insti
tutions to help urban poor participate

in economic and social development.
 

C. CRITERIA APPLICABT TO ECONOMIC SUPPORT FUNDS ONLY 


1. Economicad PoliticalStability

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

To the maximum extent feasible, is this
 
assistance consistent with the policy

directions, purposes, and programs of
 
Part I of the FAA?
 

N/A
 

Project may provide

assistance through U.S.
 
private and voluntary
 
organizations.
 

N/A
 

N/A
 

N/A
 

N/A
 

N/A
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2. Hilitary Purposes AFSec. 
531(e)): Will this assistance be used 
for military or paramilitary purposee? 

3. Comodity Crants/SCarate
 
Accounts (FAA Sec. 609): If commo
dities are to be granted so that sale
 
proceeds will accrue to the recipient.
 
country, have Special Account (counter
part) arrangements been made? (For FY
 
1991, this provision is superseded by
 
the separate account requirements of FY
 
1991 Appropriations Act Sec. 575(a),
 
see 575(a)(5).)
 

4. Generation and Use of Local
 
Currencies (FAA Sec. 531(d)): Will
 
ESF funds made available for commodity
 
import programs or other program assis
tance be used to generate local curren
cies? If so, will at least 50 percent
 
of such local currencies be available
 
to support activities consistent vith
 
the objectives of FAA sections 103
 
through 106? (For FY 1991, this provi
sion is superseded by the separate
 
account requirement of FY 1991 Appro
priations Act Sec. 575(a), see Sec.
 
575(a)(5).)
 

5. Cash Transfer Reauirements (F!
 
1991 Appropriations Act. Title II. under
 
beadi 1conomic Support Fund," and
 
§ec. 175 M): If assistance is in the
 
form of a cash transfer:
 

a. Separate Account: 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. Local Currencies: Will all
 
local 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 generated, 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
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for deposits and disbursements?
 

c. U.S. Government Use of Local
 
Curnce: 
Will all such local

currencies also be used in accordance
 
with FAA Section 609, which requires such
 
local currencies to be made available to
 
the US.
Goverment as the U.S. determines
 
necessary for the requirements of the U.S.
 
Government, and which requires the
 
remainder to be used for programs agreed
 
to by the U.S. Government to carry out
 
the purposes for which new funds autho
rized by the FAA would themselves be
 
available?
 

d. Conressional Notice: 
 Has
 
Congress received prior notification
 
providing in detail how the funds will
 
be used, including the U.S. 
interests
 
that will be served by the assistance,
 
and, as appropriate, the economic policy

reforms that will be promoted by the cash
 
transfer assistance?
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The Secretariat, 43rd Floor) 

D J t ,, at- *. 277. 0 r1 1. 
. . Gu. . 37r7, Qd,,r&baLj 1.DEPARTMENT OF EXTERNAL RESOURCES P. o. Q".277,Colob. 

Ministry of Finance P.O. Box 277. Colombo 1. 

le-2&th.-Ebruar..,.J_ 9 9 2. 

Mr. Richard Brown
 
Director
 

USAID. ., 

Dear Mr. Brown,
 

Agro Enterprises Project
 

On behalf of the Government of Sri Lanka,
 
I wish to submit a formal reg,-est for USAID grant 
assistance, in the sum of US S 14.0 mn to under
take a project 
to improve income and generate new
 
employment in Sri Lanka by expanding & diversify
ing commercial farming 'aagro enterprises.
 

,IEACT9INFO
 
OR/DO _, 
 The project as envisaged has two major
HSG 
PIRM Components. One is to facilitate investment in
EXo agro enterprises through provision of financial 

TAr
 
PRli support and the other is 
to promote technology
 

FO -innovation, develop marketing .information and
 
v I  research etc. by providing technical assistance.
 

--&It Of these two Components the technical assistance
UEO^r-E is to be supported by USAID with US $ 14.0 mn nd


ACT. TAKEN
 
the financial assistance is expected to be
 

NAN 
 .,,, supported by IDA with US $ 6.0 mn. The financial
 

contribution of $ 6.0 mn is 
to be channelled
 
through private financial institutions for agro
 
business investments sponsored by the project.
 

[ REFERENE 
! 

DATE RECEIVED... ....... 
ACTiO% ............
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Such support is integral to 
the success of the
project and therefore it is important that
 
funding for both Components are available 
 to
achieve the desired objectives 
of the project.
 

We shall be grateful if a request 
 for
grant assistance in a sum of US $ i4 .0mn for
 
the above project is recommended to your

authorities pending finalization of the balance
 
funds required for the project.
 

Yours sincerely,
 

(Mrs. S.L. Kuruppu)
 
Director,External Resources.
 



ANNEX F
 

TECHNICAL ANALYSIS
 

Although agriculture is a major component of the Sri Lankan economy,
accounting for 23 percent of gross domestic product and 45 percent of
employment, economic growth of the agricultural sector lags growth in
other sectors of the economy.
 

Farm income is low because of the small volume of production on many
farms, high cost post harvest handling, high cost transport and
inefficient parastatal companies which do most food processing. 
One of
the essential improvements needed in the marketing process is for
production plans to be based on needs of the market. 
This basic change
in producing commercial volumes of a product for which a market has been
identified, rather than trying to sell small volumes of surplus
subsistence production will go a long way to improving the marketing
system. 
Other marketing innovations are needed and an overcrowded,
inefficient wholesale market in Colombo is a major bottleneck in the
 
market chain.
 

A second reason for low farm incomes is the low yields and levels of
production for many crops. 
This is a function of poor production
technology due to lack of GSL resources to develop and extend improved
technologies, and due to the small acreage base fur production for many
crops. Intensification of production of high valued crops is essential
to increasing incomes.
 

The third reason for low incomes results from the first two and is the
lack of stability in market prices. 
Because there is little processing
or storage, farm products are sold fresh as soon as harvested. This
results in large price differences between on and off harvest seasons.
Large price swing3 make planning and budgeting more difficult for
processors and raises risks and prices. 
Direct consumers often adjust to
large price swings by purchasing alternate foods, so for any one product
large price changes discourage growth in consumption. 
The limited
domestic market and limited processing facilities mean that improved
production can easily result in over-supply and depress prices.
Processing introduces some stability in demand and often opens new sales
opportunities. 
For example, pineapple is an excellent fresh fruit in Sri
Lanka, and expanding juice production would result in greater total

pineapple consumption.
 

Except for traditional plantation crops of tea, coconut and rubber and
for paddy, there has been little government investment in agriculture.
Private sector companies, including farmers, are free to enter or leave
this business and to set most prices, 
but private companies, like
governments, have invested little in the marketing and processing
system. 
In some cases this is due to lack of technology and expertise to
improve existing businesses and in some cases to lack of investment
 
capital.
 



Private companies reported to the project design team that investments in
 
agriculture are regarded as risky. 
Banks also expressed this view and
 
gave two reasons for it. 
 First, the supply of raw product is uncertain
 
and at times unavailable, especially in the quantities and qualities

needed. 
Second, economic and political instability make risky the
 
long-term investments often needed in agricultural.
 

The Agro-Enterprises Project will respond to these concerns first, by

helping introduce technology needed to Improve production, procersing and
 
marketing of agricultural products, and by facilitating equity

investments and loans to entrepreneurs. Provision of these inputs in an

integrated package is needed to be mutually supportive. Improved

production technology and increased value added processing should
 
increase farm incomes and lead to improvements in marketing.
 

I. Feasibility of Increasing Agricultural Production
 

Availability of land
 

Land availability is a potential constraint to commercial agriculture.

However, the Project design team concluded that ldnd is available from
 
new lands and redirected use of existing cultivation. The 1982 census
 
listed 91,648 hectares of unused cultivatable land. (Table 1). Most
 
available new land is in the dry zone, but even wet zone land is
 
available, especially for higher value crops. 
 Population pressures and
 
land alienation schemes since 1982 have brought more land into use, but

the Mahaweli Program and other efforts are still bringing additional land
 
under cultivation.
 

Table Fl: Land utilization within agricultural holdings. 1982
 

Land use 
 Hectares Percent
 
Tea, rubber, coconut 
 798,103 40
 
Other permanent crops 
 176,500 9
 
Paddy 
 556,982 28
 
Temporary crops other than paddy 
 195,048 10
 
Wood and forest land 
 54,129 3
 
Pasture land 
 20,.097 1
 
Cultivable area but not cultivated 
 91,648 5
 
Area under roads and buildings 75,416 
 4
 
Rocky and waste land 
 4028
 

Total 100
 

Source: Census of Agriculture, 1982
 

Commercial agricultural production of many crops requires farms larger

than the small holdings prevalent in Sri Lanka. Inflexible land tenure
 
laws and procedures restrict the land market and do not allow free land
 
exchange. Nonetheless, farms of adequate size (20-50 Acres) are

available, many of which are under- utilized and in private hands. 
 In
 
addition, the GSL has many government farms under the Department of
 
Agriculture, the Mahaweli Authority, the National Livestock Development
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Board and others. 
The GSL stated policy is 
to make these available to
the private sector and access to these lands would be a boon to private
investment. 
However, even without these farms, adequate land resources
are available for commercial agriculture and local firms generally are
not concerned about problems of access to land.
 

For larger producers, or companies wanting to start commercial crop
production, policies limiting the amount of land that can be made
available have prevented some investments. 
Most companies, however, find
land is availaUle, especially if they are willing to work with
out-growers. 
Land use policy is changing and a recent policy statement
by the Ministry of Land Development, Irrigation and Mahaweli relaxed
restrictions on land 
 r:r'-ss. 
 In brief, the policy allows a company to
obtain as much land as needed depending on the needs of the project. 
A
nucleus farm may be on land purchased or on long-term lease. 
Land for
out-grower schemes may also be obtained but must be turned over to
out-growers within 10 years. 
A draft policy announcement and a
describing the policy change is memo
 
at the end of this Technical Analysis.
 

Feasibilityof Adotit 
 NewTechnology and Increasing Production
 
A wide range of crops are or can be grown in Sri Lanka and yields are
frequently well below those commercially obtainable in other countries.
Several reports from various USAID projects (HARD, MED, Daines) have
documented long lists of products with high potential.
 

Farmers working with the HARD project have shown they can accept new
crops and new production technology.

new crops or production skills. 

Most are literate and receptive to
When the market for gherkins began, many
farmers 
- too many - began production with a resulting surplus. 
Farmers
pointed out to the design team that barriers to producing new crops were
mostly from uncertainty mentioned above rather than lack of interest or
inability to adapt new technology. 
Some officials mentioned the slow
rate of adoption by farmers of new crops. 
 From the team's observation,
there was no evidence to suggest the rate of adoption of new technology
and crops in Sri Lanka is less than other countries. Most farmers
observed by the team planted at least three crops, helping them spread
risks and labor requirements and avoid disease and pest problems.
 
For many years GSL policy encouraged rice production, by subsidy, by
supply of or restrictions on inputs, by promotion and by price controls.
However, crop budgets from the DOA and the HARD project show other crops
give higher returns to farmers. Although today, farmers may grow
whatever crop they desire, they are reluctant to switch to new crops
because of uncertainty regarding production problems that may arise, lack
of assistance from support agencies and uncertainty of available markets
or adequate prices. 
With assured markets, farmers can and will produce
other crops.
 

While opportunities for farmers to diversify production is improving they
still face production constraints, especially if they hope to be low cost
producers. Large scale production organized on small farms is possible,
but requires special support and management activities for farmers to
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produce and companies to obtain the desired quantity and quality of
 
product in a timely manner. 
Supply of credit, inputs, and services and
 
collection of farm output is more costly. Government extension and input

supply agencies cannot effectively resolve these problem, but linkages

with commercial firms can meet these needs to the mutual benefit of
 
producer and processor/trader.
 

Farmers are faced with the problem of limited information on varieties of
 
crops to plant and on cultural practices, especially for sulply to export

markets. 
Even when the correct variety is known, seed, especially if
 
imported, may not be available and there are more severe limitations on
 
importation of live plant tissues materials for planting. 
Despite these
 
restrictions commercial farms can obtain needed planting stock in most
 
cases and the GSL is aware of problems with availability of planting

stock and is moving to facilitate imports of seed and planting materials
 
and to expedite recommendations for new variety release and technology
 
dissemination.
 

II. Feasibility of Market Developement
 

Sri Lanka's relatively high urban consumer prices are not reflected in
 
high farm gate prices. Lowering transport, handling and marketing costs
 
is necessary to lower retail prices, increase farm prices, 
increase
 
domestic sales and open additional export markets. Improved fresh fruit
 
and vegetable marketing facilities in Colombo is needed to improve

handling and transport efficiency and reduce post-harvest losses so that
 
farmers, who sell on consignment will be paid for a greater portion of
 
the product they ship.
 

Improved marketing will make higher quality produce available for
 
consumers who can pay higher prices. A marketing system able to
 
differentiate product based on consumer classes would increase total
 
revenue. New products will also increase total sales and there shoWi1d be
 
further processed products produced in Sri Lanka. 
The urban mmrket 'n
 
particular will absorb more products if they are of better qur Riy. 

Most farmers report receiving little market information useful to their
 
decision making. Available price data is not sufficiently detailed nor 
understandable to be useful. A weekly price bulletin for a . ber of 
crops is available, but is not widely used by buyers and sellers of 
agricultural products. Other publicly available price data is scarce, 
and virtually no price or profitability analysis is available to help
farmers select the most profitable crops. A more e!ffective market 
information system is needed, but there is no obvious institution or 
mechanism to implement one. In the short run contract production 
arrangements for agreed upon prices are the most likely means of
 
facilitating market transactions.
 

Growth in export markets is possible and several studies have pointed out
 
export possibilities in both fresh and processed products. 
Some growth

in exports of fresh fruits and vegetables is possible to nearby markets,
 
but exports to distant markets in Europe and Japan require air freight
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for which 
limited space is currently available. 
Supply of specialty
products to ethnic markets will likely continue because of high prices
and sales to regional markets such as the Middle East will continue and
probably increase.
 

Large increases in exports, however, will be from products'shipped by
sea. 
Markets for processed fruits and vegetables are potentially large,
but accessing these markets requires lower production costs and improved
processing in Sri Lanka. 
Nearby access to good ports with frequent
shipping services is one advantage Sri Lanka has compared to many
competitors.
 

III. Improved Post Harvest Handli u. Pocessin. MaretinR is Possible
 
Despite their small size, Sri Lankan companies are capable of improved
handling, processing and marketing, if properly rewarded by improved
profits. 
Farmers have shown they will grow proper varieties, harvest
when needed and pack properly if the market sends the proper signals.
Likewise, Sri Lankan companies handling and marketing products have shown
they can sort and select for quality, pack properly, control processing,
and advertize and sell if returns are adequate. 
There are a number of
businesses capable of managing investments and accounting for use of
funds, although many need technical assistance to
develop processing and marketing programs. 

identify markets and
 
A number of companies are
capable of handling higher technology processing and marketing systems
than are standard in Sri Lanka.
 

Improvement in agricultural production and marketing requires improvement
in all aspects of the system. 
Better production technology to increase
yields, better support to farmers, improved handling and new technology
in transportation to reduce losses, higher quality products for
consumers, new products for consumers and.for export are all needed.
These improvements vary widely by crop and by target market and there are
no simple interventions which can change post-harvest handling across the
entire sector. 
However, the sum of many improvements for individual
products by individual firms can lead to development of new standards and
attitudes toward post-harvest t iiling and will result in general
modernization of the sector.
 

Establishment of new fruit and vzetable market facilities in Colombo is
important as it can lead to greater domestic consumption of fruits and
vegetables and should provide a better alternate source of produce for
processing and export. 
Improved wholesale market facilities can also
spur innovation and improvements in other aspects of the marketing and
distribution system.
 

The Department of Agriculture has targetted horticulture crops to receive
increased research funds. 
 However, research is long-term and results in
practical terms for growers and companies are several years distant.
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Quality of services to growers and handler$ by publiC agencies is
 
mixed. There is good research and extension in some areas, in
 
particular, tea, rubber and coconut all have their own research
 
institutions providing service to their sectors. Other crops and
 
livestock are sometimes well-supplied with information and other times
 
not. Rice for example, has received much attention. Other export crops

and horticultural crops have received little support. There is 
no
 
information available to growers on many of their questions and growers
 
have no way of providing input on their needs to the research
 
establishment as it determines research priorities. Businesses report

little useful information available from public agencies and several
 
business people reported having asked for information, but having
 
received answers that were not timely or adequate for their needs.
 

IV. Agro-Enterprise Financing Needs
 

Financing, or at least the risk associated with financing agro
enterprises, has been identified as a constraint to development. Sri
 
Lankan financial institutions have achieved significant growth,

sophistication, and diversity during the 1980's and its legal system is
 
capable of making and enforcing contracts and loan agreements. However,
 
loan analysis skills and understanding of marketing is weak and no
 
institutions are skilled in analyzing or making loans to
 
agro-enterprises. Local financial institutions will need to adopt new
 
techniques for analysis of agro-enterprise investment and new financial
 
instruments to serve the sector. The "Agro-Business Financing Review"
 
concluded as follows:
 

"Finance can be the key to the development of.entrepreneurial
 
capacity, and as such, can unlock the door that leads to investment
 
and growth in an economy. It is a natural complement to enterprise
 
development and both should be treated in an integrated approach. As
 
a market-based mechanism, finance and financial markets, efficiently

allocate resources by making investment decisions. Entrepreneurs,
 
driven by the profit motive but tempered by risk, compete through
 
financial markets for the limited amount of capital available to
 
implement their projects. This competition stimulates innovation in
 
the development of new financial products and services and encourages
 
efficiency in their allocation of capital. Innovation in financial
 
markets in turn stimulates entrepreneurial activity which leads to
 
innovation in productive activities and higher economic output.
 
Financial markets and enterprise development are inter dependent.
 
Innovation in either sector, encourages and complements expansion in
 
the other, creating broad-based private sector growth.
 

The Agro-Enterprises Project is positioned to provide direct
 
technical assistance at the point of contract between entrepreneurs
 
and financial markets. By focussing on this point, the critical
 
interaction between entrepreneurs and financial markets, two
 
interlocking cycles of innovation and economic expansion can be
 
stimulated simultaneously. By addressing the finance constraint
 
facing entrepreneurs, the Project contributes to the development of a
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sector with huge potential economic benefits of the population, the
industry and the government. By strengthening the existing financial
sector, the Project can influence the introduction of innovative
financial techniques and establishment sustainable relationships
between the agro based entrepreneurs and the financial sector. 
These
industry contacts and relationships will foster private sector
investment and growth into the future in both the agro based
industries and the financial markets. 
The introduction of new
banking and financial technology increases capacity and broadens the
services available through the commercial banking sector. 
New
markets will be developed by the banks leading to innovative
techniques and instruments to service the expanding market.
 

The goal of the financial assistance component is to use the Project
Fund to help broaden the types of term lending and equity
participation available to new and existing enterprises in the
agro-based sector. 
 It will be coordinated with the technical
assistance component to provide integrated technical assistance to
enterprises. 
The financial assistance will work with the banks
participating in the Project in the refinement of their appraisal
techniques, loan monitoring, and financial structuring for client
enterprises. Enterprises and the commercial banking sector both must
mature and extend themselves to meet in some new middle ground of new
financial mechanisms available to aid the growth and development of
agro-based enterprises. Enterprises must be more competent and
professionally managed. 
They must be efficient in their handling of
raw materials, their processing and in 
 the identification of their
markets. 
The commercial banks must be able to innovate methods to
work with new clients and continue to expand their markets.
Additional agro-enterprise funding will serve as a catalyst to
commercial bank development and provides the Project with access to

the financial sector."
 

V. Airo-Entervrise -Investment
end R&D Needs
 

Some possible agro-enterprise investments in Sri Lanka are 
listed below
with estimated costs for small plants. 
These are some of the investment
ideas presented to the project design team by local business people.
Some of these would be one time investments and others, such as
transportation, could be replicated many times.
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Table F-2: Estimated investment costs for selected projects. I/
 
-


Project 


Four farms in Mahaweli for Vegetables 

Tropical fruit juice plant 

Fresh Vegetable Export 

Mango Export 

Avocado Export 

Blast Freezer 

Frozen vegetable exports 3/

Cashews 

Gherkins 

Coir dust 

Waste product dryer (each) 4/

Solar dryer (each) 4/ 

Chocolate factory 

Dried Fruits 

Cut flowers 

Feed manufacturing 

Irriga tlon services 

Transport services 

Packing and transport crates 

Food processing engineering and testing 

Tea factory and plantation 

General farm supply companies 

Equipment rental companies 


Plant 

Cost 


(000) 


500
 
30,000 


800 

500 

400 


2,000-

1,000 

800 

400 

500 

25 

20 


1,500 

1,000 

500 

800 

50
 
25
 
25
 

100 

500 

50 

50 


Out-grower
 
and Other
 

*000)
 

100,000
 
1,500
 
1,500
 
1,500
 
3,000
 
_
 

2,500
 
200
 
20
 
5
 
5
 

2,000
 
2,000
 
1,000
 

2C0
 

.
 
1,000
 

5
 
5
 

~----
1/ Estimates for minimum size plant.

2/ After blast freezer installed
 
3/ Many possible investments if successful.
 



F- 9
 

Demand for Agro-Enterprise Development (AED) grants is expected to behigh. The existing HARD and MED projects use similar grants to sharerisk of new investments with private sector firms. 
Although these grants
are constrained by the requirement that they support investments in
Hahaweli areas and by conditions that they not fund salary costs or
certain otLer costs, twenty four proposals were submitted to the HARD
Project for its Commercialization Fund. 
Activities receiving grants or
other.support are representative of the types of proposals which are
expected under the Agro-Enterprises Project. 
These include:
 

- ornamental fish breeding
 
- hatchery for chickens and ducks
 
- pickling plant for local market
 
-
 hearts of palm production for export

-
 Bombay onion storage facility
 
-
 fruit drying operation for local market
 
- asparagus production
 
- grape production

- research (prior to investor input) 
on a wide variety of high value
 

crops
 
- establishment of a cold chain operation in System B. 

In the course of background discussions prior to design of the
Agro-Enterprises Project, USAID/Sri Lanka staff discussed with various
GSL officials the needs for support for development of new technology to
support non-traditional agro-enterprises. 
These discussions resulted in
several proposals or requests for assistance. These have not been fully
reviewed or revised but are listed in Table F-3 to provide an indication
of possible TIG grants involving GSL support agencies. 
These proposals
will be reviewed and considered for funding by the technical assistance
team, if they can be linked to support private agro-enterprises.
 

VI. Technical. Staffing Facility
 

Much of the research, technical assistance and training needed to improve
agro-enterprises can be found in Sri Lanka. 
Most is in public agencies
such as government and universities. 
Some staff may be available to work
on private enterprise projects, either through their agencies or on their
own time. 
The locally available technical staff when combined with some
support from specialized consultants and training will be adequate to
implement all project activities.
 

One problem identified by the project design team was a limited
communication botween DOA and university researchers and businesses and
farmers who ultimately use the information. 
Neither businesses nor
farmers were contacted nor asked for input in meetings to determine
research priorities and budgets. 
The DOA pointed out that extension
agents were included in the meetings and to some degree they represented
farmers, but to the knowledge of the design team no business person was
asked to participate in these meetings.
 



The Agro-Enterprises Project will have funds to support research on
problems identified by client companies. On a limited basis, DOAindicated its willingness to conduct researc? on projects identified aspriorities by businesses, even to the extent of temporarily releasing
workers for specific projects. Some GSL agencies can receive contract
research money and contract research funded by the Project will send a
message to the research establishment and help focus work on priority

problems and needs of commercial agriculture.
 

Over-All Technical Feasibility
 

Over-all there are no technical constraints that would preclude the
 success of the Agro-Enterprises project. 
 The project approach of
introducing special technology in response to specific market oriented
investment opportunities and coupling this with market development and
financing should carry a high chance of success.
 

In summary, production of non-traditional crops can be increased, post
harvest handling can be improved and costs lowered, and additional
markets including exports can be developed. The Project design provides

adequate financing and technical support.
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Table F-3: 
Possible Technology Improvement Grant Activities With GSL Agencies.
 

Aency 
 Field of Activity Requested Program Estimated Cost 
 Comment
 

Ceylon Institute 
 * Food Processing and Provision of lab and 
 Over $100.000 for
of Scientific and CISIR is likely
Post-harvest Handling 
 equipment to expand 
 documentation centre;
Institute of collaborator for

food processing and
Research (CISIR) * Development of Natural 

cost of other activi- much applied postpost-harvest 
 ties not estimated. 
 harvost handling
Product 
 handling work 

resoarch. Some
 

Information Center support for expan-
Farm development and 
 sion of facilities
 
management assistance 
 may be justified.
 

* Support to documents
tion center
 

Agricultural 
 * Development of 
 Funding for training $300.000
Engineering May be adaptable
Research and Training 
 and research support
Society of for funding indivi-
Capabilities in Agri-
 costs for 60 graduates

Sri Lanka dual participants
cultural Engineering 
 and 25 post graduate 
 with partial
 

agriculture engineers 
 funding from
in fields related to 
 private sector

high value crops 
 firms.
 
production
 

Faculty of 
 * University Level * Establish Agri-
 $1.8 million
Agriculture Much of the
Training and Research 
 business Chair at 
 for all proposed
(Peradeniya) institution buildin Agriculture 
 University 
 activities. 
 ing is outside the
 

mandate of the
 
Agro-Enterprises
 

Support two 2 year Project. The
 
University is 
a
 

technical college 
 prime candidate
 
courses in agriculture 
 for training
 

* and research for
Fund faculty development AEDC
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Aaencv Field of Activity Reguested Program Estimated Cost Comment 

Department of Export 
Agriculture (DEA) 

* Research on Minor 
Export Crops 

* Tissue culture lab No budget given Good potential 

for Joint 

' Funds for contract 
funding of 
contract 

research, research 

* Funds for publica

tion of research 
work. 

* Funds for contract 
growing of cocoa. 

pepper and coffee. 

Department of 
Agriculture (OOA) 

* Research on Horticul-
tural Crops and Other 
Field Crops 

* Pending request for 
assistance to Plant 
Germplasm Resource 

Budget not 
broken down by 
activity appro-

PGRC received 
high level of 
support. DOA 

* Pesticide and Plant 
Center (PGRC) priate for Agro-

Enterprises 
would be prime 
candidate for 

Quarantine Control Project joint funding 

GGermplasm Laboratory 
funding. of contract 

research if 

pro-procedures 

rked 
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Attachment
 

National Policy on Alienation of State Land and

land vested in the Land Reform Commission
 

for large scale enterprises
 

1. Polic 

1.1. 
 The new policy for large-ccale investments is based on the concept
of Big Investor - Small Producer' to attract both local and
foreign investment with a view to raising land productivity and

alleviating rural landlessness.
 

1.2. 
 The Policy of leasing State land to local or foreign investors for
commercial agriculture has been re-formulated incorporating the
requirement that a substantial part of the land leased out for
development should be operated and cultivated through out-growers

selected from among the landless of that area.
 

1.3. 
 The alienation of land on lease for large-scale agricultural

investment must, therefore, consist of a nucleus area and an
out-grower area. 
The total size of the out-grower area and the
nucleus farm would depend on the crop, the magnitude of the total
investment and the length of the pay-back period.
 

1.4. 
 There will be no limit on the initial total size of the out
grower 	area.
 

1.5. 	 An investor could obtain a lease of the entire extent of the
nucleus farm as well as the out-grower area for the first ten
 
years.
 

1.6. 	 The investor will be free to employ labor of his choice on the
farm from among the landless of the locality in which the farm is
established. 
The Government could provide assistance in the
 
selection of landless persons.
 

1.7. 
 At the end of ten years, landless agricultural labor employed by
the investor would be conferred title as out-growers affiliated to
 
the investor company.
 

1.8. 
 The unit size of such an out-grower plot would be determined on
the basis of profitability to a smallholder from that particular
 
crop.
 

1.9. 
 The nucleus area can be used for farm production, research and
demonstration plots, procesag facilities, infrastructure
 
requirements, housing and other needs of the project.
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1.10. 
The nucleus area retained by the investor can be given on a lease
 
for a period of thirty years or even a longer period depending on
the magnitude of the total investment and the pay-back period. The
 
size of the nucleus farm would be determined by Government based
 
on the 	requirements of each project.
 

1.11. 
 In the 	case of land leased out for re-forestation and
 
environmental improvement projects such as fuel-wood and
 
industrial timber plantations, the out-grower system will not be
 
compulsory.
 

2. 	 Lezal Framework
 

2.1. 
 There is no legal restriction with regard to leasing of State land

under the Crown Lands Ordinance for entrepreneurs requiring large

extent of land for agricultural investment.
 

2.2. 
 The Land Reform Law, No. 1 of 1972, as amended by Act No. 39 of
 
1989, enables the Government to lease out State land in extent
 over fifty acres for agricultural development projects approved by

the Minister. 
Under the same Act legal provision-has been made
 
for agricultural land to be leased out by the Land Reform
 
Commission in extent over fifty acres for purposes approved by the
 
Minister.
 

2.3. 
 However, in the case of Land Reform Commission land, persons who
 
are not citizens of Sri Lanka are legally debarred from obtaining

Land Reform Commission-owned land. 
There is, however, no legal

restriction with regard to the alienation of State land under the
 
Crown Lands Ordinance.
 

2.4. 	 Within the above mentioned legal framework, State land and

LRC-owned land could be made available for large-scale enterprises.
 

3. 	 Terms and Conditions
 

3.1. 
 Of the total extent of land required for a project, the extent of

land for the nucleus estate will be given to 
the investor on a

long-term lease for a period of thirty yearsi 
 The balance land

comprising the out-grower area will be released on a lease for a

period of ten years to the investor initially. At the end of the

period of ten years, the out-growers will be given title to the
 
plots of land cultivated by '.hem.
 

3.2. 	 Lands identified by the State as suitable for a particular

venture/crop will be given on lease, after calling for bids for
 
the annual lease rent. 
 The lease rent will be revised every five
 
years, subject to the limit that the revised rent shall not exceed

fifty per cent of the previous rent. The normal period of the
 
lease shall be thirty years.
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3.3. 
 Leases for periods over thirty years (fifty years and ninety-nine

years) would be considered in exceptional cases depending on the
 
nature of the investment and the period of pay-back. 
Fifty-year

leases also will be given on competitive bidding for the lease
 
rent, and will be subject to revision as in the case of
 
thirty-year leases.
 

3.4. 	 Where an entrepreneur on his own initiative identifies land, and
 
prepares a sound investment proposal in keeping with the national
 
policy, land may be leased out to such investor on a preferential

lease for thirty years under Regulation 21 of the Crown land
regulations. 
In such event, the lease rent will be fixed between
 
4%- 6Z of the present value of the land.
 

3.5. 
 When a 	land is released on a preferential lease for a ninety-nine
 
year period, the market value of the land will be recovered as the
 
premium and a nominal annual rent will be charged.
 

4. 	 Procedure
 

4.1. 
 Bids will be invited for lands identified by the State as suitable

for a particular venture, by publication of a notice in the
 
Government Gazette and in the newspapers.
 

4.2. 
 The bids should be accompanied with a project proposal, with an
 
appraisal report.
 

4.3. 
 The bids will be evaluated by the Ministry of Lands, Irrigation

and Mahaweli Development, with regard to the economic feasibility

and sustainability of the project proposal. 
The overall national
 
economic profitability of the proposed venture will be the final

yardstick, on which the successful bids will be determined.
 
Therefore, the highest bids for the rental or premium may not be
 
the deciding factor.
 

4.4. 
 Application for preferential leases will be received by the
 
Secretary, Ministry of Lands, Irrigation and Mahaweli Development

and will be subject to a similar evaluation by a team of experts.
 

4.5. 
 All leases of over fifty acres will be subject to Cabinet approval
 
on a case by case basis.
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AMEX H
 

ECONOMIC AND FINANCIAL ANALYSIS*
 

I. Economic Analysis
 

Economic benefits from the Agro-Enterprises Project are estimated based
on: returns to agro-enterprises established with Project assistance;
vages paid to employees of new agro-entrerprises; wages paid to
additional agricultural laborers required to produce diversified crops;
and additional income to farmers from switching from paddy to diversified
 
crops.
 

A. Returns to Agro-Entervrises
 

Table H-1 presents a profile of agro-enterprise investments projected to
be established with support from the Project. 
The projection As
consistent with the World Bank estimate of the number of enterprises to
be financed under the AEIF program, but envisions a somewhat greater
(50%) contribution of owner equity. 
Total size of investment is
conservative and less than estimated by Bunker and may be
under-estimated. 
Likewise the size of the additional investments (100)
projected to result from Project activities is conservatively estimated.
Most investments are expected to be small. 
However, it is also likely
that one or more large investments over $2 million will result from the
 
Project.
 

Total investment in 350 agro-enterprises is estimated at $25.8 million
(average $73,700 per enterprise). If investments are spread evenly over
six years, the value, in constant 1992 dollars, is $22.92 million. Using
an estimated average real rate of return of 12 percent for all
investments, the total annual return, in 1992 dollars, when all funds are
invested is $2.75 million. 
However, in the absence of the Project, the
funds from participating entrepreneurs and financial institutions would
be invested in alternate investments, but yielding a lower rate of
return, estimated at 8 percent. 
The total net return due to the Project
is therefore $1.34 million in constant 1992 dollars. 
 (Note: The
cost/benefit estimate and IRR calculation in Section E. used *1.28
 
million/year.)
 

Total gross production resulting from these new and expanded enterprises
is estimated at twice the total investment or *51.6 million per year of
which approximately 25 per cent or *12.9 million would be exported.
 

* -
This analysis is based on methodology and estimates from the
draft Agro-Enterprises Project Paper by Arvin Bunker, ACDI, August, 1992.
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B. Additional Wages of Employees of New Agro-Enterorises
 

The total number of new employees employed in agro-enterprises
 

established with Project support is estimated at 3,225. These are
 

assumed to be jobs in the organized sector in off-farm employment and in
 

operation of more commercialized nucleus farm operations. In these
 

positions, assumiAg a daily wage of $2 on average and 168 days of
 

employment per year, the total value of salaries generated in
 

agro-enterprises would be $1.08 million.
 

C. Additional On-Farm Income 

The Agro-Enterprises Project will generate on-farm benefits to the
 

economy in two ways: (1) through increased on-farm employment; and (2)
 

through production of higher value crops. The Project ia conservatively
 

estimated to impact on 9,700 farms which will produce agricultural
 

commodities to supply new agro-enterprises. The shift of these farms to
 

more commercial production operations is estimated to generate increased
 

employment for 9,700 farm laborers working 168 days per year at $1.50 per
 

day. The total additional on-farm wage generation from the Project will
 

be *2.44 million.
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Table H-1: Employment Profile of Investments
 

AEIF Invest- Total Number Total 
 Non-Farm Total Farm Jobs Total 
 Total Jo:s
 
ment Per Investment of Enter- Investment Jobs Gene-
 Non- Generated Farm Generatec
 
Enterprise ** per prises (US$ 
 rated per Farm per Enter- Jobs
 

Enterprise Nillions) Enterprise 
 Jobs prise
 

$200,000 400,000 5 
 2.0 50 250 200 
 1.000 1,250
 

$100,000 200,000 10 2.0 
 25 250 60 600 850
 

$ 40.000 80,000 165 13.2 
 10 1,650 30 4,950 6,600
 

$ 20,000 40,000 
 70 2.8 5 350 15 1.050 1.400
 

0 200.000 5 1.0 25 125 60 
 300 425
 

0 80,000 25 2.0 
 10 250 30 750 1,100
 

0 40.000 7o .8 5 350 is 1.050 1,400
 
Total 
 350 25.8 3,225 9,700 12.925
 

z3. wasT=u S=5=3 
 5.3=a ===masnl
 

Adapted from estimates by Arvin Bunker in draft Project Paper, August, 1991 and estimated cost of
 

$8.000 per non-farm job generated.
 

Includes AEIF and participating financing institution Investment.
 



In addition to increased employment generated, the increased commercial
 
production will result in increased profits for farm operators.

Estimates of potential additional income from new crops and from use of
 
commercial production technology on various existing crops vary widely.

HARD Project research shows increases ranging from $79 to $179 per farm
 
per season. Using a conservative estimate that farmers increase profit

by only $79 per farm per season and have two cropping seasons per year,

the annual benefit from commercial production on 9,700 farms amount to
 
*1.53 million per year.
 

Section II below presents additional information on the financial
 
profitability of investments indiversified.crops.
 

D. Other Benefits
 

The problem of estimating direct benefits from 350 new,

as-yet-unidentified enterprises based on a wide array of possible crops

and production systems requires some gross estimates of level of
 
benefits. Project benefits are expected to accrue from increased
 
efficiency in the production, processing, and handling which may not be
 
counted in these estimates. For example, post-harvest handling losses
 
for fruits and vegetables are estimated at 20 percent of production or an
 
annual loss of *100 million. Project introduction of improved handling

of fresh produce is expected to reduce this loss significantly. These
 
savings are not fully captured in the estimates of employment and profit

resulting from the Project.
 

With investments in new plants and technologies, indirect benefits
 
usually exceed direct benefits. Multiplier effects of indirect benefits
 
would apply to Project activities, but are not estimated here. Benefits
 
from the spread of new technologies introduced are nlso not estimated.
 
Spread of new technology, competitor penetration of new markets, and
 
additional firms entrance into new processing enterprises is certain to
 
occur once project-assisted enterprises have demonstrated their
 
profitability.
 

Also not estimated are benefits resulting from improved operation of
 
agro-enterprise financing institutions, increased relevancy of GSL
 
technical institutions, and improvements in policy environment for
 
agro-enterprise as a result of the Project. 
These impacts are expected

but can not be clearly identified, will occur later in the Project, and
 
do not have easily qualifiable benefits.
 

E. Costs and Cost-Benefit
 

Project costs are presented in the Project budget tables. In comparing
 
costs and benefits, the incremental costs of on-farm production are not
 
estimated as benefits shown are not incremental benefit (profit) from
 
operation of the Project. Table H-2 presents the benefit flow from the
 
Project. Benefits are estimated in constant 1992 dollars and Project
 
costs and investment funding are also deflated to constant 1992 dollar
 
values using an inflation rate of seven percent per year.. Inflation in
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Sri Lanka is estimated at approximately nine percent and has been
 
declining over recent years. Assuming continued decline in the inflation
 
rate and in view of the fact that some Project costs will be from the
 
U.S. where a lower inflation rate prevails, seven percent appears to be a
 
reasonabie rate. Investments are assumed to maintrin their value, which
 
is shown as salvage value at the end of 20 years. Benefits are estimated
 
to begin in year two of the Project and increase at a constant rate
 
untillfull benefits are obtained in year 7even.
 

Table H-2; Costs and Benefits
 

Year Project Investment Project Salvage Net 
Costs Costs Benefit Value of Benefit 

Investments Stream 

1 2.40 4.30 - - -6.70 
2 2.29 4.10 .66 - -5.73 
3 2.18 3.90 1.32 - -4.76 
4. 2.07 .3.71 1.97 - -3.81 
5 1.97 3.54 2.63 - -2.88 
6 1.88 3.37 3.28 - -1.97 
7 - - 3.94 - 3.94 
8 - - 4.59 - 4.59 
9 - - 5.25 - 5.25 

10 - - 5.90 - 5.90 
11 - - 6.56 - 6.56 
12 - - 6.56 - 6.56 
13 - - 6.56 - 6.56 
14 - - 6.56 - 6.56 
15 - - 6.56 - 6.56 
16 - - 6.56 - 6.56 
17 - - 6.56 - 6.56 
18 - - 6.56 - 6.56 
19 - - 6.56 - 6.56 
20 - - 6.56 22.92 32.36 

Based on the above estimated cost and benefit flow, the Project is
 
projected to yield an IRR of 16.4 in real terms. 
If the benefit stream
 
is delayed and full production increase achieved by year eleven instead
 
of year seven, the IRR declines to 12.5. If the Project generates 25
 
percent fewer jobs than estimated, the resulting IRR is 14.5 and if it
 
influences farm production on 25 percent fewer farms, the IRR becomes
 
13.5.
 

II. Financial Analysis
 

A. Overall Financial Viability
 

Overall shadow prices for Project costs and benefits are not
 
significantly different from financial costs and benefits. 
Price
 
controls and subsidies have been largely eliminated. Tariffs are a
 
factor for some prices, but Project investment costs and benefits will be
 
spread over a wide range of goods for which tariff and the shadow price
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effects are difficult to estimate but which will be at least partially
 
off-setting. Water is one production input which may have a significant
 
subsidy attached, but again, this will constitute only a small and
 
unestimable portion of total costs.
 

B. Profitability of Individual Investments
 

Many examples of potentially profitable agro-enterprises have been
 
identified. Exporters of fresh fruit and vegetables,_spices and other
field crops report inability to acquire sufficient high quality product
 
to fill all the orders they could sell. They complain that the marketing
 
system does not encourage nor protect the quality of produce needed for
 
export.
 

Thomas Hart, in a review of production potential on four farms for the
 
Mahaweli Enterprise Development Project, estimated that an investment of
 
$500,000 could yield returns of $1.5 million in excess of direct
 
production and labor costs over 2 years. Dr. Hart pointed out, however,
 
that significant risks remain and many production and marketing problems
 
could arise for which little information is available locally on
 
corrective actions. Following sections described large increases in farm
 
income from diversifying to crops other than paddy.
 

The Agro-Enterprises Project will be market driven and will support
 
agricultural enterprises that show profitability and loan repayment
 
capability. However, returns to paddy are relatively low and it is
 
expected few equity investments or loans will go to that sector, except
 
possibly for waste heat dryers. In most instances, investments will be
 
in crops other than paddy. Farm budget studies and research data suggest
 
large increases in farm income for farmers switching from paddy to other
 
crops. Table H-3 shows net returns (Rs.42/$US) to farmers, including
 
imputed cost of labor, for paddy compared to an average of 11 vegetable
 
crops. Maha 1989 season had extremely high paddy prices compared to most
 
years. Even so, returns from vegetable production compared favorably
 
with paddy. Yala 1990 season showed returns to vegetable crops far
 
exceeding returns to paddy.
 

Table H-3. Net Returns to Land and Management for Selected Crops
 

Crop Net Returns per Acre
 
Naha 1989 Yala 1990
 

Rupees per Acre 

Paddy, irrigated average of 6 sites 6,415 4,364 
Paddy, rainfed, average of 5 sites 3,155 1,326 
11 vegetable crops, average, at 9 sites 4,921 7,838 

Source: Div. of Agric. Economics and Projects, Dept. of Agric. Cost of
 
Cultivation of Agricultural Crops, Maha 1989/90 and Yala 1990.
 
Peradeniya, June 1990 and March 1991.
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Similar results are reported by researchers at MARD/MDS projects. Table
 
H-4 shows net returns for paddy below returns for most other crops in Yala
 
1989 and 1990 seasons. 
 In many cases other crops have returns two or more
 
times returns to paddy. In 1989 only greengram was below paddy and in
 
1990 only gherkin and groundnuts returned less than paddy.
 

Table H-4. Net Returns to 11 Crops. Yala 1989. 1990 System B
 

Net Return in Rs. per Hectare
 
Crop 
 Yala 1989 Yala 1990
 

Paddy 
 21,898 11,403

Big Onion 84,163 61,157
 
Butternut 
 30,032 46,053
 
Cabbage 
 - 82,685

Chillie 46,715 34,232
 
Cowpea 
 10,108 21,790
 
Gherkin 38,412 9,582

Greengram 11,812 
 17,289

Groundnut 44,913 9,179
 
Red Onion 45,738 283,895
 
Zucchini 
 - 47,534
 

Source: Gleason, J.E., et.al. Diversification Report Yala 1990 Mahaweli,
 
System B. Agric. Econ. Report 10.
 

Most farmers will substitute some of their land to new crops, but retain
 
some in paddy as a risk control measure. Data from 41 farms shows
 
performance of farmers who shifted to other crops compared to what they

would have earned growing paddy only (table H-5). On average the 41
 
farms planted 27 percent of their land to other crops.
 

Table H-5. Comparison of Returns from Paddy and Other Crops
 
for 41 Farmers in System B. Yala 1990.
 

Actual Profit Profit From
 
from Diversification Rice
 

Rupees per Farm
 

With actual prices 1/ 22,977 20,288
 
With normalized price 13,908 8,722
 

Source: Gleason, J.E. Diversification Report: Yala 1989, MARD/MDS, January
 
1990.
 
1/ Paddy prices were usually high for the year.
 



H - I 

Unpublished DOA data indicate high net income potential for fruit crop

production. Most fruit crops require several years to establish during
 
which they generate negative income, but DOA data show large annual
 
incomes in later years. Net present values of estimated income stream at
 
a 12 percent discount rate are shown in*Table H-6. Estimates ranged from
 
Rs.116,000 per acre per year for mangosteen to Rs.1,726,000 per acre for
 
orange. Average annual incomes ranged from Rs.7,000 for mangosteen to
 
Rs.364,000 for orange. Part of the reason mangosteen returns were low is
 
the long establabment,-period of 10 years, but even mangoateen compares

favorably with returns to paddy.
 

Table H-6. Net Income Per Acre frogi Production of Fruits
 

Cost to 
Establish Crop 

Net Present Value 
of Income Stream 

Average 
Annual Net 

Fruit Years Amount Years Amount Income 

Pineapple 1 57 5 239 75
 
Mango 4 45 25 287 67
 
Papaya 2/ - - 4 391 139
 
Avocado 
 4 41 25 374 99
 
Orange 4 131 15 1,725 364
 
Mangosteen 10 61 25 116 7
 
Rambutan 4 39 25 1,557 
 206
 

Source: DOA unpublished data, 1990
 
1/ Valued at discount rate of 12 percent
 
2/ Net income in the first year
 

These extremely high returns to other crops versus returns to paddy may
 
not hold as other crops become more abundant in markets. More likely,
 
prices for other crops will decline so returns become more closely
 
related to paddy. However, lower prices mean consumption will increase.
 
These tables do show, however, that introducing markets for these other
 
crops will significantly improve farm income. The Project will
 
facilitate this market and technology development to generate these
 
financial returns.
 



ANNEX I
 

SOCIAL SOUNDNESS ANALSIS
 

Economic growth, equitable distribution of income and alleviation of
 
poverty are basic goals of Sri Lankan society. Since 1977, more and more
 
Sri Lankans have begun to accept the reality that the way to achieve
 
these goals is through a market economy. The GSL has replaced earlier
 
policites which focussed on nationalization and adopted policies which
 
reinforce macroeconomic adjustment. A.I.D.'s intention to stimulate
 
agro-enterprise development through appropriate private sector
 
investments will lower production and marketing costs and increase the
 
quantity and value of agricultural outputs. The net effect will be
 
ixreased employment and income as measured by independent surveys.
 

Direct benefits to the rural poor deriving from the diversification and
 
commercialization of agriculture are well-documented in development

literature. Much evidence exists which demonstrates that economic growth

sustained over years is the surest way to reaise living standards of the
 
rural poor. Moreover, in Sri Lanka, agricultural-led industrialization
 
is the most likely source for economic growth.
 

I. Entrepreneurs in Sri Lanka
 

Entrepreneurship comes quite naturally in Sri Lanka. 
Sri Lankans have
 
been exposed to a variety of business and commercial ventures since the
 
Portuguese invasion in 1505. 
Even before then, Arab traders developed

mutually advantageous trade with Sri Lanka in spices, gems, skins and
 
tusks. Many Sri Lankans have shown high initiative by venturing out into
 
international business activities and have filled many a niche in various
 
foreign markets. Sri Lanka is the world's largest tea exporter with a
 
number of private sector companies participating. Many private sector
 
companies also participate in the gem trade.
 

Most of these achievements in the business field have been despite

debilitating policies of the successive governments established in Sri
 
Lanka since the late fifties. Many entrepreneurs have risen to the call
 
of tIhe governments since 1977 to speed up a process of export-led

growth. Non-traditional export products have expanded in the fields of 
new beverage products, gems and jewelry, garments, wood products, 
component parts and so forth. Sri Lankans have rapidly adjusted during

the last few years to trade and industry, producing for the emerging

market and undertaking economic risks in new businesses.
 

II. Technoloxy Innovation in Sri Lankan Agriculture
 

Some have described Sri Lankan farmers as risk adverse and slow to
 
respond to production opportunities for new crops or to adopt new
 
technologies. 
However, recent experience with the comercialization of
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gherkin production would indicate otherwise. In response to market
 
inducements, farmers readily increased production far beyond what local
 
companies were able to procure. In general, agricultural extension
 
agents report farmers as willing to plant new crops, often to the
 
farmers' economic disadvantage when expected markets did not
 
materialize. Experience in the NARD project also found farmers willing
 
to grow new crops and to accept new production methods. The willingness
 
of farmers to accept new buyers, crops and production methods suggests
 
that further diversification and commercialization of agricultureis
 
highly appropriate.
 

III. Invact on Youth, Women and Farmers
 

Studies of rural household income tend to reveal considerable income
 
pooling which make intra-household and gender-related data difficult to
 
disaggregate. However, information concerning rural families who benefit
 
from the increased income of diversified agriculture suggests that women
 
and youth gain a disproportionate share of those benefits.
 

Many of the benefits of the Agro-Enterprise Project will go to: (a)
 
current and new employees of the companies, many rural-based,
 
strengthened or created through assistance provided by the Project; and
 
(2) farmers and their families supplying agricultural products for
 
processing. The most likely employment growth category in the food
 
processing sector will be females who make up the majority of such
 
workers. The project should collect data on new employment generated
 
through the projec disaggregated by gender.
 

IV. Ethnic Croup. Race. Religion. Age. Region
 

Because of security problems in parts of the north and east, Project
 
activities will be restricted. Ethnic Tamil and Muslim groups are
 
largely in the insecure areas and, consequently, may benefit only
 
indirectly from the Project. Since the Project has a national rather
 
than strictly regional focus, if areas in the north and east become
 
secure, the potential for Project-assisted investments will increase.
 

It is acknowledged that certain religious beliefs discourage livestock
 
and meat production in Sri Lanka. However, enough people participate in
 
producing and processing these products that It is likely to attract
 
investment. Reluctance to produce livestock does not prevent a market
 
from operating in these products.
 

All loans, equity investments, technical assistance, training and other
 
services sbhll be available without regard to race, religion, origin, sex
 
or age. The Project should actively promote services to women-owned
 
businesses and support programs to help this group increase investments
 
in agro-enterprises.
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V. Iwplovuent Generation Potential
 

Table I--i presents an estimate of employment generation resulting from
 
Project activities. This results from both AEIF-financed enterprise and
 
from other enterprises resulting from Project support for technical
 
innovation and market development. Employment figures are based on
 
estimates made by the project design team. Farm producers indicate
 
approximate on-farm employment generated as nroducers will generally

increase their own family labor use and hire .,dditional unskilled labor.
 

Project generated employment will have benafi:ial effects on rural youth,

both male and female. Youth are more innovative and receptive-to new
 
ideas and modern practices. Faster adaptation of new technology and more
 
commercialized approaches to agriculture will lead to them adopting
 
advanced cultural and management practices faster than older farmers.
 

VI. Investment in Azri-business and Poverty Alleviation
 

One of USAID's Program Objectives is to "diversify and commercialize
 
agricultural systems." 
This will lead to higher incomes and Che creation
 
of employment opportunities, according to the Mission Strategic

Framework. Of equal importance is the underlying and implicit objective
 
for A.I.D. projects to benefit directly Sri Lanka's poorest citizens.
 
There is ample evidence to suggest that investment in agro-enterprises
 
will contribute to this objective in a meaningful way.
 

In Sri Lanka, the poorest of the poor are generally considered to be the
 
rural landless. Structural poverty, which is principally a rural
 
phenomena, is the most difficult to address directly in developing
 
countries due to the lack of systems or administrative mechanisms to
 
reach them. Rural poor are largely isolated from government assistance
 
programs and consequently, unlikely to participate directly in
 
development programs.
 

The literature suggests that targetting structural poverty is best
 
accomplished through broad-based economic growth. Indeed, sustained
 
economic growth is viewed as the engine of social improvement leading to
 
increased employment and incomes, both of which are critical in poverty
 
alleviation. In Sri Lanka, it has suggested that-economic growth may be
 
achieved through an agricultural-led industrialization process resulting
 
in increased income and a concomitant reduction in poverty, citing a
 
higher unskilled employment elasticity than export-led industrialization.
 

The Agro-enterprises Project is based on the premise that greater
 
economic growth can be achieved through increased investment in
 
agri-business. This will result in increased employment, principally for
 
rural unskilled workers, and increased income. The Project expects to
 
create approximately 13,000 new jobs. Monitoring employment generation
 
figures during implementation to verify that benefits are accruing to the
 
poor should be designed into the implementing organization's work plan.
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VII. $iary 

In summary, social constraints to investment in the agro-enterprise

sector do not present significant feasibility issues. In fact, there is
 
evidence to suggest that the project will result in considerable benefits
 
reaching the rural poor, women and youth as employment is generated and
 
incomes are increased. A monitoring plan will be devised for
 
implementation to measure the extent of accomplishments in this area.
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Annex J
 

DINISTRATIVE ANALYSIS
 

I. Need for the Aaro-Enterprise Project
 

Despite being the largest sector of the Sri Lankan economy, the agricultural
sector is viorly developed. Both production and marketing systems are
underdeveloped. 
Despite low wage rates, production,costs are high because of
low yields. 
Post harvest handling is poor, with loss estimates of fresh
fruits and vegetables put between 35 and 40 percent. 
Better handling
techniques are known but the marketing system in unable to implement them.
 

Improved production, processing and marketing are restrained by the low level
of technical and market information available to growers and marketing
companies. 
Much of the information generated in country by researchers does
not reach users in a timely and useful manner. Even if users do obtain better
information, financial institutions are not equipped to properly evaluate loan
requests on the basis of earning capacity for agricultural enterprises.
 

II. Weaknesses inGSL Support Agencies
 

Recently there has been increasing interest by the private sector in
production of horticultural crops. 
However, the Department of Agriculture
(DOA) research and extension efforts are focused on rice and other field crops
and research on and support for horticultural crops is limited. 
In addition
research projects are defined with little input from the business community
and so are poorly designed for needs of businesses handling agricultural
products. 
Needs of producers are represented slightly better because
extension agents participate in decision making on selection of research
projects. 
But even here, research results are often not prepared in a form
useful to farmers. Several business people reported asking DOA for research
information they need in business operations, but results, even if available,
are slow to arrive, and are not made available in a manner that can be used to

improve decision making.
 

The recent assignment of agricultural extension officers from control of DOA
to Provincial Governments appears to have further reduced service to growers.
Despite the wealth of well-trained people in GSL agencies, agricultural
production and marketing information is limited. 
Some good market research

data is available but it seldom reaches market participants.
 

The AGENT Project will access information and make it available to market
participants as needed to solve production or marketing problems. 
This will
frequently involve accessing technologies from abroad for which specialized

local capability is not developed.
 

/
 



III. Weakness of Banking Institutions
 

The banking sector is a mix of private and public sector companies and is
 
currently moving toward less government ownership. However, neither private
 
nor public banks provide significant funding for agro-enterprises except under
 
two conditions. First, banks make agricultural loans to large companies using
 
their financial strength for collateral. Second, banks loan to farmers or
 
businesses under government subsidized programs.
 

Credit is available to farmers through informal money lenders at very high
 
interest rates. A few farmers also obtain credit through fruit and vegetable
 
wholesalers.
 

Banks tend not to lend for agricultural projects because of perceived high
 
risk and long repayment periods. Even when presented with agricultural loans,
 
banks are unable to properly analyze for risk and repayment ability.
 
Consequently, little financing is available for agriculture. Overall, there
 
is a serious lack of capital to modernize the sector available for farmers and
 
companies.
 

By contrast, most banks reported availability of funds and a willingness to
 
loan to agro-enterprises. Likewise, GSL encourages investments in
 
agriculture. What is limiting from the banks point of view is the shortage of
 
qualified and bankable loan applications.
 

Businesses report that projections on costs and income for agricultural
 
investments are not accepted by lenders, who cite unknown factors that often
 
exist such as future prices, projected sales, disease and insect problems,
 
availability of transport, and others. Both groups will benefit substantially
 
from technical support; the businessman by improved estimates of costs and
 
returns; and lenders by improved loan analysis and reduced risks. Technical
 
assistance and financing provided under the AGENT Project will help bridge the
 
gap between businesses and lenders. Technical support alone in the form of
 
technical assistance and new technologies, is not adequate nor will financing
 
alone provide the needed support.
 

IV. Weakness of Local Firms
 

Because of the predominant position of state-owned companies for many years,
 
private sector companies are relatively small, not well-skilled in market
 
approaches to business problems, and poorly-skilled in non-traditional
 
agricultural products. Firms have little or no experience with agricultural
 
investments except the traditional export crops; tea, rubber and coconut.
 
There are perceived opportunities in agricultural products, but too many
 
unknown factors create unacceptable risk for business decision makers.
 

Several companies visited were processing and marketing agricultural
 
products. They had done product development for products new to Sri Lanka,
 
but there was little knowledge of how to estimate potential sales for their
 
products, or funding to ask others to provide estimates. Without accurate
 
sales projections, investments are perceived as risky and are avoided.
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Host Sri Lankan companies are small and unable to finance from their own
 
resources the needed investment and working capital for agricultural
 
processing and marketing. Even a small juice plant, for example, was beyond

the levels of investment and risk which one of the larger companies was
 
willing to assume without technical assistance in defining more accurately the
 
potential market. Business funding for research and technology development is
 
extremely limited.
 

V. Taraet -Market for the AGENT Prolect
 

Private sector agro-enterprises are the primary target group for Project

services. There are many in Sri Lanka. 
The larger companies want to increase
 
investments in agriculture but often struggle with lack of information on
 
production and marketing of the crop. These businesses have literate
 
employees, but often lack business experience, especially in a market driven
 
economy. Nonetheless, the many private sector firms in Sri Lanka do have
 
entrepreneual spirit and wide business contacts and are fully capable of
 
developing expertise for agro-enterprise investments.
 

The AGENT Project will work with farmers indirectly through businesses
 
receiving financing or through other financial intermediaries. There are
 
insufficient resources in the Project to provide direct services to farmers.
 
With many small holdings for production, processors and other buyers of farm
 
products often prefer to have other companies perform the gathering function.
 
Cooperatives are a good instrument for this task, but in Sri Lanka,
 
cooperatives are controlled by the Department of Cooperatives, a government
 
agency, rather than by members. A company relying on cooperatives to procure

products from farmers and deliver to processing plants, cannot accept the
 
risks of having outside control of the cooperative organization with a third
 
party. A new cooperative law is reportedly being written that will correct
 
these problems. For the present, Project-supported agro-enterprises will link
 
with farmer producers mainly through out-grower schemes and production
 
contracts.
 

A second function of cooperatives is for farmers, or any other group of
 
customers, to organize a company to serve their needs if private sector
 
companies fail to do so, or if these companies treat them unfairly. With
 
parastatal companies, farmers may complain through political organizations.
 
In a free market economy, companies are under no obligation to provide

services or, if they do, they may charge whatever they can get. Cooperatives
 
serve as an important check on monopolistic tendencies of private sector
 
companies.
 

Participating financial institutions will benefit from loan opportunities that
 
would not have developed without the project. These institutions will also
 
benefit from access to AEIF funding and from adopting new methods for loan
 
analysis and structuring of agro-enterprise financing. Adequate banking

expertise and sound institutions exist and can rapidly develop the necessary
 
expertise for agro-enterprise lending.
 

The Project will have contact with many government agencies. Some contacts
 
will be on behalf of client firms that need government data, services or
 
approvals for their business activities. Some will be for public agencies to
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conduct research and provide technical assistance and training on issues
 
identified by businesses. A wide variety of agencies are likely to be
 
involved. These include agencies such as Department of Agriculture,
 
Department of Export Agriculture, Export Development Board, Ministry of Lands,
 
Irrigation and Nahaveli Development, Ceylon Institute of Scientific and
 
Industrial Research, and others. These agencies will receive funding from the
 
Project AED grants and directly from businesses, if their programs and 
services are relevant to the needs of agro-enterprises. This linkage is 
expected to havea-gradual affect-on making GSL programs more relevant to. the. 
needs of business.
 

Universities will be another beneficiary. It is expected several universities
 
and colleges will receive AED grant funding for research and technical
 
assistance requests by businesses. Universities and other training
 
institutions will be requested to provide short-term training for specific
 
business needs. Local consultants, like universities, will benefit from the
 
increased demand for them to provide services to businesses.
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TECHNICAL ASSISTANCE TRAINING & PROCUREMET PLAN
 
SCOPE OF WORK
 

A. GUEEAL 

The Agro-Enterprises Project Cooperative Agreement Recipient (herinafter,

"the Recipient" or "implementing organization") will be responsible for:
 
(1) providing long-.and short-term U.S..and.Sri Lankan technical

assistance; (2) analyzing training needs in the agro-enterprise sector,

and planning and implementing a training plan; (3) managing a subgrant

program to strengthen the agro-enterprise sector; and (4) procuring

commodities required to implement the Project. 
This assistance will be

provided to local private sector firms and entrepreneurs, to

participating financial institutions and, in some cases, to GSL technical

agencies. The Recipient will coordinate program activities and operating

policies with guidance from an Agro-Enterprises Project Advisory Board.
 
The Recipient will prepare Annual Work Plans for approval by USAID and
will develop appropriate operating procedures for managing consultant
 
services, training, commodity procurement, research grants, in-country

training and local technical assistance.
 

The Project seeks to promote agro-enterprise investments by working with

the private sector relying on market forces to direct investments and
 
research and development work. 
With this Project strategy, it is

essential that the Cooperative Agreement Recipient have a strong private

sector orientation and business-oriented approach to project

implementation. 
It is also essential that technical assistance and

training be practical and linked to established commercial operations.

For these reasons, it is expected that the successful application for

assistance will include sub-contracting agreement(s) with for-profit

firms for a significant portion of the assistance to be provided and that
 
the implementation plan be structured to draw on the strengths of the
 
for-profit firm(s).
 

Depending upon experience during implementation of the Project, A.I.D.
 
may identify follow-on work, possibly a second phase of the Project, and

will reserve the right to negotiate an extension to the Cooperative

Agreement to cover such additional work.
 

The Agro-Enterprises Project promotes agro-enterprise development, and

will lead to increased farm income, increased employment, and expanded

value and range of agricultural exports. 
The Project will facilitate
 
private sector investments in agro-enterprises by facilitating loan and
 
equity investments in private firms from established financial
 
institutions and by introducing or developing improved production and
 
processing technologies.
 

Work with financial institutions will focus on a group of financial
 
institutions which may also be participating in the World Bank-funded $6
 
million Agro-Enterprise Investment Fund which will include the Merchant
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Bank of Sri Lanka (NBSL), as the apex agency for the fund, and Hatton
 
National Bank, Seylan Bank, Commercial Bank, and the EQUIL (Equity
 
Investments Lanka, Ltd.).
 

Project activities in support of private firms will generally be
 
demand-driven by responding to private enterprise requests for
 
assistance. The Project will, however, initiate a limited number of
 
research and development activities, policy studies, and feasibility
 
studies for nev products.or-to-promote.specific.agro-enterprises prior to
 
identification of a private sector partner.
 

The Recipient will be responsible for providing assistance to private
 
financial institutions and agro-enterprises. This will include
 
establishing an informal information center for agro-enterprise
 
technology and responding to Sri Lankan private sector requests for
 
assistance. The Recipient will assist entrepreneurs to develop
 
investment proposals and business plans; prepare Bumpers Amendment
 
analyses for USAID/Sri Lanka approval for any enterprise contemplating
 
export of agricultural products; complete environmental impact analyses
 
and obtain A.I.D. concurrence for all AED grant activities; obtain
 
information on agricultural production and processing and on markets;
 
locate and obtain required technical support services and training; and
 
undertake needed research and development activities. The Recipient will
 
also assist five Sri Lankan financial institutions to develop innovative
 
financial instruments and new appraisal methods in order to expand their
 
agro-enterprise lending and equity financing. To accomplish these tasks,
 
the Recipient and its staff will have to become thoroughly familiar with
 
Sri Lankan agriculture and the Sri Lankan business community and
 
environment.
 

The implementing organization will be required to consult with technical
 
assistance teams on other USAID-funded projects in SRi Lanka, including
 
NARD, MEDP, DARP, and ACDI's CSFD to ensure that its activities do not
 
duplicate activities of those projects. Without prior USAID approval,
 
the Agro-Enterprises Project will not assist agro-enterprises in the
 
Nahaveli areas during the life of the NED Project.
 

During the initial six months of the Cooperative Agreement, the Recipient
 
will establish an Agro-Enterprisea Project Advisory Board to help guide
 
Project implementation and advise on operating policies. The Board will
 
consist of three individuals nominated by the National Planning
 
Division's Agriculture Section, three representatives of financial
 
institutions, and three from private enterprise.
 

During the Project it is expected that participating financial
 
institutions will revise their lending and investment procedures to
 
increase financing of agro-enterprises with total investments under the
 
program (including the private entrepreneurs' share) totalling
 
approximately $10 million. Private entrepreneurs will initiate 50 new
 
agro-enterprise ventures and expand operations of 300 others. These
 
investments will involve introduction of 50 new production technologies,
 
50 new processing and post-harvest handling technologies, 20 new
 
products, 20 new markets, and 20 new outgrower/contract grower schemes.
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The Project addresses poverty alleviation by supporting agro-enterprise

development through introducing new technologies, developing new markets
 
&nd products, and facilitating agro-enterprise financing. The Project

will attempt to achieve some visible successes early in implementation in

order to develop credibility and promote further agro-enterprises
 
investment interest. Initial clients are likely to be from
 
well-established, medium sized firms. 
However, selection criteria for
 
assistance to client enterprises will be weighted increasingly toward
 
supporting enterprises with out-grower schemes, with-farmer equity

participation, or that maximize benefits to the rural poor.
 

The direct impact of these investments will be to create 3,225 new jobs

in agro-enterprise processing and marketing and 9,700 new jobs in the

production sector and increase value added production by $51.6 million
 
per year, including value of $12.9 million in exports per year.
 

To support these outcomes the Recipient will implement a program of
 
support to agro-enterprise development by:
 

* conducting a training analysis to determine needs in the 
agro-enterprise sector (including financial institutions) and
 
implementing a training program for 1,360 individuals to assist
 
entrepreneurs develop needed skills, introduce technologies, and
 
access new markets;
 

* ecommending improvements in reviewing financing applications 
for agro-enterprises and recommending new financing instruments 
for at least the five participating financial institutions (PFIs); 

* reviewing and advising PFIs on approximately 500
 
agro-enterprise financing proposals;
 

* assisting PFIs to structure 250 financing packages under the 
Agro-Enterprise Investment Fund;
 

* consulting with 3,120 private firms or individuals on
 
agro-enterprise investments;
 

* assessing the need for a Sri Lankan non-profit agri-business
 
promotion foundation;
 

* administering an Agro-Enterprise Development Grant Program to 
provide approximately 125 grants for applied research, technology
development/commercialization, market development and improved 
sourcing of raw materials;
 

* procuring approximately $440,000 worth of equipment and 
materials required to test 50 new production and processing
 
technologies;
 

" commissioning eleven special feasibility or policy studies; and
 

" preparing quarterly progress reports, annual reports, and a
 
final report, and other special reports as required by USAID.
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In order to fulfill te responsibilities described above, during the six
 
year life-of-Project it is expected that the Recipient will provide 17
 
person-years of long-term expatriate and 24 person-years of long-term Sri
 
Lankan technical assistance, 60 person months of specialized expatriate
 
and 72 person months of Sri Lanka short-term services, specialized
 
overseas study tours for approximately 60 entrepreneurs, in-country
 
training for approximately 1400 persons, 125 AED grants with a total cost
 
of $2.5 million; and $700,000 worth of procurement of vehicles and
 
computers and specialized agricultural materials (seeds-,-lab equipment,
 
processing equipment).
 

Offerors may suggest alternate configurations for inputs to fulfill
 
cooperative agreement responsibilities and meet project objectives.
 

B. SPECIFIC RESPONSIBILITIES
 

B.1. Long-Term Technical Assistance:
 

Technical assistance will be a major input of the Recipient to assist Sri
 
Lankan financial institutions and agro-enterprises. Long-term technical
 
staff will establish annual work plans and procedures for providing
 
assistance to financial institutions and agro-enterprises. Activities
 
will be split between support for financial institutions from an
 
Agro-Enterprise Financing Specialist and support to agro-enterprises from
 
an Agro-Enterprise Development Group. The Recipient will prepare one
 
annual workplan covering both sets of activities, but the two will be
 
expected to operate somewhat independently.
 

The Agro-Enterprise Financing Specialist will be assigned to work at the
 
apex agency for the IDA Agro-Enterprise Investment Fund (the Merchant
 
Bank of Sri Lanka) and will work with financial institutions
 
participating in investments from that fund.
 

The Agro-Enterprise Development Group will work with a large number of
 
private sector agro-enterprise investors. The Recipient will advertise
 
the availability of Project assistance and respond to requests from
 
private enterprises. The Recipient will provide assistance based on
 
competitive selection of requests for assistance. Selection criteria
 
will include the private sector entrepreneur's demonstrated commitment
 
tothe activity, the degree of innovation and introduction of new product,
 
process or market contemplated by the proposal, and the potential
 
benefits to the entrepreneurs, to the country, and to farmers and
 
workers. In addition to direct consultancy assistance provided to
 
agro-enterprises, the long-term technical staff of the Agro-Enterprise
 
Development Group will help plan and coordinate short-term consultancies,
 
training, AED grants and other project support to private entrepreneurs.
 

The services described below are based on a team of four long-term
 
expatriate technical specialists, including an Agro-Business Specialist
 
(5 years), a Agro-Business Financing Specialist (4 years), a Marketing
 
and Agro-Processing Specialist (4 years), and an Agricultural Production
 
Specialist (4 years). One of the team members, preferably the
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Agro-Business Specialist, will be designated as Chief-of-Party. 
Prior
experience in developing countries will be useful to all team members.
The Recipient will also provide the services of four senior Sri Lankan
professionals to work with the expatriate specialists on a collegial
basis. 
The four Sri Lankan specialists should remain on the Project for
six years to provide continuity and complete activities initiated during

the first phase of the Project.
 

Proposers may recommend alternative configurations for the technical
assistance team to accomplish the same objectives. In view of the
uncertainty of exact technical areas in which private firms will need
assistance, the proposer may wish to maintain flexibility toadjust
specialist assignments and periods of service during the life of the
 
Cooperative Agreement.
 

B.l.a. Agro-Business Specialist:
 

The Agro-Business Specialist should have extensive experience with
agri-business development. 
Experience with start-up and financing of new
enterprises would be especially useful, as would wide experience with
marketing agricultural products and with agricultural export trade. 
 The
Agro-Business Specialist should be proficient at evaluating business
proposals, developing business plans, and promoting investments and
 
making deals. He/she will:
 

1. Plan and implement a program to promote awareness of the

availability of Agro-Enterprise Development Group assistance
 
among private sector entrepreneurs and promote requests for
 
assistance from private firms;
 

2. Coordinate the Agro-Enterprise Development Group's screening

and evaluation of private sector requests for assistance for
short-term consultants, training, proto-type equipment, and

Agro-Enterprise Development Grants;
 

3. Advise Sri Lanka private sector firms on business plans and
 
investments;
 

4. Review and critique business plans submitted by private sector
 
firms for financing or assistance;
 

5. Prepare studies on policies affecting agro-enterprise

investments, feasibility of certain investment strategies, and
 
impacts of agro-enterprise development.
 

B.l.b. 
Marketinx and Agro-Processing Specialist:
 

The Marketing and Agro-Processing Specialist should have broad experience
with processing agricultural products. 
Preferably, this would include
experience with arranging supplies from producers and with start up of
new plants and processing facilities. This Specialist should be
sensitive to issues of quality control and maintaining hygiene standards
of operations in developing countries. 
Extensive contacts in the
 

/
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industry and knowledge of where and how to source specialized expertise
 
and training will be useful. Experience with marketing agricultural
 
products and with agricultural export trade is essential. He/she will:
 

1. Advise agro-enterprises on matters related to processing and
 
post-harvest handling of agricultural produce (first, priority
 
will be given to Agro-Enterprise Investment Fund investments;
 
second to Agro-Enterprise Development Grant recipients; and third
 
to other investors);
 

2. Coordinate short-term consultants, Agro Enterprise Development
 
Grants, training, and procurement related to agro-processing and
 
development of'new markets;
 

3. Advise Sri Lankan firms and individuals on agricultural
 
markets and on preparation of marketing plans for
 
agro-enterprises;
 

4. Prepare market analyses for specific products, as requested,
 
including preparing'Bumpers Amendment analyses for any products
 
for export prior to provision of. Project assistance for such
 
enterprises;
 

5. Develop sources of market intelligence to support planning by
 
Sri Lankan investors;
 

.6.Identify and prepare feasibility reports on new processing
 
technologies appropriate for Sri Lanka;
 

7. Assist with promoting an awareness of the availability of
 
technical support for agro-enterprises from the Agro Enterprise
 
Development Group;
 

8. Identify and obtain information on technical aspects of
 
agricultural produce marketing and processing for an informal
 
information center; and
 

10. Assist Sri Lankan firms with implementation of AED grants,
 
specifically with trials and research on agro-processin3 P
 
post-harvest handling.
 

B.l.c. Agricultural Production Specialist:
 

The Agricultural Production Specialist should have experience with crop
 
agricultural research and with commercial horticultural production. An
 
advanced degree, preferably a Ph.D in crop agriculture would be
 
desirable, but commercial production experience is essential. Commercial
 
high-value crop farm management experience and work with outgrowers would
 
also be useful. He/she will:
 

1. Undertake all activities as listed for the Marketing and
 
Agro-Processing Specialist in B.l.d. above, except in relation to
 
production technology in place of marketing and agro-processing
 
technology;
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2. Within the first six months, locate an institution to train
 
commercial farm man4gers and assist with development of an
 
appropriate curriculum; and
 

3. Develop two or-more pilot outgrower or contract grower
 
programs to better link small farm producers to processors or
 
exporters, assess replicability, and promote use of this model
 
with other agro-enterprise firms as appropriate.
 

B.l.d. Agro-Enterprise Financing Specialist
 

The Agro-Enterprise Financing Specialist should have prior experience

with lending to and investing in agro-enterprises. The Specialist should
 
have experience with management of a financial institution and with
 
portfolio management, with evaluating viability of agro enterprise
 
instrument proposals and business plans, with development of financial
 
instruments and with structuring financing for investments. Training
 
skills would also be useful. He/she will:
 

1. Assist the apexragency for the Agro-Enterprise Investment Fund
 
with strategic planning for the fund and recommend operating
 
procedures and policies for management of the fund;
 

2. Help develop and.carry-out a program for promotion of the
 
Agro-Enterprise Investment Fund;
 

3. Recommend policies and procedures for appraisal of
 
Agro-Enterprise equity and credit investment proposals and train
 
staff of participating fiiancial institutio;is in the appraisal
 
techniques;
 

4. Assist the apex agency and participating institutions to
 
develop innovativeifinancial investments, such as equity
 
investments and longer term loans;
 

5. Assist with structuring of loan and equity financial packages
 
for agro-enterpries investment with entrepreneurs and
 
participating financial institutions; and
 

6. Identify other training needs for staff of participating

financial institutions and coordinate implementation of such
 
training.
 

B.l.e. Chief-of-Party
 

The Recipient should designate one specialist as Chief-of-party. This
 
may be the Agro-Business Specialist, but may be whichever specialist has
 
the required administrative-and management skills. 
The following duties
 
and responsibilities may be shared among team members, but must be led
 
and ensured by the Chief-of-Party.
 

1. Prepare annual fd6rk plans and quarterly reports and
 
A.I.D.-required special reports;
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2. Administer the overseas training program;
 

3. Plan and manage the short-term consultant assignments;
 

4. Manage the commodity procurement activities;
 

5. Manage the Agro-Enterprise Development Grant Program; and
 

6.Ensure-nmpleftinn of environmental analyses andA.I.D. approval
 
prior to initiation of AED grant activities;
 

7. Maintain close working relationships with USAID, GSL agencies,
 
the Agro-Enterprise Project Advisory Board and agro-enterprise
 
firms.
 

8. Provide suggestions for sustainability/future expansions of
 

the project or improvements.
 

B.2. Short-Term Technical Assistance:
 

Short-term consultant services will be required in a wide range of
 
possible specialized fields. The Recipient will provide consultant
 
services in response to requests from private firms and with approval of
 
USAID. Requesting Sri Lankan firms may be asked to share costs-of
 
consultants' in-country expenses, but offerors are advised to budget for
 
all costs.
 

The Recipient should be prepared to provide approximately 15 person
 
months of expatriate and 12 person months of Sri Lwnkan.specialized
 
assistance each year over six years. Assistance will generally be for
 
highly qualified specialists and for experienced persons from private
 
industry. Provision should be made to source certain assistance from
 
third countries outside the U.S. and Sri Lanka in order to access
 
expertise in production and processes not found in those countries.
 
Services will range from one to two weeks consultancies to address
 
specific problems to 6-8 month assignments to help initiate new
 
production or processing activities. The Recipient should arrange to
 
propose three candidates for each consultancy assignment, preferably
 
individuals from separate sub-contractors. The client firm and A.I.D.
 
will review proposed candidates and select consultants in consultation
 
with the resident technical assistance team.
 

Short-term consultancies are programmed to continue over six years.
 
These continue after the departure of the Agro-Business Specialist after
 
year five, as it is expected that consultants will be-needed to assist
 
new enterprises and follow through on activities started during the
 
initial phase of the Project. Possible fields for short-term consulting
 
assignments include:
 

- cocoa production using high population densities
 
- commercial fruit drying processes
 
- fine bean production
 
- asparagus production
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-
tropical apple production
 
- coffee processing
 
-
fresh fruit packing house operation 

banana production 
- integrated pest management for specific crops 
- sprinkler irrigation system design
 
-
 disease control in speciality onions
 
- orgalic cultivation certification of fresh produces 
- cheese production 
- dairy goat production 
- quail production 
- disease control in shrimp farms 
- coir processing
 
- medicinal herb production
 
- duck breeding
 
- spice processing 
- avocado production
 
- tomato sauce production
 
- mango cultivation
 
- jojoba processing
 
- mushroom canning
 
- meat smoking
 
- environmental impact assessment
 
- soy milk plant design, etc., etc.
 

As specific requirements are not yet determined, proposers should not
identify individuals for short-term assignments. Rather proposers should

provide evidence of ability to and procedures to recruit short-term
 
consultants.
 

B.2. Training:
 

The Recipient will be responsible for arranging overseas training for Sri
Lankans. 
The training programs will be arranged with approval of USAID
and will be for private firms and individuals to-support existing or
proposed agro-enterprise investments. 
The Recipient will advertise the
availability of overseas training and request competitive applications

from private enterprises. 
The Recipient will review proposals and select
individuals for funding, based on criteria including the commitment of

the applicant to the agro-enterprise, the potential benefits of the
training, and the degree of innovation. The Recipient will arrange for
the training and fund the costs to be borne by the Agro-Enterprise

Project. Entrepreneurs will bear partial costs of the training, usually
for salaries and per diems. 
The Recipient should budget $400,000 for
 
providing 60 such training programs.
 

The Recipient will be responsible for locating relevant training

opportunities, arranging the tours and training, obtaining required

placements, completing required documentation, including un-funded

PIO/Ps, and paying costs of training. The Recipient will ensure that all
relevant A.I.D. regulations are 
followed in the Project-funded training.
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The Recipient will coordinate closely with the USAID/Sri Lanka Training
 
Office and must prepare Annual Training Plans for training activities
 
under the Cooperative Agreement. Participants must pass medical
 
examinations and English tests prior to departure for formal training
 
courses. The Recipient will arrange a system of follow-up for all
 
Project trainees.
 

The training is expected to be of a very applied study tour-type
 
training, generally involving vislts-t -production and-processing
 
facilities. It may also include trips to identify or develop markets, to
 
locate sources of planting stock, breeding stock or equipment, or to
 
visit laboratories, trade fairs, or research centers. Some such travel
 
funding may be for GSL staff working on co-financed research or
 
development activities sponsored by private sector firms or individuals.
 

An illustrative list of overseas trainsing activities to be arranged by
 
the Recipient is as follows:
 

-visit to tomato paste factory in Philippines
 
- visit to fruit drying operation in U.S.A.
 
- visit to banana germplasm center in Central America
 
- visit to a papaya canning plant in Central America
 
- visit to produce wholesalers in Europe
 
- visit to cheese processing plant in U.S.
 
- visit to processing equipment trade fair in U.S.
 
- visit to tropical fish food plant in U.S.
 
- visit to virus research lab in U.S.
 

The Recipient will also arrange in-country training to support
 
agro-enterprise development. The largest number of trainees will be in
 
specific skill development programs related to specific agro-enterprise
 
investment proposals. These may include extension agent training,
 
specific production technologies, processing procedures, accounting,
 
business plan development, etc. The Recipient should budget $200,000 for
 
approximately 1000 trainees in such programs.
 

The Recipient will arrange open in-country training in a few areas
 
identified as being specific constraints to agro-enterprise development.
 
In such cases, the Cooperative Agreement Recipient will define training,
 
possibly with the assistance of short-term consultants. Such training
 
will be open to Sri Lanka entrepreneurs on the basis of space
 
availability and willingness to share some of the training costs.
 

Four areas are identified for such open training: training in 
agro-enterprise finance, which will receive special emphasis and target 
staff of participating financial institutions, but may be open to other 
participants also; farm manager training for medium to large farms; 
post-harvest handling; and agriculture produce marketing. Training in 
these may range from one to two week programs to one to two year
 
certificate programs in certain cases. However, the Recipient will also
 
assess the need to increase university level training in horticulture and
 
agro-business and may provide appropriate support needed to increase
 
university level training in these fields. The Recipient should budget
 
$400,000 for these open training courses.
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In total, the Recipient will train approximately 60 persons in overseas
 
study tours and specialized training programs; 400 persons in 20 open

in-country training courses; and 1,000 persons in specific skill
 
development programs related to specific investments.
 

As the above list of training programs is illustrative, the proposer is
 
not requested to provide details on any specific training. However, the
 
proposer should provide evidence of capability to arrange specialized

training programs and propose procedures for-doing so...
 

B.3 Procurement
 

The Recipient will be responsible for procuring and arranging delivery of
 
imported commodities required for the Agro-Enterprises Project. 
This
 
includes approximately $400,000 of vehicles and office equipment for use

by Recipient's specialists and consultants. The approximate schedule and
 
budget for the procurement is as follows:
 

Commodity Year Estimated 
Budget WtUS) 

Vehicle, Sedans (3) 
Vehicles, 4WD Jeep (2) 
Computer Equipment 
Misc Office Equipment 
Vehicles, Sedans (2) 
Vehicles, 4WD Jeep (2) 
Office Supplies & Materials 

Total 

1992 
1992 
1992 
1992 
1995 
1994 
1992-8 

30,000 
30,000 

100,000 
20,000 
20,000 
35,000 
25.00 

260,000 

The Recipient may proceed with procurement of initial vehicles and
 
computer equipment upon signing the CA. 
The authorized
 
source/origin for Project procurement is Geographic Code 000 plus

Sri Lanka. 
Local cost financing is authorized. Waivers will be
 
required for procurement from Code 941 (Selected Free World) or 935
 
source/origin.
 

In addition to the above, the Recipient will be responsible for
 
procurement of approximately $440,000 worth of other imported

equipment and materials for support of the Agro-Enterprise Project.

Such procurement will in most cases be done in response to requests

from private agro-enterprise firms and with approval of USAID.
 
Procurement will be to support technology transfer activities of the
 
Recipient, including production and processing research and trials,

technical documentation support to agro-enterprises; and support for

GSL research and programs. Materials and equipment is expected to
 
include items as per the following illustrative list:
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Commodity Estimated Budget 

Reference Materials $ 70,000 
Planting materials $ 70,000 
Livestock Breeding Stock $ 25,000 
Processing Equipment $100,000 
Laboratory Equipment *$ 75,000 
Field Equipment t100.000 

Total $440,000 

It is expected that commodities will be purchased in small lots over
 
the life of the contract. In general, equipment will likely be
 
consigned to private firms and individuals who will be responsible
 
for receipt and clearing through customs. The Recipient will be
 
responsible for clearing planting materials and breeding stock and
 
complying with government quarantine regulations.
 

B.4. Agro-Enterprise Development Grants
 

The Recipient will administer a $3.5 million Agro-Enterprise
 
Development Grant Program. Under this program, the Recipient is
 
expected to make approximately 125 grants to private firms and 
individuals to co-finance development of new agro-enterprise. 

The grants will support private and government initiatives which: 
test new production, post-harvest handling, and processing
 
technologies; conduct market tests for new products or new markets;
 
expand outgrower/contract grower schemes; demonstrate innovative
 
environmentally safe approaches in agro-enterprise; and provide
 
policy direction for the sector. The availability of grants will be
 
advertised and grantees selected on a competitive basis with
 
criteria including the grantee's commitment to the enterprise, the
 
degree of innovation involved and potential benefits from the grant.
 

Grants may be for a wide range of possible activities. Illustrative
 
types of activities would be similar to those shown for short-term
 
consulting assignments. AED grants will frequently be used in
 
conjunction with technical assistance training, and equipment
 
procurement and should frequently lead to further investments by
 
enterprises.
 

The average size grant is estimated at $20,000. However, it is
 
expected that at least 4-6 grants will be funded at the $100,000
 
level.
 

Grants will be co-financed with entrepreneurs in most cases, though
 
the Recipient may provide full funding in exceptional cases with the
 
prior approval of USAID/Sri Lanka. USAID/Sri Lanka approval will
 
also be required for all grants over $25,000.
 

It is expected that up to 25 grants may go to GSL technical
 
departments and universities to work on projects for private firms
 
and individuals.
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The Recipient will prepare or require preparation of final reports
 
on all AED grants and will complete progress reports on others as
 
appropriate.
 

C. Exvected End-of-Project Outputs
 

The Recipient's implementation program is expected to lead to the
 
following list of outputs by the end of the Cooperative Agreement
 
period. -The-RecpLent-ill establishInterim targets-in annual
 
workplans and may, with USAID concurrence, revise these as
 
appropriate based implementation experience and any changes in the
 
Project environments.
 

OutPut 
 Target
 

Agro Enterprise Project Advisory Board 
 1
 
Reports on revised appraisal procedures 2
 

for Agro-Enterprises
 
Reports on new financing instruments 2
 
Financial institution staff trained 
 100
 
Consultations on individual agro-enterprises 3,120
 
Special technical consultant reports on agro- 100
 

enterprises
 
Agro-enterprise staff trained 
 1,360
 
Agro-enterprise Development Grants and related trials:
 

- Production Trials 
 100
 
- Post-Harvest Handling Trials 
 20
 
- Processing Trials 
 25
 
- Marketing Trials 
 20
 
- Outgrower/Contract Grower Initiatives 
 20
 

Policy and feasibility studies 
 12
 
Annual Workplans 
 6
 
Quarterly Reports 
 24
 
Annual and Final Reports 6
 

Proiect Results
 

Financial institutions with 
 5
 
new financing instruments for agro-enterprises
 

Investments packages completed 
 250
 
Investments approved total costs 
 $12 million
 
New markets developed for agricultural products 25
 
New technologies introduced and adopted 
 100
 
New enterprises established 
 100
 

D. Administrative and Logistic Arrangements
 

D.1. Postings and Loxistics
 

The Recipient will base the technical assistance team in Colombo. The Recipient

will be responsible for providing housing and office facilities for team members,
 
except for the Agro-Enterprise Financing Specialist who will be based at the apex
 
financial institution.
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Long-term advisors and consultants will be expected to travel frequently to field
 
sites. Consultant assignments will likely involve postings at field locations.
 
Sri Lankan private firms may in some cases pay part or all in-country costs.
 
However, as this cannot be confirmed and client companies may cover other, related
 
costs, the Cooperative Agreement should budget to cover all costs.
 

The Recipient will be responsible for provision of the full range of logistics and
 
support for its employees. This will include secretarial and translation services,
 
transportation,-ohe-support.and.adiiistrative staff- The Recipient should
 
provide adequate Sri Lankan management and accounting staff to handle all financing
 
and logistics to minimize administrative demands in the.work load of long-term
 
advisors.
 

Operation and maintenance of vehicles used by the Recipient's technical assistance
 
will be responsibility of the Recipient. Use of official vehicles for personal use
 
will not be permitted.
 

D.2. Prolect Coordination and Manatement
 

The Recipient's Chief-of-Party will be responsible for coordinating Project inputs
 
and activities. USAID/Sri Lanka approval will be required for all consultants,
 
overseas training and travel, equipment procurement, and AED grants over $25,000 in
 
value. The USAID/Sri Lanka Project Officer for the Project will be the primary
 
source of A.I.D. technical direction.
 

Within the first four months of the Project, the Recipient will establish an
 
Agro-Enterprise Project Advisory Board to help guide Project implementation
 
activities. Membership will be as described in the Project Paper. The Advisory
 
Board will meet at least monthly to review Project activities and progress and
 
advise the Recipient on implementation and policy issues.
 

The Recipient will prepare annual workplans by calendar year to organize Project
 
activities. These will be prepared in draft for review with USAID and the Advisory
 
Board prior to finalization and approval by USAID. These should be completed in
 
November prior to the start of the workplan period.
 

D.3. Cooperative Aareement Nanagement:
 

The Recipient will be responsible for completing the following documents and
 
reports:
 

a) Project Work Plans: Within four months of signing the Cooperative
 
Agreement the Recipient will prepare and obtain Advisory Board and USAID
 
approval of a Life of Project Work Plan in general conformity to the
 
Agro-Enterprise Project Paper. In addition the Recipient will prepare more
 
detailed plans for scheduling activities in Annual Work Plans for each
 
subsequent calendar year.
 

b) Monthly ActivitySmmaries: The Recipient will prepare and submit to
 
A.I.D., the GSL National Planning Division's Agricultural Section and the
 
Agro Enterprise Project Advisory Board monthly sumaries of grants and
 
assistance made and proposed to local entrepreneurs. These will include
 
only listings of clients/potential clients and support being given or
 
contemplated.
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) Ouarterlv Progress Reports: The Recipient's specialist team will prepare
 
quarterly progress reports for submission to USAID and the APG. Such
 
reports should document progress and accomplishments and relate achievements
 
to targets for each activity. It should highlight problems and assess
 
progress with each Project activity.
 

d) Consultant Reports: The Recipient will submit a brief report on each
 
consultancy assignment, each training program, and each AED grant. Such 
reports-should--not-be-so detailed as-to reveal the business plans or 
strategic plans of any cooperating Sri Lankan private firms or individual. 

e) Other Reports: The Recipient will submit other special reports, as may
 
from time to time, be agreed upon by USAID, and the Recipient. Such reports
 
may include, but not be limited to sectoral studies on potential for and
 
constraints to agro-enterprise development.
 

D.4 A.I.D. Substantial Involvement
 

USAID/Sri Lanka vIll have substantial involvement in the implementation of the
 
Agro-Enterprises Project in areas including, but not limited to, the following:
 

a)-USAID/Sri Lanka approval will be required for all consultants under the
 
Cooperative Agreement;
 

b) USAID/Sri Lanka approval will be required for all international travel
 
funded under the project;
 

c) USAID/Sri Lanka will contribute to formulation of work plans and will
 
require approval right for all work plans;
 

d) USAID/Sri Lanka may from time to time provide technical directions to the
 
implementing organization for consideration in carrying out the program;
 

e) USAID/Sri Lanka will make periodic site visits with staff of the
 
implementing organization to review progress on project activities;
 

f) USAID/Sri Lanka will approve procuremtnt of equipment to assist
 
agro-enterprise clients and will approve agro-enterprise development grants
 
of over $25,000;
 

g) USAID/Sri Lanka will be represented at all meetings of the
 
Agro-Enterprises Project Advisory Board.
 

h) USAID/Sri Lanka will require special reports from time to time to meet
 
special A.I.D. information needs.
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BUDGET ESTIMATE ($000)
 

Cateiory First Increment Total
 

Salaries:
 
Expatriate 368 1,705
 
Local (support staff) 113 630
 

Fringe Benefits:
 
Expatriate 147 628
 
Local (support staff) .34 190
 

Home Office Salaries: 25 135
 

Housing, Furniture & Utilities: 174 440
 

Travel:
 
International 40 136 719
 
Consultants 65
 
In-Country 31
 

Allowances:
 
Education 58 117 398
 
HHE - Shipment 36
 
HHE - Storage 8
 
UAB 15
 

Commodities (Procurement): 300 700
 

Training: 100 1,000
 

Other Direct Costs 50 230
 

Overhead 466 2,154
 

Grants 200 3.500
 
Total: 223012
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MONITORIIG PLAN
 

The Project monitoring plan consists of indicators and targets for purpose

level impacts from project activities and output level accomplishment of
project activities. Source for information on all indicators will be the
Cooperative Agreement Recipient 's.-
reports -and-project-Ancumentation, which can
be independently confirmed by special studies, evaluation and USAID inspection

and monitoring of Project activities.
 

This plan will be modified by the implementing organization to reflect

negotiations between A.I.D. and participating financial institutions.
 

A. Prolect Purpose-Level Indicators 
-
Project purpose level indicators
 are selected to reflect the project impacts on generating employment and
 
revitalizing development of agro-enterprises.
 

Indicator IM _1994 1995 199 .1997 1998 .Total 

No. of Agri-Enterprises 
Established or Expanded
with Project Assistance 20 40 60 80 80 70 350 

No. of Jobs Created in 
Project Assisted Agro-
Enterprises 

* On-farm 
* off-farm 

600 
200 

1,200 
400 

1,800 
600 

2,400 
800 

2,400 
800 

1,700 
425 

9,700 
3p225 

New Production/Processing 
Technologies Adopted with 
Project Assistance - 10 20 20 20 30 100 

New Products Marketed 
with Project Assistance  2 5 5 5 3 20 

B. Output-Level Indicators -
Output level indicators reflect the progress
on completing Project activities in collaboration with client enterprises and
 
financial institutions.
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Iits 19942.24- IM9 I97 1998 Total 

AEIF Investmentsl 20 40 60 80 50 - 250 

ARIF Eauitv Investments1 6 12 18 24 15 - 75 

AED Grant Activities 
- Technology In- 4 4 4 4 4 - 20 

novation 
- Outgrower Programs - 2 2 4 2 - 10 
- R&D/Prod/Proc 10 15 15 10 8 - 58 
- Policy - 5 10 10 - - 25 
- Environment Grants 2 5 5 - - - 12 

Client Consultations 600 600 600 600 600 120 3,120 

1 Conginent upon approval of the World Bank Agricultural Sector 
Support Project. 
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WAIVERS 

The Agro-Enterprises Project requires the approval of two waivers, as
presented below. 
The first permits local cost financing by organizations
receiving subgrants under the Project's Agro-Enterprise Development Grant
component (for technology innovation, policy analysis, environmental
safety, and agricultural marketing). 
The second permits A.I.D. to
finance all costs associated with U.S. and third country training
sponsored under the Project. 
The A.I.D. Director has the authority to
 
approval both actions.
 

I. Justification for Local Cost Financing
 

The 1990 Buy America Initiative re-affirms A.I.D.'s commitment to
maximizing procurement from the U.S. in order to support U.S. business,
develop foreign markets for the U.S., and draw on American capabilities
and technology to support the development process. The Agro-Enterprise
Project will procure the bulk of needed goods and services (approximately
70 percent) from the U.S. 
However, local cost financing is authorized

because of special needs of the project.
 

The Agro-Enterprise Project will fund a Cooperative Agreement with a U.S.
organization for most aspects of implementation. Most technical
assistance and a significant proportion of the training and procurement
will be from U.S. source/origin. 
However, with the strategy of the
Project being the development of private sector agro-enterprises, it is
essential that these enterprises be able to utilize goods and services to
which they have ready access for the future. As these enterprises will
largely be small and medium scale operations, they will not have the
expertise or time to make small scale procurements from the U.S. 
 For
this 
reason local cost procurement will be necessary, especially for the
Agro-Enterprise Developments Grant component.
 

It is expected that most of the local cost financing would already be
allowable under existing guidelines. 
However, many small procurements
would still require waivers and to avoid the large volume of small
waivers and frequent uncertainties as to whether waivers are required,
local cost financing is provided for in the Project Authorization.
 

An estimated breakdown of project funding Is presented below:
 

Budget ($'000)
LineIm 
 LC 
Technical Assistance 
 8,000  8,000
Training 


400 600 1,000
Agro-Enterprise Development Grants 
 - 3,500 3,500
Procurement 

500 200 
 700
Audit/Evaluation 

260 40 
 300
Contingency 
 - 400 100I50
 

9,560 
 4,440 14,000 

N ) 
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Local cost financing is authorized to facilitate small scale procurements
 
by the Cooperative Agreement recipient in support of development of 350
 
small to medium scale agro-enterprises. Local cost financing is
 
necessary to ensure sustainability of activities undertaken by these
 
firms.
 

II. Waiver of Host Country Financina for U.S. or Third Country Training
 

The A.I.D..Directorts-approval is.required to waive the Handbook 10,
 
Chapter 16A1 requirement that the cost of international travel for U.S.
 
or third country travel sponsored by A.I.D. be paid by the cooperating
 
government. Approval of the PP with this annex constitutes that approval.
 

Under the Agro-Enterprises Project, U.S. and third country training is
 
planned for approximately 60 participants, all of whom will be working
 
for or with private sector clients of the non-profit organization
 
implementing the Project.
 

The private sector clients will be expected to provide partial funding
 
for training costs. In some cases this may cover costs of international
 
travel. However, most clients will be small to medium-sized firms with
 
limited resources for financing such travel costs. Client firms may also
 
experience difficulty with obtaining needed foreign exchange for travel
 
costs and the GSL does not have the budget, procedures, or flexibility to
 
be able to cover these costs for private sector participants. Failure to
 
waive this requirement for host country financing of international travel
 
would impede project implementation and severely restrict travel for.
 
training in the U.S.
 

Assumption of these travel costs by A.I.D. does not have adverse
 
recurrent cost implications. The combined GSL and host country private
 
sector contribution to the Project considerably exceeds the required 25
 
per cent share.
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