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PREFACE

Although the basic design and thrust of this project remains
unchanged, the project paper proper does not reflect certain
recommendations and decisions regarding the pre-implementation
period, phasing, budget, and measures adopted to enhance the
flow of benefits to the needy made during the official review
and approval process in AID/W (June - September 1984). These
modifications are detailed in two Tabs to the Action Memorandum
requesting authorization incorporated in the following pages.

With respecé to benefits to the needy, the primary purpose of
the project was changed from its previous focus on lending
system improvements to the following:

Improved income for the rural poor and increased
agricultural production through increased investment
in agricultural enterprise (primary production,
processing, marketing, and other agriculturally
related operations).

Conditions expected at the end of the project and lower level
indicators, however, still include the original system and
enterprise development objectives in addition to new targets
associated with the flow of benefits to the' needy. (See Tab A.)

A post-authorization attempt to revise the Project Paper was
made in Washington, but it was found that some of what was
proposed, (the involvement of the Private Development
Corporation of the Philippines, for example) was not possible,
and in other cases adequate data, information and consultation
with Ugandan institutions was not available for a complete,
thorough and internally consistent revision. The exercise thus
would have required engaging in considerable fiction. Finally,
to a degree, the revision has been overtaken by events as the
economic and institutional setting in Uganda continues to
evolve.

With the above in mind, it was eventually decided to leave
substantial revision for a subsequent PP supplement which will
have to be accomplished in any case and forwarded to Washington
for review and approval prior to moving ahead with Phase II at
the end of Project Year 2 (September 1986). In the meantime,
material in pages immediately following (listed below) should
be consulted as the officially approved version for purposes of
the initial and experimental Phase I (October 1984 - September
1986) of the project:



Revised Part I - Summary and Recommendations
Action Memorandum requesting authorization
Project Authorization

Tab A. Revisions to Project Documentation to Assure an
Increased flow of Project Benefits to the Needy, and,

Tab B. Supplementary Statement on Pre-Implementation
Period and Budget

The project paper proper (commences some thirty pages into the
document) should be consulted for background and concepts
underlying design and feasibility aspects of the project and as
the starting point for the development of Phase II.



PART I - SUMMARY AND RECOMMENDATIONS

A. Grantee and Executing Agencies.

The Ministry of Finance is the designated grantee for this
project and will sign the Grant Agreement an behalf of the
Government of Uganda. The Bank of Uganda (central bank of the
country) will be the official executing agency.

B. Recommendation.

1. A grant in the amount of $18.2 million, over a five year
period commercing in October 1984, should be authorized to the
Government of Uganda for the preparation and execution of the
intermediate credit system development project described in Part
IITI of this project paper. The contribution to the project from
the recipient country will amount to the U.S. dollar equivalent
of $8.2 million (31% of total project cost).. Of the total
project cost of 26.4 million, sub-borrowing enterprises are
expected to contribute approximately $3.2 million while
intermediate credit institutions will finance about $5 million.
(See Financial Plan.)

2. Waivers:

a) A blanket waiver request to allow the purchase by
sub-borrowers of items of Geographic Code 935 source and origin
of up to $3 million is requested as part of the authorization.
This is due to a design team estimate that up to 100
sub~borrowers under the project-will be rural based, for the most
part, and geographically disbursed with little access to
procurement information on commodities other than those normally
available in the vicinity of the enterprise. Likewise,
maintenance and repair services will only be available for
equipment normally in use the sub-project area, and few, if any,
of the commodities likely to be imported by sub-borrowers are
currently imported by Uganda from the United States.

b) A blanket six month source/origin shipping waiver
and a determination of non-availability of US Flag vessels will
be requested from AID/W (SER/COM/TS) shortly before the first
project commodities are purchased. Although such a determination
could be supported at this time from Europe and Japan to
Mombassa, because there is currently no US flag liner service on
these routes, this may not be the case at the time project
procurement is initiated.

C. The Project.

The project consists of assistance to improve income of the rural
poor and increase agricultural production in Uganda through
increased productive investment in agricultural enterprise.



ii

Assistance is further provided to help in strengthening the
capacity of both borrowers and lenders in the country for
productive investment in agriculture through provision of (a)
technical assistance and training for improved managerial and
technical capacity of both groups, and (b) start-up lending
capital for priming of the credit systems to be strengthened and
to enhance experience and capital mobilization capability
necessary for self-sustained development in the future.

The structure of the project is built around the notion of
separate but mutually reinforcing packages aimed at the two key
levels, credit intermediary and borrowing enterprise. Overall
management and coordinating responsibility for the project will
be lodged with the Central Bank of the country (The Bank of
Uganda [BOU]). As a practical matter, however, the effort will
be directed primarily through the efforts of US contractors in
collaboration with the management of the lead lending
institution, the Uganda Development Bank (UDB). The project will
also be carried out in a collaborative style with a World
Bank/UNDP team, currently working with the UDB in critical line
positions to strengthen industrial lending and overall management
of the institution and its operating procedures. .
In the AID/W review of the project, it was agreed that the
project, as originally conceived and presented in the PP, (a
three-phased, $32 million, seven and one-half year effort) should
be modified in order to: a) eliminate the last phase of the
project, cutting the project to five years at less than $20
million, b) incorporate further analysis of project assumptions
and an accelerated trial operations activity in order to meet
certain early credit demands and validate or adjust design
structure on the basis of this experience (AID/W is to approve
design adjustments and the revised plan for the main
implementation phase of the project on the basis of an evaluation
of this early experience), and c) adjust budget assumptions and
guidelines for non-~credit elements of the project to encourage
more of an indigenous, lower cost approach to technical
assistance, training and management of project activities. These
modifications along with a new adjusted budget and other changes
relative to the flow of benefits to the needy are detailed in
Tabs A and B to the Action Memorandum requesting authorization
incorporated in the following pages.

D. Summary Findings.

The Project Committee has reviewed the detailed economic,
financial, institutional, social, environmental and
administrative analyses carried out for the proposed project
(Parts IV and V and corresponding Annexes). In each case, the
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project was found feasible and beneficial. The project is also
found appropriate within the framework of official USAID country
program and sector strategies. Project. authorization, therefore,
and early execution, are recommended.

E. Legal Criteria:

The project meets all applicable statutory criteria. As
this is an intermediate credit institution (ICI) project,
planning and costing requirements of Section 611 (a) of the 1961
FAA are considered satisfied through institutional analysis and
the application of detailed AID program, policy and project
criteria as applied to both ICIs and sub-borrowers under the
lending component of the project. With respect to the Host
Country contribution requirement, combined GOU and participating
ICI and enterprise inputs to the project are calculated at 31% of
total project cost (See Financial Plan). The GOU request for
assistance in the form of this project is attached as Annex G.

#1658J



ACTION MEMORANDUM FOR THE ACTING ASSISTANT ADMINISTRATOR FOR
AFRICA

FROM: AFR/PD, Norman Coh {
SUBJECT: Rehabilitation ofProductive Enterprises (617-0104)

Problem: You are requested to authorize a grant in the amount
of $18.2 million from development assistance funds for the
Rehabilitation of Productive Enterprises (RPE) project in
Uganda. The FY 1984 obligation amount is $6.0 million. The RPE
project will be the centerpiece of the AID' program in Uganda,
utilizing the lion's share of Uganda's OYB in each of the three
fiscal years, FY 1984 - FY 1986.

Background: In the analysis of the USAID the most serious
development problem facing Uganda today and the rural and urban
poor (in terms of employment and adequate markets for primary
production) is severely debilitated productive capacity to meet
requirements for consumption and export. Constraints associated
with this generalized problem include lack of investment
capital and a continuing liquidity problem in financial
systems, lack of sound delivery vehicles for credit and
associated services, and lack of administrative and technical
absorptive capacity of the producer group. .

.In response to these factors the RPE project, as initially
conceptualized, was to provide rapidly disbursing credit and
associated technical assistance through the Cooperative
Development Bank (subsequently dropped as a viable lending
alternative) to a target group of primarily export oriented
agricultural enterprises (mainly cotton and coffee) and some
heavier non-agricultural industries. During design analysis,
however, it was found that: a) the needs of the original target
group were being addressed by other domors, while the principal
gap was in the area of investment capital for non-specific cash
crops and agriculturally related industries in general, and b)
the project must move at a pace commensurate with the weak
existing institutional environment (public and private)
implying the need for a long-term system building effort to '
develop required absorptive capacity at both intermediate
lending and sub-borrower (target enterprise) levels.

It also became necessary to revise certain elements of project
design and conditions in order to assure that project
objectives related to the flow of benefits to the needy are
adequately addressed during implementation ,and sufficiently
reflected in authorization documentation (See Tab A).



Discussion:

A. The Project:

The project, as redesigned, consists of assistance to improve
income of the rural poor and increase agricultural production
in Uganda through increased productive investment in
agricultural enterprise. Assistance is further provided to
help in strengthening the capacity of both borrowers and
lenders in the country for productive investment in agriculture
through provision of (a) technical assistance and training for
improved managerial and technical capacity of both groups, and
(b) start-up lending capital for priming of the credit systems
to be strengthened and to enhance experience and capital
mobilization capability necessary for self-sustained
development in the future.

The structure of the project is built around the notion of
separate but mutually reinforcing packages aimed at the two key
levels, credit intermediary and borrowing enterprise. Overall
management and coordinating responsibility for the project will
be lodged with the Central Bank of the country (The Bank of
Uganda [BOU]). As a practical matter, however, the effort will
be directed primarily through the efforts of US contractors in
collaboration with the management of the lead lending
institution, the Uganda Development Bank (UDB). The project
will also be carried out in a collaborative style with a World
Bank/UNDP team, currently working with the UDB in critical line
positions to strengthen industrial lending and overall
management of the institution and its operating procedures.

In the AID/W review of the project, it was agreed that the
project, as presented in the PP (a three-phased, $32 million,
seven and one-half year effort) should be modified in order to:
a) eliminate the last phase of the project, cutting the project
to five years at less than $20 milliomn, b) incorporate further
analysis of project assumptions and an accelerated trial
operations activity in order to meet certain early credit
demands and validate or adjust design structure on the basis of
this experience (AID/W is to approve design adjustments and the
revised plan for the main implementation phase of the project
on the basis of an evaluation of this early experienceg, and c)
adjust budget assumptions and guidelines for non-credit
elements of the project to encourage more of an indigenous,
lower cost approach to technical assistance, training and
management of project activities. These modifications are
described along with a new adjusted budget in Tab B. Subsequent
to authorization these changes, along with those described in
Tab A relative to the flow of benefits to the needy, will be
incorporated within the project paper proper so that it may
serve as a valid management tool during implementation.
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B. Financial Summary of the Project:

1. The US Contribution to the project, summarized below, will
total $18.2 million of which $6.0 million is to be obligated in
FY 1984. This, as noted above, represents a very substantial
reduction from the $33.9 million activity proposed in the PP.
0f the total, $10.0 million is for the credit component
representing the foreign exchange costs of sub-projects to be
financed, and $8.2 million is for all other costs including
technical assistance, training, commodities, procurement
services for sub-projects, auditing, data management and
evaluation etc. These figures include a 7% compounded inflation
factor. The detailed revised budget is shown in Tabi B.

Category LOP Funding Requirements
($000)
Credit (includes inflation) 10,000

Project Operations

Technical Assistance & | 5,582
Training -
Other Costs (Commodities, 1,333

Procurement, Research
Evaluation etc.)

Sub-Total | 6,915
Inflation . 1,292
Sub-Total 8,208
Grand Total (rounded) 18,210

2. The Host Country will contribute an estimated US$5 million
to the project in the form of local currency components of
project sub-loans while borrowing enterprises will contribute’
another $3.2 million in equity contributions and technical
assigtance cost associated with sub-projects for a combined
contribution of $8.2 million or 31% of total cost.

C. Socio=-economic, Technical and Environmental Soundness:

1. AID/W has reviewed the detailed economic, social,
financial, institutional, and administrative analyses carried
out for the proposed project (Parts IV and V of the PP and
corresponding Annexesg. In each case the project was found
feasible (or likely to be feasible) and in compliance with AID
policy and programming criteria. The project is also found
appropriate within the framework of official USAID country
program and sector strategies. :
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2. Environmental Determination: Although the IEE resulted in
a negative determination for Class 1 sub-activities, and
deferred threshold decisions for Class II and III
sub-activities, and an environmental assessment is not required
before authorization, the project involves activities and
locations that are as yet not specifically identified and
confirmed for financing. This is an Intermediate Credit
Institution (ICI) project; the sub-project list is still
illustrative. A system has been designed and approved,
however, which provides for environmental classification of
loan applications and ascending levels of review depending on
the size of the activity and its potential for environmental
harm and for the institution of mitigating measures and/or
further analyses as necessary prior to sub-project approval and
funding. Procedures are described in detail in the
Environmental Analysis, pp. 85-90 of the PP.

3. Human Rights: 1In the case of Uganda, Section 116 (a) of
the FAA restricts AID activities to assistance that directly
benefits needy people. 1In this project, benefits to the needy
should be substantial as a result of its employment impact, the
establishment of new and/or more competitive markets for the
production of primary agricultural commodities by small
holders, increased availability of lower cost farm inputs for
improved profitability on small farms and the increased supply
of lower cost basic household food items for poor consumers. In
addition, in the review process, the project has been revised
and measures adopted to enhance the flow of benefits to the
needy. (See Tab A.) Section 116 is thus considered satisfied.

4, Section 611 (a) As this is an ICI project, planning and
costing requirements of Section 611 (a) of the FAA are
considered satisfied through the application of detailed AID
program, policy, and sub-project criteria as applied to both
ICIs and sub-borrowers under the lending component of the
project.

D. Implementation Plan: Implementation arrangements and plan,
detailed on pp. 92-110 of the PP, have been reviewed and deemed
sound by the USAID and AFR. Subsequent to- authorizationm,
however, they will have to be adjusted to a degree in order to
take into account revisions to the first two years of the
project detailed in Tab B. Implementation arrangements for the
last three years of the project may also need to be modified on
the basis of experience during the pre-implementation trial
operations period.

E. Procurement and Waivers: The procurement of commodities
will be accomplished under policies set forth in Chapter 19 of
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Handbook 1, Supplement B. Kenya will be regarded as a local
cost source under the extended shelf items rule. Most
procurements under the lending activity of the project will be
for over $5,000 but less than $100,000 in value. The
procurement services agent (PSA) acting for and together with
private sector sub-borrowers will be expected to follow good
commercial business practices and use informal (negotiated)
procurement methods for these purchases. For individual

- procurements exceeding $100,000, formal competitive bidding
procedures will be followed with the USAID retaining its right
to approve the issuance of IFBs and related contract awards.

With respect to waivers, a blanket waiver to allow the purchase '
by sub-borrowers of items of Geographic Code 899 origin/Code
935 source of up to $ 3.0 million is requested as part of the
authorization. This is due to a design team estimate that up to
100 sub-borrowers under the project for the most part will be
rural based and dispersed with little access to procurement
information on commodities other than those normally available
in the vicinity of the enterprise. Likewise, spare parts,
maintenance and repair services are only available for
equipment normally in use in the area, most of which is of Code
899 origin. Little, if any, of the equipment and spare parts
likely to be imported by sub-borrowers is currently imported by
Uganda from the United States.

In addition, a blanket six month source/origin shipping waiver
and a determination of non-availability of US Flag vessels will
be requested from AID/W (SER/COM/TS) shortly before the first
project commodities are purchased. Although such a
determination could be supported at this time from Europe and
Japan to Mombassa, because there is currently no US flag liner
service on these routes, this may not be the case six months
from now.

F. Justification to the Congress: An Advice of Program Change
was submitted to Congress on June 15, 1984, and the waiting
period expired on June 30, 1984, without objection.

G. Conditions and Covenants: Conditions and covenants to
ensure timely and effective implementation of the project are
included in the attached authorization.

Recommendation: That you sign the attached Project
Authorization and thereby a) approve funding of $18.2 million
for a grant to the Government of Uganda for the credit project
as described in the attached project paper (as modified by Tabs
A and B) and b) approve the requested source/origin waiver.
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PROJECT AUTHORIZATION

Name of Country: Uganda
Name of Project: Rehabilitation of Productive Enterprises

Number of Project: 617~-0104

1. Pursuant to Section 531 of the Foreign Assistance Act of
1961, as amended, I hereby authorize Rehabilitation of
Productive Enterprises Project (the "project") for Uganda (the
"Cooperating Country") involving planned obligations of not to
exceed eighteen million two hundred thousand U.S. dollars
($18,200,000) in grant funds over a three year period from date
of authorization subject to the availability of funds in
accordance with the A.I.D. 0YB/allotment process, to help in
financing foreign exchange and 1local currency costs for the
Project. The planned life of the Project is five years from
the date of initial obligation.

2. The project consists of assistance to improve income of the
rural poor and increase agricultural production in Uganda
through increased productive investment in agricultural
enterprise. Assistance is further ©provided to help 1in

strengthening the capacity of both borrowers and lenders in the

country for productive investment in agriculture through
provision of (a) technical assistance and training for improved
managerial and technical capacity of both groups, and (b)
start-up lending capital for priming of the credit systems to
be strengthened and to enhance experience and capital
mobilization capability necessary for self-sustained
development in the future.

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

4.a. 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 Cooperating Country or in
countries included in A.I.D. Geographic Code 941, except as
A.I.D, may otherwise agree in writing. Except for ocean
shipping, the suppliers of commodities or services shall have
the Cooperating Country or <countries included in A.I.D.
Geographic Code 941 as their place of nationality, except as
A.I.D. may otherwise agree in writing. Ocean shipping financed
by A.I.D. under the project shall, except as A.I.D. may
otherwise agree in writing, be financed only on flag vessels of



the Cooperating Country or countries included in A.I.D.
Geographic Code 941.

4,b. Conditions Precedent.

(1) Disbursement for Technical Assistance. Prior to the
first disbursement under the Grant for technical assistance, or
to the issuance by A.I.D. of any commitment document to finance
such assistance, the Grantee shall furnish to AID, in form and
substance satisfactory to AID, except as AID may otherwise
agree in writing, evidence of:

(a) The establishment of a high level, inter-agency
project committee to provide for national oversight of the
project's execution and to serve as a vehicle for policy level
intervention when necessary. The evidence submitted should
include terms of reference and operating procedures for the
committee, and

(b) The establishment, or intention to establish
within a satisfactory time period, of a consolidated
agricultural projects appraisal department within the Uganda
Development Bank which will draw from the existing Crops and
Livestock departments.

(2) Disbursement for Lending. Prior to the first
disbursement under the Grant for lending, or to the issuance by
AID of any commitment document to finance such disbursement,
the Grantee -'shall furnish to AID, in form and substance
satisfactory to AID, except as AID may otherwise agree in
writing:

(a) Evidence of an established rediscount facility in
the Bank of Uganda, to be utilized by project Intermediate
Credit Institutions (ICIs), particularly the Uganda Development
Bank, for securing the local currency counterpart contributions
required for the sub-lending program. This evidence shall
include the terms, conditions, and operating procedures for
access and drawdowns from this facility;

(b) Evidence of the establishment of a special account
for repayments by ICIs of Project loans which are to be relent
for purposes in accord with project criteria in general,
together with procedures for use of funds 1in the special
account.

(c¢) Evidence of the development of an officially
approved operations manual for the lending component of the
project including credit policy and regulations and lending
criteria for ICIs, sub-borrowers, and sub-projects. This will
also include:



. (c.1l.) Procedures for complying with AID's
environmental regulations

(c.2.) Evidence of the intent of the credit policy to
provide for loans to sub-borrowers at positive real rates of
interest (above officially established rate of inflation)

(c.3.) Evidence of the establishment of 1lending
policies and criteria for sub-loan and sub-borrower eligibility
which will assure effective participation of needy people in
the benefits of investments to be financed by the project.
Among other things, the policy will require that only
sub-project proposals that demonstrate that one or more of an
illustrative list of approved benefit impacts (to be included
in the presentation) will, in fact, occur, will be approved.
The policy will also require that the basis for approval be
documented.

(c.4.) Procedures for referring proposed sub-loans to
AID for approval with respect to AID's project, program, policy
and legal requirements;

(a) Evidence of _compliance with environmental
analysis, review and mitigating measures procedures outlined in
project implementation letters for sub-projects to be financed
by the first disbursement and agreement with respect to
environmental procedures for all subsequent disbursements;

(e) Signed loan agreements with the applicable ICIs to
participate in the lending activity; (Once a loan agreement is
signed with one ICI, lending may commence through that
particular ICI, New loan agreements may be signed over the
life of the project, each to be approved by AID, as each new
ICI applies to participate in project lending activity. The
loan agreements will stipulate compliance with project 1lending
criteria and provide for terms and conditions acceptable to
AID.)

(f) Evidence of acceptance of negotiated ongoing
maximum levels of delinquency and default rates, at both ICI
and sub-borrower levels, over the life of the project. It will
be further accepted that if such rates exceed the agreed upon
levels (in weither or both the ICI in gquestion and the
sub-borrower group) disbursements for lending through that ICI
will be stopped until the BOU and AID are satisfied that the
rates have dropped below the levels 1in gquestion and that
adequate measures have been taken to avoid future occurrences
of the problem;

(g) A statement that imported project commodities will
be exempted from import duties and inspection fees etc.



(3) Disbursement for Phase II. Prior to the first
"disbursement under the Grant for Phase II, or to the issuance
by AID of commitment documentation for such disbursement, the
Grantee shall submit to AID, in form and substance satisfactory
to AID, except as AID may otherwise agree in writing:

: (a) detailed plans and costs for Phase II project
execution (based on the findings of the comprehensive
evaluation to be carried out toward the end of Phase I in late
1986), and '

(b) government approval of a plan to establish an
independent technical assistance entity by the end of the
project. The evidence should indicate approval of the concept
and the substance of the proposed plan for arriving at the
independent enterprise. The evidence should also indicate
approval of the initial establishment of the technical
assistance entity under thf proposed Prime Contract.

4c. Covenants.

The Grantee shall covenant that, except as AID otherwise agrees
in writing, it will:

(1) Assure that proposed sub-loans for an amount exceeding
$200,000 in AID financed costs will be submitted to AID for
approval prior to disbursement;

(2) Assure that the AID receives copies of all sub-loan
proposals in general for purposes of information and monitoring;

(3) Assure that loans made available under the project
will be payable through ICIs to private enterprises in both
foreign exchange and 1local currency in accordance with the
approved loan application submitted by the private enterprise.
Repayment of 1loans - at both the ICI and private enterprise
levels will be entirely in local currency, the amount thereof
determined with respect to the foreign exchange 1loan, in
accordance with the rate of exchange prevailing at the time the
foreign exchange is disbursed to or on behalf of the borrower.

(4) Attempt to reach agreement with commercial.- ICIs
interested in participating in the project with respect to a
combination of interest rates and a possible 1local currency
credit guarantee scheme which will allow such ICIs to project a
satisfactory return to their participation at an acceptable
risk;

(5) Continue to review and revise interest rate ceilings
in line with inflation rates;

(6) Make its best efforts to:



(a) resolve the edible o0il ex-factory tax question in
a manner condusive to the development of the local industry and
production for the Uganda market;

(b) resolve disputes over ownership of private
enterprises soliciting credit for sub-projects under the
project; and

(c) provide and maintain qualified counterpart
personnel on a timely basis in the UDB;

(7) Require participating ICIs to develop procedures for
making sub-loans under the project that include environmental
analysis and review procedures satisfactory to AID; and

(8) Require "participating ICIs to include the following
conditions/covenants in each sub-loan agreement:

(a) With respect to all Class II and Class III
activities, a <covenant whereby the borrower agrees that
production operations will not commence until adequate
facilities for organic and toxic waste treatment are in place
and whereby the borrower agrees to a right of inspecticn by the
representatives of the lender, GOU or AID to insure compliance
with, and the adequacy of, any environmental design
requirements or environmental protection facilities agreed to
as part of the loan approval process; and

(b) In the case of 1large industrial opertions which
will receive loan funds in increments, a condition precedent to
receipt of subsequent increments of 1loan funding requiring
evidence that satisfactory progress has been made on
installation of waste treatment facilities and verification (by
intial monitoring) that the design of the facilities 1is
adequate,.

4.4. Waiver,

(1) Pursuant to the authority of HB 1B, CH 5B4a(2) and (7),
and based on the Jjustification contained in Annex C to the
project paper, I hereby approve a source/origin waiver to AID
Geographic Code 899 in an amount not to exceed $3 million, for
procurement of commodltles by sub-borrowers under the project.

Mark L. Edelman
Acting Assistant Administrator
Bureau for Africa

7- 25 -%¢
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Tab A.

REVISIONS TO PROJECT DOCUMENTATION TO ASSURE AN
INCREASED FLOW OF PROJECT BENEFITS TO THE NEEDY

REHABILITATION OF PRODUCTIVE ENTERPRISES PROJECT (RPE) - UGANDA

I. Introduction:

It has become nececessary to revise certain elements of project
design and conditions in order to assure that project
objectives related to the flow of benefits to the needy are
adequately addressed during implementation and sufficiently
reflected in authorization documentation. The purpose of this
tab is to detail those revisions for review and approval.

Other modifications having to do with pre-implementation
activity, the budget, phasing and duration have also been
determined on the basis of technical recommendations frox the
project review process. These are detailed in Tab B. As a
practical matter, given limited time remaining in the fiscal
year for authorization, negotiation and obligation of the grant
in the field, it was decided to indicate changes in this form
for purposes of authorization and to revise the PP itself as
soon as possible thereafter. Fox this reason, the reviewer
will note certain inconsistencies between what i1s presented
here and the text of the PP. Proposed revisions to the PP are
detailed under Section IV below.

II. Background:

The original goal structure and design of this project was
"built around a set of assessed constraints related to the
overriding Ugandan economic problem of severely debilitated
productive capacity in relation to the country's ability to
meet its requirements for both comsumption and export.
Constraints included lack of investment capital, lack of sound
delivery vehicles for credit and associated services, lack of
administrative and technical capability at the producer level,
etc. The project was thus designed to address the principal gap
which was assessed to be a generalized lack of financial,
technical and administrative absorptive capacity for capital
investment at all levels amongst both borrowers and lenders.

The product of the above effort, therefore, focussed on
institution and system building while incorporating badly
needed lending capital as a contribution to ''prime' the system
and to meet the immediate needs of a portion of the productive
sector which for now and in the foreseeable future had no
access to other sources of such assistance, ie., agricultural
enterprise (not including the major cash export crops, cotton
and coffee where needs are being addressed by other donors).

0
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In line with the system focus of the design exercise, analyses
concentrated on economic, financial, and institutional

feasibility in terms of the lending channels to be strengthened

and a set of illustrative sub-projects in relation to potential

viability and return on investment. The analyses did not focus .
sufficiently on the question of benefit incidence in relation
to the needy, as enterprises to be financed represented target
clientel of a somewhat different character, ie., the low and
mid-level entrepreneurial group (average investment loan size
in the range of $30,000 to $80,000).

It was hypothesized on the basis of other analyses and field
observation, nevertheless, that the needy would in fact benefit
substantially from sub-project financing in the following ways:

- Increased employment and reduced under-employment of
rural and urban poor wage earners as a consequence of
investments in expanded agricultural enterprise
operations both on and off the farm. It is estimated
1,500 new jobs will be created directly and an
additional unknown number from secondary effects.

- The establishment of new and/or more competitive
markets and improved prices (from increased
competition amongst processors and buyers of primary
production) for agricultural commodities, most of
which is in the hands of small holders through the
financing of such ventures as oil mills, feed mills,
poultry and dairy processing operations etc.

- Increased availability of domestically produced, lower
cost, farm inputs for lower production costs and
improved profitability at the small holder level.

- Increased domestic production of a variety of food
crops resulting in increased availability and lowered
cost to rural poor consumers of such basic commodities
as cooking oil, maize flour, beans, vegetables, milk
and milk products. It is for such items (with the
addition of sugar, tea, salt and soap) that the bulk
of rural disposable income is dedicated.

Although the above linkages and benefits have not been
analytically demonstrated, the necessary analyses can now be
carried out as part of pre-implementation assessment activity
as well as on a case by case basis as sub-projects are
considered for financing. (See following section.)

Is important to note here, that the vast majority of Ugandan
population is, in fact, needy. About 907 of the population
lives in rural areas and engages in farming to meet subsistence
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and cash income needs. Land holdings average less than 2.3 Ha.
and farming is carried out with very simple hand tools for the
great majority. A high percentage of households are unable to
meet basic food requirements throughout the year and annual
expenditure levels on basic household commodities for most
families hover in the area of $100 or less. [Source: '"The
Uganda Social and Institutional Profile, August 1984, prepared
for AID by The Experiment in International Living.]

III. Measures to Enhance the Flow of Project Benefits to the
Needy. .

A. Purpose of the Project.

The primary purpose of the project has been revised from its
previous focus on lending system improvements as follows:

Improved income for the rural poor and increased

agricultural productilion through increased investment in
agricultural enterprise (primary production, processing,
marketing, and other agriculturally related operations).

Conditions expected at the end of the project and lower level
indicators will include the original system and enterprise
development objectives in addition to new targets associated
with the flow of benefits to the needy.

B. Lending Criteria:

Currently proposed lending criteria, detailed on pp. 83 and 84

of the PP, incorporate standard AID program and policy criteria -

(adequate planning and costing, environmental, financial,
technical, social, and managerial soundness) in addition to
requiring sub-projects to meet one of three key conditioms;
labour intensive technology, potential for import substitution
or export, or provision for increased markets, inputs, or
services for agricultural production based on locally available
inputs. Additional criteria relate to ICI and sub-borrower
eligibility in terms of institutional capability, ownership,
operating policies etc. The spirit of the criteria is to
promote a viable, self-sustaining private enterprise growth and
development process, while also emphasing traditional
principles of prudent investment and assuring the application
of important AID policies.

One of the criteria relates to social soundness or equity,
although lacking is definition in terms of exactly what is to
be weighed in such a determination. To correct this gap, it is
now proposed that prior to financing any sub-project, it must
be demonstrated that the investment will result in one or more
of the following benefit impacts relative to the ultimate
target group of needy people.
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1. Increased employment of rural or urban poor wage
earners or potential wage earmers (to include on or
off farm employment of small holder family members).

2. Increased income for small holder agricultural
producers through improved markets and better prices
for primary production and/or through reduced cost of
production from lower cost farm inputs.

3. Increased availability and lower cost of basic food
commodities to rural and urbtan poor consumers from
increased domestic production.

4, As a corollary to No. 3., improved nutrition/health of
rural and/or urban poor as a result of increased
availability and/or lower cost of essential food
commodities required for adequate diet.

5. Increased real wages paid to under-employed/underpaid
workers due to improved enterprise profitability,
expanded operations, appropriate technology, etc.

6. More efficient utilization of family labour (women,
children, parents) on_the farm or within the household
enterprise. This could also include village
enterprises in production, processing or provision of
agriculturally related goods or services.

7. Increased and/or more effective participation of women
in the enterprise financed and economic benefits to be
derived therefrom.

8. Improved economic returns to small producers,
processors, or intermediaries from reduced government
participation in all or portions of the production and
marketing chain for given commodities.

" 9. Improved returns to rural or urban poor cooperative

- members or enterprise shareholders from improved
efficiency and economies of scale, more equitable
management and distribution of profits, etc.

It is recognized that there is some redundancy in the above
list and that other potential impacts could undoubtedly be
developed and added. At this point, however, these impacts are
illustrative and will need to be mutually agreed upon by AID
and the Grantee. They will also be further refined during
detailed planning efforts in the pre-implementation period. On
the basis of early experience, there may also be a need to
negotiate modifications during implementation. In any case, the
basic principle of a solid flow of benefits to the needy will
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be maintained and emphasized throughout the project. Finally,
if and when qualified sub-project demand exceeds availability
of project funding, the greater the flow of benefits associated
with a particular sub-project, the greater the priority that
will be accorded to it in the selection process for financing.

B. Conditions:

A condition precedent to the first disbursement for lending
requires the grantee to furnish, in form and substance .
satisfactory to AID, an officizlly approved operations manual .
for the lending component of the project including credit
policy and regulations and lending criteria for ICIs,
sub-borrowers and sub-projects. To further assure compliance
with project objectives with respect to the needy, the
condition has been strengthened to include detail with respect
to the matter of benefits to the needy as follows:

"' ...the manual will also include evidence of the
establishment of lending policies and criteria for
sub-loan and sub-borrower eligibility which will assure
effective participation of needy people in the benefits of
investments to be financed by the project. Among other
things, the policy will require that only sub=-project
proposals that demonstrate that one or more of an
illustrative list of approved benefit impacts will, in
fact, occur, will be approved. The policy will also
require that the basis for approval be documented. "

Contract assistance will be provided to both lenders (ICIs) and
sub-borrowers to assure that the above policies and criteria
are faithfully observed in practice during implementation.

IV, Proposed Revisions to Project Paper to Reflect Design
Changes Emphasizing the Needy as the Principal Target
Group of Beneficiaries:

Part II of the Paper (Background and Rationale sectioms) will
be revised to incorporate an analysis of constraints associated
with the condition of needy (especially the rural poor) as part
of the Problem Analysis. The condition of the needy will also
be documented in the section on the Economic Setting.

Part I1I of the Paper (Detailed Description) will be revised as
follows:

Overview and Approach sections will be modified to include
summary descriptions of strategy to reach the needy target
group in line with the thinking expressed above.
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Detailed Activity Descriptions will be revised to
incorporate special activities (scopes of technical
assistance and training interventions) designed to assure
compliance with objectives to increase participation of
the needy in benefits of the project. Under the data
management section of the project, which already includes
a number of studies touching on the issue to a greater or
lesser extent (base line data, credit demand, profiles of
client enterprises, constraints to enterprise development,
alternative capital markets, women and development)
increased emphasis will be placed on analyzing and
developing ways and means of promoting greater spread
effects.

The Evaluation Plan, also covered in Part V, will be
revised to incorporate analyses in both scheduled
evaluations, years 2 and 5, as to the effective pursuit of
benefit objectives for the needy and achievements related
thereto. The evaluation will draw heavily from the Data
Management activity for relevant baseline and time-series
information.

Part IV (Project Analyses) will be modified to incorporate an
analysis of beneflit incidence and how it may be increased under
the Social Soundness and Economic Analyses sections.
Institutional, financial and lending criteria sections will
also be modified appropriately.

Part V (Implementation Arrangements) will require relatively
Tittle modification on the question of benefits to the needy,
although it will be revised to accomodaté other changes in
phasing, budget and pre-implementation activity.

Annexes will be modified appropriately where necessary,
especially the expanded project analyses and the logical
framework.

AFR/PD/EAP: JH’e%{'rd: 9/21/84: 11863



Tab B

SUPPLEMENTARY STATEMENT ON PRE-IMPLEMENTATION PERIOD AND BUDGET
PROJECT PAPER
REHABILITATION OF PRODUCTIVE ENTERPRISES
UGANDA

I. Introduction.

Based on a comprehensive review of the RPE project paper by the
Africa Bureau it was agreed that the project should be modified in
accordance with the following guidelines:

A. The basic design of the project is considered wvalid.
Proposed modifications pertain only to the
pre-implementation period, project phasing and length, and
budget assumptions.

B. The third and last phase of the project is to be
eliminated, cutting the project from a seven and one-half
year effort to approximately five years.

C. The initial pre-implementation period is to be modified to
incorporate further analysis of project assumptions and an
accelerated trial operations activity in order to meet
certain early credit demands and validate or. adjust design
structure as described in the PP.

D. Budget assumptions and guidelines for non-credit elements
of the project are to be reworked to encourage more of an
‘indigenous, lower cost approach to technical assistance,
training and management of project activities.

Upon approval in final form these changes will be incorporated
within the project paper proper so that it may serve as a valid
management tool during implementation. In the meantime, and for
purposes of authorization, proposed modifications and budget
adjustments are as described below:

II. Modifications to Basic Design.

A. Project Period and Phasing.

The third and last phase of the project, originally to commence in
January 1989 and run for three years, is eliminated. The
assumption is that if a third phase is warranted by experience and
analysis during implementation, the need would be handled through
an RPE II follow-on project. Also, given the more ambitious effort
to be realized during what was to be the initial pre-implementation
period, i.e., pilot lending and other operational activity, this
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period has been extended to two years and will run from obligation
of the initial tranch of funding (September 1984) to the end of
September 1986. Overall project length, therefore, including the
three-year primary implementation effort, will come to five years
and conclude in September 1989.

B. Pre-Implementation: September 1584 - September 1986.

17 Concept.

During the original pre-implementation period (June 1984 - Dec.
1985) critical planning, préparation and gearing-up activities
were to take place including contractor recruitment and
mobilization, the meeting of conditions precedent, preparation of
detailed work and procurement plans, etc. Under the revised
package, the objective is to augment this activity with:

- an additiomal analytical effort to revalidate and/or
adjust design structure and approach as necessary in order
to adopt more flexible, efficient, less demanding and less
costly vehicles and procedures for lending to target
clientele (through private commercial banking chandels to
the extent possibleg, and,

- a pilot lending effort to be implemented on an
experimental basis with a select group of high priority
sub-projects which are determined to be more ready to
finance in terms of established feasibility and sound
investment and management plans.

On the basis of the above experience, the design, structure and
plan for the main operational phase of the project (fiscal years
1987-1989) will be modified as warranted depending on the nature
and magnitude of changes contemplated. Washington review and
approval will be required prior to proceeding with Phase II.

2, Implementation:

a) Finance and Development Specialist.

As soon as possible following execution of the Grant Agreement, a
finance and development banking specialist will be recruited and
contracted for services in Uganda. Ideally this person should
combine a background and skills as an AID finance or projects
officer and as an intermediate credit and development banking
specialist. The contract will be structured flexibly to retain
the person's professional services on an as required basis over
the course of the pre-implementation period. It is estimated that
approximately nine months of consulting time will be needed which
would be provided in five or six trips of an average of six to
eight weeks each.
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The plan, role and functions of the specialist will be as follows:

(1)

(2)

(3)

(4)

(5)

Assist the GOU and the USAID with the meeting of principal
conditions precedent for both technical assistance and
lending, i.e., establishment of the high level project
oversight committee and its groundrules, the consolidation
and restructuring of the Crops and Livestock Departments
of the UDB together with the group to be brought in from
the Private Development Corporation of the Philippines
(See below), development and approval of an operating
procedures manual for project lending (including the
refinement and negotiation of ICI, sub-borrower, and
sub-project criteria), loan agreements between the Bank of
Uganda (BOU) and participating ICIs, and the establishment
and operating procedures for the rediscount facility in the
BOU for the provision of the local currency contribution
requirement for UDB lending.

Assist the GOU (Bank of Uganda), USAID and REDSO/ESA with
the development, approval and establishment of simplified
criteria and procedures for project review and approval,
procurement, disbursement and vouchering, implementation
management in general and monitoring, with special
attention directed to enVironmental criteria and
procedures, now considered to be overly rigorous for
efficient implementation. (Modification of environmental
criteria and procedures will have to be approved by
REDSO/ESA as may other changes if substantive.)

In collaboration with the Philippine group, assist
participating ICIs, early prospective sub-borrowers and
the USAID with the review, refinement and approval of an
initial group of sub-projects to be financed during the
pre-implementation period including the development of
management plans and follow-up assistance activity for
such projects from technical assistance to be supplied by
the project during the main implementation phase.

Assist the USAID with the development of scopes of work
and solicitations for the wvarious short and long term
contracts under the project, including technical
assistance and training for ICIs and sub-borrowers,
procurement assistance, auditing services, and further
analysis and evaluation.

In collaboration with the Philippines Group assist the
USAID with the planning and realization of an evaluation
of pre-implementation experience against the original
design of the project and with redesigning of the main
implementation Phase of the project to the extent
warranted by findings and recommendations of the
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evaluation, including revision of various scopes of work
for longer term technical assistance and training activity
and the development and presentation of a PP supplement
for field or Washington approval depending on the nature
and magnitude of changes contemplated.

b) The Private Development- Corporation of the
Philippines.

Subsequent to authorization of the project a sole source waiver
for the procurement of technical assistance from the Private
Development Corporation of the Philippines (PDCP) will be sought
in order to provide uniquely relevant technical assistance and
training services to ICIs participating in the project, especially
to the Uganda Development Bank. The objective is to bring to bear
lessons learned from over a decade of experience of this
organization in successful third world development lending on
project operations. ’

As soon as possible following execution of the Grant Agreement,
PDCP will be invited (under invitational travel procedures) to
send a delegation of senior officers and technicians to Uganda
sometime in the fall of this year (1984) to assess the situation
and negotiate a draft contract for provision of the assistance
tentatively described below. Such an agreement would hopefully be
signed before the end of calendar year 1984 with actual assistance
to commence in early 1985. It is currently envisioned that the
assistance package from PDCP would consist of:

- Technical assistance extending over a period of one year
in the form of one resident advisor and short term
consultancies by specialists as required in finance and
credit, accounting, agro-industry and marketing, project
appraisal, data collection/analysis, evaluation and
training. (The exact mix of skills to be brought in on a
short term basis will have to await detailed planning and
negotiations to be carried out by the USAID with the
advance group from PDCP with assistance from the contract
finance specialist described above.)

- Training in the form of participation of various key UDB
and other ICI staff members in development banking courses
given at PDCP headquarters in the Philippines and, on
occasion, specially tailored courses to be given in Uganda
by PDCP advisors, depending on PDCP's assessment of
training needs made during its initial visit and early
advisory work in the banking community.

2 &
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More specifically, assistance to be provided is expected to
include:

(1) a detailed reassessment of the proposed operating
structure and plan for the project and appropriate
modifications for initial lending operations (in
collaboration with the contract finance speclallst),

(2) technical assistance to the UDB in the consolidation and
structuring of the combined Crops and Livestock
Departments ;in collaboration with the contract finance
specialist and development of an effective, streamlined
project appraisal and approval procedure to be utilized
during the pilot lending period. . Assistance will also be
directed to the development of improved supervision,
monitoring and collection procedures.

(3) Assistance to participating ICIs, early prospective
sub-borrowers and the USAID with the review, refinement
and approval of an initial group of sub-projects to be
financed during pre-implementation including the -
development of management plans and follow-up assistance
activity for such prOJects from technical assistance to be
supplied by the project durlng the main implementation
phase.

(4) Assessment of training needs and development of a
comprehensive training plan for ICl staffs for courses
both in Uganda and at PDCP headquarters and monitoring
would be carried out by the resident advisor.

(5) Assistance in the development of an initial base line data
collection effort for project lending operations and for
the installation of an ongoing data collection, analysis
and reporting system - to feed into the Data Management
component of the project once it commences under the main
implementation phase.

(6) In collaboration with the contract finance specialist
assistance to the USAID in the planning and realization of
an evaluation of pre-implementation experience against the
original design of the project and in the redesign of the
main implementation Phase of the project to the extent
warranted by findings and recommendations of the various
scopes of work for longer term technical assistance and
training activity and the development of a PP supplement
if necessary.

2.9
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3. Phase I1 -lImplementation - September 1986 -
September 1989

This period, unless otherwise modified by the experience of Phase
I, will remain more or less as described in the project paper
except that:

III.

It will commence somewhat later than originally
contemplated, i.e., Sept. instead of Jan. 1986, and,

The scope and budget for the prime contract will be
modified to encourage indigenous or locally resident firms
or PVOs (local in the greater East Africa context) to bid
on either the prime contract or as a joint venturers or
sub=-contractors especially with respect to portions of the
project dedicated to assistance to sub-borrowers (the
technical assistance entity or business advisory service
as described on pp. 32-38 of the PP) and procurement of
commodities financed by the credit component.

Advance work originally to be carried out by the Prime
Contractor, i.e., assistance in the consolidation of the
crops and livestock departments of the UDB and much of the
other preliminary administrative, financial and technical
arrangements for the project, will now be carried out by
the PDCP and the development finance contractor, thus
simplifying and somewhat lowering preliminary short term
technical assistance costs 'and requirements originally
contemplated as part of the package including substantial
initial mobilization costs.

Modifications to Project Budget.

The revised budget, detailed in the following tables, reflects
modifications described above. Principal changes incorporate:

An extended pre-implementation period, ie., 2 years as
opposed to 18 months in the original implementation plan.

Heavy front end loading of technical assistance and
training activity associated with the Private Development
Corporation of the Philippines and the Finance/Development
Banker inputs.

Reduced overhead on overall direct contract costs, ie.,
from 85% to 35%.

Reduced salaries and other costs associated with the
Technical Assistance Entity in line with emphasis on use
of local organizational capability to address the need on
the sub-borrower side.

0
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- An additional evaluation in Year 2 to validate or modify
design on basis of pre-implementation experience.

- An adjusted credit line to reflect the projected earlier

start of lending operationms.

The above changes have a ripple effect through the original budget
which has been adjusted accordingly, as have counterpart
contriutions. Assumptions for the old budget remain valid for the
most part. Once the project has been authorized, a new budget will
be integrated within the revised PP with a new master set of

adjusted assumptiomns.

!
(

BUDGET TABLE 1

DETAILED EXPENDITURES BY PROJECT YEAR

($000)
Project Year 1 2 3 4 5
FY 85 FY 86 FY 87 FY 88 FY 89 Total

AID FINANCED INPUTS -

Credit Line 500 800 2000 2400 2600 8300
Inflation (7%) 56 289 540 808 1693
Sub-total _ 500 856 2289 2940 3408 | 9993

Long Term TA
Chief of Party 165 165 165 495
Finance Anal. (UDB) 155 155 155 465
Ag-bus. Mgt. (TA Ent) 85 85 85 255
Accounting (TA Ent) 85 85 85 255
Finance Anal.(TA Ent) 85 85 85 255
PDCP Locan Off. 75 75 150
Sub-Total 75 75 575 575 575 1875

Short Term TA '
Finance/DevBanker 60 60 120
PCDP 50 50 100
Agro-Ind. 25 25
Bus Analyst 25 25
Other Int. & Local . 30 150 150 100 450
Sub-Total 11 210 150 150 100 720

3\



(Budget Table 1. Cont. )

Project Year 1

Local Hire

Professional Staff
Support Staff

Sub-Total

Local Travel

Local Office Costs

Training

In-Country (ICIs)
US & Third Country
In-Country Entprs.

Sub-Total

Sub-Total Direct
Contract Costs.

Contract Overhead
(Consolidated:
35% on above
costs - credit)

Sub-Total TA and
Trng.

Other Costs

Commodities

Vehicles
Office Equip

Computers
Sub-Total

Procurement Services

Research Fund (Data
Management)

External Audit

2 3 4 5
FY 85 FY 86 FY 87 FY 88 FY 89  Total
30 80 130 190 190 . 620
o 20 30 s 30 180
40 100 180 240 240 800
10 40 70 90 90 300
12 22 22 22 22 100
10 20 20 20 10 - 80
40 40 40 40 20 _ 180
0 20 20 20 10 80
60 80 80 80 40 © 340
307 527 1077 1157 1067 4135
07 18 377 405 373 1447
414 711 1454 1562 1440 5582
45 55 30 15 145
50 20 5 75
—_ 40 —_ —_ _— 40
45 145 50 20 260
25 43 100 100 100 368
30 50 50 20 150
10 50 100 100 100 360



(Budget Table 1. Cont. )

Project Year

Intn'l Vol Services
(IESC)
Evaluations

Sub-Total - All
non Credit Costs

Inflation - 7%
compounded

Sub~-Total - Non
Credit costs)

Total AID Financed
Contributions

Credit:
Total AID:

Rounded:

COUNTERPART CONTRIBUTIONS

Bank Financed
Inputs. (Local Cur.
Loan Component)

Inflation at 7%

Sub-Total:

Enterprise Financed

Inputs

Enterprise
Equity

TA Entity
Sub-Total
Inflation - 7%

Sub-Total inc. Inf.

Total Host Country
Contribution

TOTAL PROJECT COST

1 2 3 4 5
FY 85 FY 8 FY 87 FY 8 FY 89 Total
5 10 10 10 10 45
50 100 150
499 1039 1764 1842 1770 6915
-- 72 256 414 550 1292
499 1112 2020 2257 2320 8208
999 1968 4309 5197 5728 18201

10,000 All other costs: 8,208
18,210 —

250 400 1000 1200 1300 . 4150
28 145 270 404 847
250 428 1145 1470 1704 4997
150 240 600 720 780 2490
50 60 65 175
150 240 650 780 845 2665
17 163 176 263 619
150 257 814 956 1108 3285
400 685 1959 2426 2812 8282
1470 2790 6731 8128 9127 28246




A. Credit
Inflation - 7%
Sub-Total (Rounded)
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BUDGET TABLE 2

B. Project Operations

TA & TNG
Overhead at 35%
Sub-Total

Other Costs
Commodities

Procurement Services

Research Fund
External Audit

Int'l Vol. Services

Evaluation
Sub-Total

C. Sub=Total: All Non-

Credit Costs
Inflation at 7%

Sub-Total (Rounded)
Grand Total (Rounded)

Per Cent Contribution

Combined Total of Host
Country Contributions:

SUMMARY OF TOTAL PROJECT
COST BY FUNDING CATEGORY

AID Banks Enterprises Total
8300 4150 2490 14940
1693 847 507 3047

10000 4997 2997 17994
4135 175 4310
1447 1447
5582 175 5757

260 260

368 368

150 150

360 360

45 45

150 150
1333 1333~
6915 175 7090
1292 40 1332
8210 215 8425

18,210 4,997 3,212 26,419

69% 19% 12% 100%

$8,209 or 31% of Total Project Cost

AFR/PD/EAP: JHégE;: 8/20/84: 1111J
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PART I - SUMMARY AND RECOMMENDATIONS

A. Grantee and Executing Agencies.

The Ministry of Finance is the designated grantee for this
project and will sign thne Grant Agreement on oenalf of tane
Government of Uganda. The Bank of Uganda (central bank of the
country) will be nominated as the official executing aygency.

B Recommendations.

1. A ygrant in tne amount of $32.9 million, over a seven
and one-half year period commencing in July 1984, should be
authorized to the Government of Uganda for the preparation and
execution of the intermediate credit system development project
described in Part III of this project paper. ‘The contribution
to the project from the recipient country will améunt to the
U.S. dollar equivalent of $ 17.9Y milliion (36 % of total project
cost). Of the total project cost of $50.8 million, sub-
borrowinyg enterprises are expected to contribute approximately
$6.9 million while intermediate credit institutions will
finance about $11 million. (See Financial Plan, p. 51.)

2. Waivers:

a) A blanket waiver request to allow the purchase by
sub-borrowers of items of Geographic Code 935 source and origin
of up to $8 million is includea in Annex C, Waivers. This is
due to a design team estimate that up to 120 sub-borrowers
under the project, for the most part, will be rural based and
geographically disbursed with little access to procurement
information on commodities otner than those normally available
in the vicinity of the enterprise. Likewise, maintenance and
repair services will only pe available for equipment normally
in use in the sub-project area, and few, if any, of the
commodities likely to be imported by sub-borrowers are
currently imported by Uganda from the United States.

b) Annex C includes a regquest for a certificate of
non-availability of US shipping. This will exclude from cargo
preference rules any snipment of commodities not osiginating in
the United States. Also included is a request to allow shipping
costs of up to $3.0 million to be financed on Code 935 vessels.
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c. The Project

Tne project is designed to adaress tne principal gap
identified in the problem analysis, ie., the lack of absorptive
capacity of botin borrowers and lenders in Uganda for productive
investment in agricultural enterprise. This will be
accomplished tnrough provision of; a) tecnnical assistance and
training for improved managerial and technical capacity of both
groups and o) start-up lending capital for priming of the
systems to be strengtanened and to enhance experience and
capital mobilization capability necessary for seif-sustained
development in the future.

The structure of the project is built around the notion of
separate but coordinated and mutually reinforcing packages
aimed at tne two key levels, credit intermediary and oorrowing
enterprise. Overall management and coordinating responsibility
for tne project will oe ofrficially lodged with the Deparcment
of Development Finance of the Bank of Uganda. As a practical
matter, however, the effort will be orchestrated and directed
primarily through the efforts of a U.S. "Prime Contractor" in
collaboration with management ot the lead ICI, the Uganda
Development Bank (UDB). The project will also be carried out in
a collaborative style with a World Bank/UWDP team, currently
working with the UDB in critical line positions to strengthen
industrial lending and overall management of the institution
and its operating procedures.

D. summary Findings.

The Project Committee has reviewed the detailed economic,
financial, institutional, social, environmental and
administrative analyses carried out for the proposed project
(Parts IV and V and corresponding Annexes). In each case, the
project was found feasible and benetficial. The project is also
found appropriate within the framework of official USAID
country program and sector strategies. Project authirization,
therefore, and early execution, are recommended.

BE. Legal Criteria:

Tne project meets all applicable statutory criteria.
As this is an intermediate credit institution (ICI) project,
planning and costing requirements of Section oll (a) of tne
1961 FAA are considered satisfied through institutional
analysis ana the application of detailed AID program, policy,
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and project criteria as applied to both ICIs and sub-borrowers
under the lending component of this project. With respect to
the Host Country contripbution requirement, combined GOU and
participating ICI and enterprise inputs to the project are
calculated at 36% of total project cost (See Financial Plian, p.
51). The GOU request for assistance in the form of this project
is attached as Annex G.
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PART II: BACKGROUND AND RATIONALE

A. Economic Setting

l. Historical Overview

Uganda nas always enjoyed a wealth of readily accessiple
natural resources including favorable soils and climatic
conditions for agricultural production, a rich mineral base to
support the industrial sector, and ample water and forests for
energy development. During the 1460's, the couatry had begun
to exploit this potential, supported by an infrastructure which
was well developed compared to most other Sub-Saharan African
countries. As a result Uganda was self-sufficient in food and
exported large quantities of coffee and cotton and to a lesser
extent tea and tobacco.

In tnis period (1963-1970) per capita income rose at two
percent per annum and the GDP grew at a rate of almost five
percent. The latter outpaced the population growth rate at
that time of 2.6 percent. Inflation was low and the country
was able to maintain an excellent savings rate (averaging
13%)which permitted implementation of an ambitious investment
program without undue pressure on domestic prices or the
balance of payments. 1In the public sector, the GOU's budgetary
position was sound; i.e., revenue 1i1ncreased faster than
recurrent expenditure during the latter half of the 1960's and,
together with non-bank domestic porrowing, nelped to finance a
significant proportion of development outlays.

The engine of growth was agriculture which provided the local
and foreign surpluses needed for industrialization and
development. The rich soils and good weather in Uganda give it
a natural competitive advantage in most types of agriculture.
Over 90% of the population derive their income directly from
agricultural production which accounts for 75% of total
domestic output and 95% of export earnings. Sixty percent of
Government revenue is generated from agricultural activity.

After the 1971 Coup the situation quickly deteriorated. Under
military rule large numbers of skilled people left the country;
the parastatal sector became bloated with the addition of many
abandoned or confiscated industries; and public sector
professional standards were badly eroded. Lack of investment
and maintenance, financial mismanagement, corruption and gross
government interferance in the market mechanism characterized
the period and contributed to the ongoing decline.



In addition to these largely self-imposed problems, the Jgandan
economy was shaken by a series of external shocks; the sharp
rise in petroleum prices after 1973, the breakup of the East

- African Community (EAC) in 1977, and the damage and looting
wnich occured during the 1978-79 Liberation war. Conseguently,
. throughout the decade of the 1970's, the economy declined at an
ever increasing pace such tanat, following the war in 13979, it
was on the verge of collapse. (For more detailed background,
see Economic Analysis, Annex H.)

2. Uganda Today

Following the liberation war and the installation of the new
government under President Obote, severe structural problems
persisted; but in the economic policy sphere, the GOU (with IMF
assistance) initiated a program of reforms in June 1981 which
is addressing many of the most serious economic problems. The
objectives of the program are to: ’

(1) increase prices and other incentives to agricultural
producers;

(2) reduce smugyling and'speculation;

(3) allow free market forces to operate by removing most
price controls;

(4) establish an environment for increased investment and
production.

In order to achieve these objectives the following measures
were taken:

(1) a-90% devaluation of tne Uganda shilling;

(2) four to sixfold increases in the producer prices for'
coffee, cotton, tea and tobacco;

(3) removal of most government price controls;
(4) rationalization of the tax structure;

(5) substantial increase in the price of petroleum and
electricity rates;

(6) monetary and fiscal policy measures that nold down
budget deficits, government borrowings and domestic
credit expansion, and,



(7) 1increased interest rates that begin to reflect the
real cost of money.

The impact of thnese new measures over the past rfour years plus
continued policy reforms, including additional producer price
increases, an auction system for foreign exchange allocation
(Window 2), and the return by the GOU of some of its parastatal
noldings to the private sector, have nad a market positive
impact on the economy. Government deficit financing has been
reduced. There has been a noticeable diversion of supplies
back into official channels, and the cost for most commodities
has tended to fall below the pre-float open market prices.
These policy changes are setting the stage for structural and
institutional adjustments that should bring economic recovery
and sustain development. Other positive signs include:

- five percent GDP growth during 1981 and 1982 which

were sustained into 1883;
- 45 percent growth in export wvolume from 1930 to 1983;
- a nineteen fold increase in government revenue from

1981 to 1983 (0.8% to 6.3% of GDP);

- reduction of inflation from 100% in 1980-81 to 45% in
1982 to 30% in 1983,

The impact of the above measures would probably have been even
more positive were it not for continuing internal security
problems and the adverse world economic environment relative to
Uganda's balance of trade during the period.

Despite this progress, overall levels of economic activity
remain substantially below the peak levels attained in the
early 1970's. Per capita GNP is still only two thirds of tne
1970 level. The burden of this income lost £falls most heavily
on wage and salary earners, especially in the civil service.
Thesée public employees almost universally have to resort to
secondary employment or illegal activities or both in order to
survive.

A great deal, therefore, remains before the recovery effort can
be considered solidified and characterized as a success.
Nevertheless it is the USAID's pelief that the potential for
development, especially in the critical agriculture sector, is
extraordinarily high due to the strong existing pase in natural
and human resources. It is felt that with the right mix of



credit and technical assistance together with continuing
normalization of the security situation, tne economy, in the
medium term future should be able to reach and probaply outpace
the level of development achieved in the 1960s.

3. The Agricultural Sector

Already there has been a marked increase in agricultural
production and processing. The most dramatic increase are in
cotton and coffee production (See Economic Annex.) dNearly all
of the added production can be attributed to dramatic increases
in producer prices. Although crop processing has continued to
be a problem, it has increased substantially as evidenced by
much higher processed crop exports. (See Agricultural Sector
portion of Economic Analysis). Although there are no hard data
on increased commercial sales, many shops in Kampala, Jinja and
upcountry towns have reopened and are keeping surprisingly
large inventories.

Realizing the key role agriculture must play in recovery, the
GOU's near term objective for agricultural rehabilitation is
"to restore agricultural productivity and to encourage
structural adjustments in the sector that reflect Uganda's
comparative advantage." This is being accomplisned through the
series of policy -changes mentioned previously and througn tiae
restructuring of agricultura: institutions. The national
marketing boards, especially coffee and lint, will be
reorganized and streamlined to operate on a commercial basis
with effective cost controls linked to the volume of produce
nandled and the marketing services performed. One immediate
change, now being implemented, is the divestiture of adible oil
and soap factories by the Lint Marketing Board.

Renabilitation of the cooperative structure is also key to
agricultural recovery. At one time, the cooperative system in
Uganda, which was considered by many to be the best in Africa,
was the structural foundation of the country's highly
productive agricultural sector. Uganda's agriculture is based
on small holder mixed-farm production with cooperatives
providing internal marketing and processing and for the last
few years, most input supply. The Recovery Programme
recommends a series of crop production and rehabilitation
programs, but, in all cases, except for tea and sugar,
cooperative support is the central institutional element. All
cotton gins, most coffee hullers, and the (soon to pe
transferred) oil processing facilities are operated by private
cooperatives. Finally, cooperatives operate a wide range of
other rural enterprises (supply stores, maize mills, furniture
manufacturers, piggeries, slaughter houses, etc.) which support
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or complement agricultural production. Thus, agricultural
recovery in both the snort and medium term will depend
significantly on the rehabilitation of the cooperative services
of input supply, crop processing and marketing.

Cooperatives are eligible to borrow under this project and
should absorpdb a significant share of credit offered. The
cooperative system is also being assisted by the ongoing Food
Production Support project witn commodity and technical
assistance and will be the subject of a major new Cooperative
Development project to be authorized in FY 1985.

4, The Financial Sector

a) Institutions

The country's financial system includes the Bank of Uganda
(BOU) which is the central bank, seven commercial banks, two
development banks, one post office savings bank, four other
credit institutions, and several insurance companies. The
Uganda Commercial Bank (UCB), evaluated in Annex J, is by far
the largest. The remaining six commercial banks include five
foreign-owned and a cooperative bank. The foreign-owned banks
are Barclays, Bank of Baroda, the Libyan Arab Uganda Bank,
Standard and Grindlays, (Evaluated in the Institutional
Analysis, Annex J.)

Over the last decade commercial banking coverage declined
sharply in Uganda in line with general economic deterioration,
and the relative increase in subsistence activities. 1In 1970
Uganda had 290 bank branches. The current estimate is 110
branches, or one for every 116,000 people.

The two development banks include the Uganda Development Bank
(UDB), (evaluated in Annex J.) and the East African Development
Bank, owned jointly by Kenya, Tanzania and Uganda. A third
institution - the Development Finance Company of Uganda (DFCU)
- ceased operations in the mid-seventies and is yet to be
reactivated.

The four credit institutions operate mainly in the areas of
mortgage financing and consumer credit, but also carry out some
of the functions of a commercial ovank. Finally, the numerous
insurance firms also include a wholly Government owned company.

b) Resource Mobilization and Credit Allocation

The seven commercial banks account for most of the resources
mobilized and allocated through the country's financial
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system. Time and savings deposits mobilized by these banks
increased from Uganda Sns. 562 million in December 1970 to
Uganda Shs. 4,494 million ten years later. There has been no
growthh in savings in real terms, however, the increase actually
reflecting the decline in the value of domestic currency along
with GDP in general. It may also reflect significantly
negative real interest rates in the latter part of the decade,
discussed below and the aisincentive efiect of limited lending
options on the willingness of the banks to mobilize savings.

Compared to savings mobilization, growth in domestic credit was
more rapid over the same period, increasing from UShs. 1.5
billion in December 1970 to 21.5 billion 10 years later. This
resulted primarily from increased GOU borrowing, particularly
advances from the BOU, to finance its budget deficits. Claims
of the GOU, accounting for only 39% of total credit in 1970,
had reacned 77% ten years later. The corresponding shrinkage
in credit available to the private sector also reflected the
effect of the general economic decline on private sector
demand. In fact, before the introduction of the financial
stabilization measures in June 1981, private demand for credit
from the banking system was very small, and a number of banks
were consequently refusing time deposits., These measures,
negotiated with the IMF, included a limit on domestic credit
and the relative share allocated to the GOU.

Since 1977 the BOU has pursued a policy of specifying ceilings
for sectoral commercial credit allocations whicn are adjusted
periodically. As a result of the IMF/GOU agreement, current
ceilings (fixed in June 1981) include 30% each for agriculture
and manufacturing, 15% for trade and commerce, 8.5% for
construction, 5% for mining and 1.5% for local and urban
authorities. At present, however, agriculture continues to
absorb approximately 42% of commercial bank advances, mainly
for seasonal cash and export crop marketing and input
requirements.

Domestic credit availability does not appear to be a constraint
relative to short term agricultural production and marketing
operations, but is relative to longer term investment
requirements, mainly due to creditworthiness problems such as
outstanding debts, ownership disputes and lack of established
feasibility. The lack of foreign exchange financing for
investment in agricultural sector enterprises outside of the
major cash export crops (toward which this project is directed)
is a more serious problem. <Commercial banks suffer from a
continuing liquidity problem as so much money remains outside
of the banking system altogether to support private trading
activity. (See Financial Analysis, Annex I.)



c) Interest Rates

Current interest rate ceilings, set in Uctopoer 1931 by
agreement with the IMF, range from 8 to 12% for deposits and
from 13 to 22% for lending. (The agricultural rate now stands
at 17%.) Such rates are still negative in the Ugandan setting
and ao not limit demand. Inflation is currently running about
30% and dropging very slowly. Prices are stabilizing, however,
and in the case of food, have actually declined by as much as
25% - reflecting increased production but low purchasing power
of domestic consumers. This project will lend at the maximum
legal rate possible to sub-borrowers in order to provide as
much of a margin as possible in pursuit of viabile credit
operations. Given the risk and cost associated with
agricultural investment financing in Uganda, the rates should
be much higher and currently act as a disincentive on the
supply side. 1In order to seriously involve commercial banks in
project associated lending, the widest possible margin will
have to be offered.

d) Fiscal Policy

Fiscal policy reforms by the present government have brought
about a dramatic reduction in domestic inflation over the past
four years, .i.e., from the 100 percent level in 1980-81 to 30%
in 1983 as discussed above. The Government devalued in 1981
increasing the official rate from UShs. 7.3 to the dollar to
77.8. This was followed by further devaluations and the
establishment of a second window where tforeign exchange for the
commercial sector could be obtained through weekly auctions.
Market demand in large part now determines the rate for Window
II, while Window I is still used for the purchase of essential
commodities (e.g., 0il and medical supplies). During the past
year, exchange rates for Window I and II have moved closer
together and the Government expects the two to eventually
combine into a single system. There is still an unofficial
street rate for foreign exchange at a fluctuating level
somewhat higher than Window II (normally about 25%) reflecting
a continuing gap through official channels, but the situation
is not as severe as it is in many African countries where
highly distorted rates are maintained through arbitrary
controls. In this area, Uganda is one of the star performers
amongst its neighbors.

5) The Public Sector

Public administration continues to be weak. The civil service
is often described as inefficient, overstaffed and underpaid.



External donors are encouraging the Government to concentrate
financial resources on essential ministries, and postpone
filling vacancies. ''he GOU is also increasing its reliance on
market forces to guide allocation. of resources for productive
purposes, and the economy is responding. 1In 1983 the GOU
passed the Expropriated Properties Act, setting up a mechanism
to resolve ownership disputes of properties taken over by the
former military government. Much of this property is still in
the hands of parastatal institutions, however, which are
experiencing serious problems with mismanagement and inadequate
financial controls. Divestiture is being seriously
contemplated for part of the parastatal sector, but it is a
slow process.

There remain other areas where further cnanges in Government
policy would improve the business environment. International
donor agencies, and specifically the IM¥, IBRD, and AID
continue to encourage Government to abolish ex-factory price
controls and exorbitant excise taxes on locally produced goods
and to continue to review and adjust farm-gate prices for
export crops. In this area, tne USAID has made the case to the
GOU relative to how present policy favors the importation of
ediple oil despite the comparative advantage of domestic
production. Local retail prices could fall by 50%, for
example, if local production could pe encouraged by reducing
tne current sales tax on the ex-factory price of oil from the
current level of 70% to 15%. 1Increased production resulting
from such a move would result in considerable foreign exchange
savings and increased employment from the rehabilitation of the
0il industry. The Project is anticipated to lend in this area,
if and when the issue is resolved.

6., - Other Donor Activities

The GOU is determined not to recreate the economic situation
that it inherited, in which an unsupportable burden of
high-cost short-term debt had been acquired. As a result,
Uganda's ability to attain the targets of its planned "Recovery
Programme" is critically dependent on the level of
concessionary assistance provided by the international
community. The country, shows promise that such assistance can
be effectively utilized over the medium term future, and its
ability to absorb appears to be steadily increasing.

The new commitments of external financing required to implement
the Revised Recovery Programme on schedule are summarized in
Table I below. Commitment levels, including gap financing, are
required to increase by 7 percent during 1984 and then to
continue rising by about 4 percent per annum (below the
projected rate of international inflation) over the remainder



of the decade. Within the total, debt relief and private loans
are expected to fall sharply in 1984, reflecting the reduction
in current debt obligations and the unusually nigh level of
supplier's credits c9mmitted in 1983. Other commitments of
external assistance, therefore, are required to increase by 47
percent during 1984. Whether or not this can be achieved, at a
time when many donors are tightening aid pudgets, remains to pe
seen. Uganda's case for additional support is strong, however,
based on its recent policy reform record and the obvious need
for foreign exchange to rehabilitate i1ts economy.

TABLE 1: COMMITMENT REQUIREMENTSZ/
(in U.S.$ million at current prices)

Average
1979-82 1983 1984 1985 1990
External Assistancel’ 247 72 330 342 467
Multilateral 171 157 199 199 271
Bilateral 76 115 131 143 196
-DAC (55) (90) (96) (105) (144)
-QOther (21) (25) (35) (38) (52)
Gap FinancingS/ - - v 70 30
Other commitments 125 129 30 32 44
War related loans 43 - - - -
Debt relief _ 61 79 15 16 22
Private loans 21 50 15 16 22
Total 372 401 430 444 541

2/  Excluding short-term loans
b/ Includes loans and grants

e/ Assumes that fast-disbursing assistance accounts for 80 percent
of gap financing in 1984-385 and then falls to 50 percent by

1190. Past-disbursing assistance is assumed to disburse 50
percent in year of commitment and 50 percent in subsequent

year. The balance of gap financing is assumed to disburse 10

percent in year of commitment and 30 perceant in each of the
subsequent three years. o

Source: World Bank, Uganda, Country Economic Memorandum, December

9, 1983

Even with the above commitment levels, net disbursements of loans

and grants are still projected to fall in per capital real terms
over the next seven years from their present level of U.S.$15

(compared, for example, to 1981 estimates of U.S.$27 in Kenya and

U.S5.$36 in Tanzania).



Other donor assistance specifically relevant to this project is
described in more detail in the Institutional and Financial
Analyses. 1In essence, assistance is concentrated in industrial
rehabilitation and development through credits to the UDB which
now has some $1l006 million ($30 from IDA) committed in this
area, enough to saturate its absorptive capacity in the sector
for tne coming five to six years. Complementing these
resources is what shows promise of being a highly effective
package of long term technical assistance from the UWDP working
in partnership with the IBRD, consisting six high gquality
expatriates functioning in line positions, including the
assisting general managers for operations and finance.

Commitments on the agricultural side include an old line of
credit from the Kuwait Fund destined for large scale ranching
activity which.the UDB is administering and which may be
channeled to the Parastatal Livestock Development Agency.
Another 70 million from the IBRD is directed to cash crop
production and marketing through the 54 branches of the Uganda
Commercial Bank in addition to $5 million specifically for
industrial rehabilitation.

In summary, RPE project funds will be the only resources
specifically available for "investment" (ie., actual
improvements as opposed to maintenance/working seasonal
requirements) in general agricultural enterprise of a
non-specific cash export crop nature for either production or
processing or both. Further and more important, RPE is
principally directed toward the creation and development of
absorptive capacity, the lack of which is the most serious gap
of all at present. See Rationale section below.

B. Project Rationale

Given the above setting the rationale for this project in
particular can be summarized as follows:

1. The Problem and Associated Constraints

The most. serious problem facing Uganda today is severely
debiliated productive capacity - across the board - capacity to
meet its own consumption redquirements and for export to
generate urgently needed foreign .exchange. Constraints
associated with this generalized problem include:

a) Lack of investment capital given the past and current
environments and associated risks; a continuing
liquidity problem persists in financial systems as so
much trade is carried on outside of official channels.



c)

a)

e)

£)

g)

2.

lack of sound delivery vehicles for credit and
associated services; lending institions, especially in
the public sector, are still reeling . from the Amin
years.

the lack of administrative and technical absorptive
capacity of the producer group; the Asian
entrepreneurial class was driven out under the Amin
government and is only now beginning to dribble back
in. During tnat period indigeneous Ugandans, lacking
such skills, were thrust into management roles they
were 1ill prepared for.

debilitated basic infrastructure, especially in the
area of transportation; '

continuing policy constraints in the areas of
taxation, puplic sector enterprises and a still
bloated bureaucracy and lingering price and exchange
controls;

a persistent problem of corruption arising from the
survival mentality fomented during the disastrous
decade of the 1970s and;

a continuing security problem (See Issues above)

Resources

Against the above constraints should be weighed the following
resources:

a)

b)

Natural resources in abundance especially for
agricultural production in terms of land, soil and
climate. Inexpensive hydro-electric energy from
existing sources is also a vital resource for
production in all sectors;

Human resources available at all levels. The
population of Uganda .includes an out of date but
highly educated professional group in both the public
and private sectors. At lower levels, farmers and
workers are capable and trainable. Management skills
are still lacking in a generalized sense, but the raw
material is in place;
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c) A comparative advantage in both agricultural and
industrial production given the aoove factors. At the
end of the 1%60s Uganda stood head and shoulders above
the rest of East Africa in these areas and could
arrive there again given the required rehabilitation
of previously existing productive capacity.

d) A basically positive policy framework for free market
private enterprise aevelopment, despite the above
constraints, relative to the rest of Africa.

e) Solid external donor support, spurred by the policy
" and natural environments. The donor community appears
to be anxious to support a potential model. Uganda
could "point the way."

£) Availability of concessional capital for
rehabilitation of industry and commerce and to a
lessor degree for agriculture.

2. The Gaps

The principal gap is clearly in the area of absorptive capacity
for capital investment at all levels - lending, borrowing,
managing, planning, analyzing, controlling etc., in sum,
creditworthiness. The capital is either already there or
waiting in wings. It is felt, on the basis of experience thus
far, therefore, that if Uganda could only develop this
capacity, given the other positive factors it has going for it,
capital could be forthcoming in abundance from both donor and
commercial sources.

4, Conclusion

In the USAID's analysis, the most critical need is to address
the gap head on, i.e., attempt to deal directly with the
absorptive capacity question. As it is already being addressed
in industry, thanks to the IBRD and other donors, and within
the agricultural sector in terms of basic production and
marketing for the principal traditional export crops, coffee,
cotton, tea etc. by other donors. What remains, essentially,
is the capacity to productively utilize resources for private
enterprise development throughout the sector.

To this end the project is directed, i.e., absorptive capacity
of both tne delivery system and the enterprise, with an
emphasis on the latter. This, therefore, is an institution and
system building project. The main effort .is of a technical

S
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assistance and training nature. Regarding the capital inputs
programmed in the project, although they will provide for a
significant number of profitable and badly needed investments,
they are even more critically needed for leverage and pump
priming. Over its live the project should result in
substantial mobilization of other capital resources which
should mean that AID will be able to phase out of the
investment area altogether in the future and focus on other
critical needs.

C Relationship to Country pDevelooment Strategy Statement

As was correctly observed in the recent AID/Washington review
of the Uganda CDSS update, The overall program is beginning to
move toward a more traditional, institutional and system
building approach, as opposed to the early emphasis on fast
disbursing assistance for rehabilitation. This is particularly
the case of this project.

As originally conceived, RPE was to be rapid disbursing. At

that time, however, the factors limiting such an approach were

not truly understood in the Ugandan context. What has been

found in the design experience is that, despite the exciting

potential in the country for accelerated development on the .
basis of existing natural and human resources, it is not so -

easy as originally contemplated. Systems and institutions

existing in the 1960s were systematically gutted, or totally
reconstituted in a different image. They are gradually

rebuilding, but it is a long road.

An intelligent, relatively well educated and energetic people
remain, but the 1970s took an enormous toll on the national
psyche from which the country is only just beginning to
recover. The level of distrust is high. A survival mentality
persists. The normal performance incentives don't nave the same
impact as in other settings which have not been through such a
trauma. Development objectlves cannot be expected to receive
the highest priority in a situation where for a high percentage
of the population what is most important is to get from one day
to the next and achieve a modicum of personal and economic
security.

In terms of management, probably the most critical factor in
the development of any economy, as mentioned in. the last
section, a very high percentage of the managers were driven out
during the Amin years and are only now beginning to return. In
the meantime, institutions and enterprises have failed or
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otherwise become moribund. Despite the undeniably high
professinal level of many Makerere and foreign university
trained Ugandans, there remains a severe management gap at
middle and upper levels. The EHR cross-sectoral assessment
proposed for later this year should give the USAID a much
petter understanding of tihis constraint.

In the meantime, it has been found through investigation and
analysis tnat a project such as this just won't move rapidly.
It will move at a pace commensurate with the environment, and
this means a taxing, long term system building effort. Of the
some 200 potential sub-projects reviewed as part of the design
eifort for this project, for example, not one was ready to
finance, even if the funding had been there. Although better
than nalf represented potentially viable investments, all
reguired further analysis to determine feasibility and
fundapility. Targets of opportunity are out there in
substantial numbers, but they will need time and technical
assistance, not just capital, to get off tine ground.

As mentined above, the real need for the capital component of
this project is for pump priming and leverage to get the system
going and to mobilize other resources. In a very real sense,
this is risk capital, and should be looked upon as such,
although every effort will be made to conserve it and make it
grow.

Finally, the project is very much in line with Agency policy in
terms of its private enterprise focus. The target group is one
hundred percent private enterprise and this will pe maintained
through rigorous application of eligibility criteria. The fact
that we are working with public sector institutions, in part,
to reach intended beneficiaries, reflects a Ugandan reality for
the timebeing. The alternatives chosen in terms of executing
agencies are the only ones willing and capable of taking on the
challenge the project presents. Eventually, however, it is
expected, and will be encouraged, that resource management will
gradually saift toward private intermediaries. The pace of this
shift will depend entirely on the ability of this group to
respond effectively to the opportunities presented by the
project within the context of existing constraints. There is no
pre-determined level allocated to public and private sector
lenders, although illustrative levels have been established for
purposes of analysis. Performance will be what counts and what
brings reward in the form of profitable, expanded operations.



PART III THE PROJECT - DETAILED DESCRIPTIONM
A, OQverview

The project is designed to address the principal gap identified
in the problem analysis, i.e., the lack of absorptive capacity
of pboth pborrowers ana lenaers for productive investment in
agricultural enterprise. This will be accomplished through
provision ocf; a) technical assistance ana training for improved
managerial and technical capacity of both groups and b)
start-up lending. capital for priming of the systems to be
strengthened and to enhance experience and capability necessary
for self-sustained development in the future. 1In the long
term, once sufficient creditworthiness is established (the key
at both levels), other sources of capital should pecome
accessible as has been demonstrated time and again in other
settings.

The structure of the project (Figure 1) is built arouna the
notion of separate but coordinated and mutually reinforcing
packages aimed at the two key levels, credit.intermediary ana
borrowing enterprise. Overall management and coordinating
responsibility for tne project will be officially lodgea with
the USAID's counterpart in the Bank of Uganda, the Director of
the Development Finance Department. As a practical matter,
however, the effort will be orchestrated and directed primarily
through the U.S. contractor in collaboration with management of
the lead Intermediate Credit Institution (ICI), the Uganda
Development Bank. The project will also be carried out in a
collaborative style with a World Bank/UNDP team, currently
working with the leaa ICI in critical line positions to
strengthen industrial lending and overall management of the
institution and its operating procedures. Beyond the sectoral
difference between fhe World Bank and AID packages, in relative
terms, the IBRD/UNDP group will focus more on lending
operations while the AID effort will emphasize project
development, appraisal and strengthening of the recipient
enterprise. -

One unique aspect of the above structure shoula be highlighted
at this point in order to have an appreciation for the strategy
behind the design of this project. This is the institutional
separation of technical inputs for borrowers and the principal
lender. As illustrated in Figure L. sub-borrower assistance
will be through the vehicle of a separate technical assistance
(TA) entity, to eventually become totally independent, which
will have no institutional relationship with the lender group.
The rationale for this is two-fola. First, this allows the

NN
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ICIs to focus on objective appraisal and financing rather than
project development, not a traditional or natural banking
function. Secondly, it proviaes a palactable and effective
means of costing and charging for development services rendered
which logically shoula not be part of the aaministrative cost
oL lendingi . In the long run, tne TA entity shoula be awvle

to sustain itself through user fees as the market for its
services increases. It is also expected tnat the entity wiil
eventually become the beneficiary of Ugandan investment
capital, provided that it pecomes independent as planned in the
fifth year of the project. (See detailed description below).

B. . The Approach and Project Phasing.

The approach for implementation of this project is a variation
of phased and evolutionary ("rolling aesign") models with which
AID has been experimenting for a number of years now. The idea
behind the pnasing, of course, is to provide a viable mechanism
for mid-course corrections and design adjustments to respond to
emerging factors ana conaitions which cannot be adequately
predicted or analyzed at the ocutset. This is definitely the
situation with this project, as it is witn the development
setting of Uganda at this time and for the foreseeable future,

Essentially, the first phase will allow for a period of systems
development, limited lending, and the acquisition of the
necessary experience and analytical founaation to proceed with
confidence into a longer range development effort commencing in
Phase [I. Project phases, including a pre-implementation
period, are projected as follows:

1. Pre-Implementation: June 1984 - December 1985: During
this period, critical planning, preparation, and
gearing-up activities will take pliace 1incluaing;
contractor recruitment and mobilization, the meeting
of conditions precedent for disbursement, preparation
of detailed work and procurement plans, etc. (See
Implementation Plan.)

v Historically in AID and other donor financed ICI
' projécts the approach has normally been to incorporate

project development and lending assistance within the
same institution, often within the same division. It
nas seldom workea. It is not cost effective and
results in competing priorities. Promotion, design
and development have a tendency to distort the
appraisal function, and vice versa, when performed by
the same unit or organization.
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FIGURE 2

TECHNICAL ASSISTANCE STRUCTURE
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2. pnase I: January lY86 - Decemper 1988: This will pe
dedicated primarily to process, system, and
institutional uevelopment and will receive the
heaviest injection of technical assistance. The
tecnnical assistance entity will oe developed during
this phase and hopefully "spun of£f" as a viable
enterprise 1n its own right by the and of tne three
year period. A number of studies, described below,
will be carried out to provide the basis tor
evaluation of Phase I and detailed planning of Phase
II. With respect to lending, the project will cover
as complete a range as possible of possible project
types (rehabilitation and/or expansion of existing
enterprise and the creation of new ventures) in order
to allow valid analytical determinations to be made
with respect to areas of high and low payoff and where
scarce concessional resources should pe concentrated
in Phase II.

3. Phase II - January 1989 - December 1Y91: During this
period, lending to the target sector is expected to
move into mucn gear on the basis of systems developed,
experience gained, additional resources mobilized, and
internal capitalization of intermediaries. External
tecnhnical assistance and training activity will phase
down and out prior to project termination, but the TA
entity is to continue under Ugandan ownership and
nanagement with a staff of project trained personnel.

With respect to the implications of the above approach relative
to authorization, full authorization is recommended now for
life of project funding as; a) sufficient analysis and planning
has taken place to allow for the timely and effective
management of funds for technical assistance and training
tarougn Phase I; b) prior to the completion of Phase I,
detailed plans and cost estimates will be developed and
approved by AID for technical assistance and training
activities projected for Phase II; and c) with respect to the
credit component, criteria have oeen developed for ICI,
sub-project, and sub=borrower eligibility to assure adequate
compliance with AID policy, program and project criteria which
will be further refined and negotiated (see Conditions and
Covenants) during the pre-implementation period and again prior
to the commencement of Phase II. Concerning obligations,
however, these will be tranched in such a way that funding for
Phase II will be contingent upon AID and GOU approval of
detailed planning based on analyses and the evaluation to be
carried out in the last year of Phase I.
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Note; No actual lending is expected to take place under the
project until the U.S. Contractor is on board and has been able
to provide tne necessary feasibility, planning and costing
assistance for sub-project development as an ongoing activity.
(The USAID may elect, nowever, to attempt to facilitate a
select few, early priority sub~loans, but these would have to
be evaluated inaependently by the Mission, probably with REDSO
assistance, and other conditions and covenants would have to be
met in terms of ICI agreements, criteria, etc. (See Conaitions
and Covenants.)

C.  Goal Structure of Project.

l. Program Level Goal:

The program goal of the USAID strategy in the agricultural
sector of Uganda is to provide a package of assistance
interventions which will lead to rehabilitation, recovery and
development of private (including cooperative) enterprise
within the Agricultural sector resulting in improved income,
employment and quality of life in general. As explained under
the project rationale, the most significant constraint to
pursuit of this objective for the foreseeable future appears to
be the lack of medium to long term investment capital. The
project as a whole, therefore, is directed toward the
resolution of this limiting factor.

2. Project Goal

The goal of the project is to make available medium to long
term financing for investment in high potential agricultural
enterprise. The lending resources to be directly provided by
the project do not come close to meeting valid investment needs
in the sector. The objective, however, is to set up the
distribution system and "prime the pump" so that resources can
be effectively mobilized and absorbed downstream from other
guarters. In this manner, AID funding will be utilized as
leverage for capitalization and to lay the organizational and
systemic groundwork for self-sustaining development to occur.

3. Project Purpose

The project purpose is to develop viable, self-sustaining
systems, for the effective absorption of investment credit by
agricultural enterprise. This is an institution and system
building project - focussed on both borrowing enterprises and
lenders - with an emphasis on the former. Although for
purposes of programming criteria and requirements, it can be

N
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classified as an ICI project, it is realily much more 1in the
sense that it will work with all entities, at either the
borrower or lender ends of the system, that qualify under basic
criteria to assure that project objectives are effectively
pursued. In essence, it is to improve absorptive capacity and
managerial capability for the effective exploitation of both
externaltly mooilized and locally available resources.

4. Conditions Expected at the End of the Project

The following conditions are defined in terms of the principal
characteristics of the system that the project will strengthen
or aevelop. Also included are qgualitative objectives for
resource mobilization and analytical elements of the project
which will contribute in significant measure to realization of
the self-sustaining aspect of the system as a whole.
Relatively firm targets are established for Phase I, while
those for Phase II must remain necessarily tentative until
analytical exercises programmed for the last year of Phase I
have been completed.

a) System Super-structure and Capitalization

The project aims to establish a viable, two tiered credit
system for agricultural investment in terms of lending, ongoing
capitalization and expansion. By the commencement of Phase I,
the structure should be established although lendlng will not
have commenced in any significant degree.

Phase I: By the end of Phase I, the system should be
operating smoothly in terms of lending at both
BOU and ICI levels, although only very modest
capitalization or reflow activity will have taken
place due to the grace periods built into both
credaits at pboth levels. Additional resource
mobilization should be taking place on the basis
of track records established.

Phase II: By the end of the project, substantial other
donor resources for agricultural investment
should also have been mobilized and disbursed
through the systems established by the project.
Expanded operations should be meeting demand
accross the board. (See Financial and Economic
Analyses.)

b) ICI Capability and Effective Participation.

The objective is to arrive at a set of lending institutions and
programs capable of satisfying the need across the board for



Investment financing in the agricultural enterprise sector.
While as a matter of policy, the project has a bias toward
private sector lenders, the project will work with any
intermediary prepared to comply with established ICI and
sup-project eliyipility criteria (See Section 4 pelow.) Thne
selection of the UDB as the lead ICI and the institution to
receive the bulk of the lending resources under the project
results more by default than intent, as it is the only public
sector lender at this point that is; a) botn willing and
potentially qualified to serve in the capacity envisioned and
pb) responsive to the project's target clientel. Further, the
opportunity for effective donor coordination to achieve project
objectives is uniquely present in the UDB thanks to major
capital and technical inputs in place from the combined World
Bank (IDA) UNDP project which has compatible institutional
objectives and an approach sympathetic to AID's. (See
technical analyses) As the project progress, ocher lenders are
expected to be incorporated. :

Phase I: UDB and Grindlay's Bank effectively lending to
all contemplated types of agricultural
enterprise, Other banks will have experimented
with some loans financed by the project on a
pilot basis, i.e. Barclay's, Standard, and the
Uganda Commercial Bank.

Phase II: Four or more major banks effectively lending for
agricultural enterprise investment on a
country-wide basis. An effective outreach
capability will have been developed through
branch operations or mobil units.

Note: In terms of the base line for the above
objectives, at the time of final design, there
was no institutional lending taking place in the
agricultural sector with the exception of limited
production credit for seasonal inputs and crop
purchase througn commercial banks.

c) Volume of Lending

Phase I: Cumulative total of Project Credit Extended will
be at least $6.0 million.

Annual Lending levels in the final year of Phnase
I will be $3.0 million.

Phase II: Total of project credits extended: $13.9 million.



Phase I:

Phase II:

Phase I:

Phase II:

Phase I:

d) Viability/Efficiency of Lendinyg

Cost of lending to agricultural enterprise for
capital received on concessional terms (AID

Financed) will be established at a sustainable
level withia margins received.

Cost of lending for capital received on both
concessional and commercial basis will be reduced
to what can be covered effectively by the spread.
ICIs will be undergoing sustained expansion on
basis of earnings from lending operations.

e) Resource Mobilization and Capitalization

By the end of Phase I a track record will have
been established plus demonstrated absorptive
capacity of both borrowers and lenders such that
additional major donor resources will be directed
to the sector of on the order of $ 5 million per
year projected for the commencement of Phase II.

By the end of Phase II the needs of the assisted
sector will be totally met from a combination of
concessional and commercial sources of credit
plus savings or retained earnings within the
target community of enterprises and lenders
(estimated to be on the order of $ 8 to 10
million per year by the end of the project).

£) Sub-borrower Strengthening and Enterprises
Launched

During Phase I the intention is to finance and
assist at least one of each type of project
contemplated at present in order to have a
comprehensive basis for evaluation and planning
for Phase II. PFurther, a core group of
successful ongoing projects will have been
established to serve as examples for replication
and from which to draw experience and data. A
total of at least 40 projects will have been
financed of which about 50% should have completed
the investment and be successfully operating.



Phase II: By the completion of the secona y=zar of Phase II,
all project funds will have been drawndown and
invested in viable projects in the target
sector. By the end of the project, all project
financed investments will have bean completed.

Of these a substantial number should represent
additional investment opportunities for internal
or other commercial sources of capital.
Enterprise management within the sector will have
peen substantially improved.

g) The Technical Assistance Entity

From the beginning, the TA Zntity will charge for services
rendered to borrowers. Where necessary, costs of such
assistance will be loan financed, initially at a subsidized
level. The idea is to direct payments received to underwrite
the growth and strengthening of the Uganda side orf tne
operation and to develop the requisite skills to carry on with
the same assistance on a commercially viable basis once the
U.S. contractor pulls out. (See Section II,D,3 below for
further detail.)

Pnase I: By the end of Phase I the TA entity will be able
' to cover all local currency operating costs
through fees received from sub-borrowers under
the project. There will also be a core staff of
five trained Ugandan professionals working full
time in the areas of financial, socio-economic,
and technical feasibility analysis.

Phase II: By the end of the project, the unit will be
completely on its own as a viable firm or
indigenous PVO dedicated to agricultural
enterprise management and technical consulting
available for the general public and for use by
the donor community.

h) Lessons learned and analvtical foundation
developed for Expansion and Replication

Phase I: By a point in the middle of the last year of
Phase I, the analytical foundation will have been
deveioped for major other donor resource
mobilization, and detailed planning for Phase II
expansion of investment activity will have been
completed.

A
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Phase II1: By the end of the project a fully documented

a)

b)

c)

d)

e)

analytical history together with a comprehensive
final evaluation will have provided the basis for
replication of successful elzments of the project
in other comparable countries of Africa in
addition to serving as an invaluable instrument
for public and private sector investment planning
and resource mobilization upon termination of AID
and other donor assistance to the target sector.

Purpose Level Assumptions

The project will receive strong policy level
support from the GOU (Bank of Uganda, Ministries
of Finance, Agriculture, and Cooperatives, and
the Oversight Committee to be established.) There
is reason to believe this will pe the case due to
reform measures implemented over the past three
years.

Private banks will participate as anticipated in
the project due to attractive lending margins
offered. Grindlay's will be the first. Others
should become involved once they observe
successful participation by Grindlay's.

The IBRD/UNDP effort to improve operating systems
at the UDB will be successful. The technical
assistance team is very strong and operating in
line positions. The Assistant General Manager is
especially outstanding. (See UDB Institutional
Analysis).

Target enterprises will be willing to borrow for
technical services received.

The security situation in Uganda will gradually
improve.

D. Detailed Activity Descriptions

The project is divided into five components corresponding to
objectives related to; a) institution and system building, b)
financing, and ¢) aata collection, analysis, evaluation and
planning. It should be borne in mind that implementation of
these activities, for all intents and purposes, will commence
in earnest at the beginning of Phase I in January 1986 as the
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first eighteen montns of the project will be dedicated mainly
to start up activities and detailed planning. The prime U.S.
Contract is expected to be signed by the the end of June 1985,
but a period of approximately six months of orientation,
analysis, planning and mobilization is expected prior to
commencement of serious project interventions. (See
Administrative Arrangements and Implementation Plan.)

It should also be noted here that the U.S. Contractor will be
responsible to a greater or lesser extent for all five
components simultaneously, with different units and/or
personnel (possibly sub=-contracts or joint ventures) dedicated
to different elements. The point is to have unified management
to assure the complementarity and effective coordination of
activity at all times. (See U.S. Contractor Section of
Administrative Arrangements, PART V.)

l. OQverall System Development and Capitalization

a) Qutputs:

By the commencement of Phase I, all arrangements will have been
made and agreements finalized for BOU lending to the Uganda
Development Bank and Grindlay's. Agreements with other
commercial banks are not expected until a year or more into
Phase I, although they could come earlier. A proposed
guarantee scheme for commercial lending to the agricultural
sector will also be operational, and special accounts will have
been established in the BOU for project associated
disbursements and reflows. The system will be ready to commence
project operations. Sub-project lending is expected to
commence within six months of the commencement of Phase I by
both the UDB and Grindlay's.

By the end of Phase I, the reflow account in the Bank of Uganda
for the foreign exchange component of the lending activity will
have accumulated to approximately $600,000 in local currency
from interest payments. (Principal payments to the BOU are not
programmed to start until the llth year.) By the end of Phase
II the balance of the account will have arrived at $2,900,000
with total outstanding loans amounting to approximately
$13,900,000. 1In addition, over the life of the project, some
$11.5 million in local currency will have been mobilized and
invested from the local currency components of loans and equity
contributions from sub-borrowers. Thus, the more important
output will be achieved of capitalization of an ongoing source
of lending capital for agricultural enterprise. This, when
complemented by other donor assistance expected in Phase II and
beyond capitalization at ICI and sub-borrower levels, should



effectively meet demand for the indefinite future.
Approximately 120 sub-projects are expected to be financed over
the LOP. (See description of Financing Component, Section 4,
pelow.)

b) Implementation

. The official responsipility for achievement of pre-
implementation phase targets will rest with the Bank of Uganda
through its project manager, the Director of Development
Finance. There will also be a high level GOU oversight
committee. (See PART V.) Thnere will be a need, however, for
substantial USAID follow-up and assistance with most of the
administrative and financial arrangements and other submissions
required as conditions precedent. The USAID project manager
will be responsible for this and will be assisted by one or
more short term contractors (outside of the prime US contract)
with respect to aevelopment, review, and approval of various
required submissions. Approximately one year into the start-up
phase, the U.S. Contractor will be available to assist with
final administrative and financial arrangements through advance
(pre-mobilization) consulting assistance.

With respect to main line implementation during Phase I, the
Chief of Party (COP) of the prime contract will be responsible
for overall management and coordination of project activities
and will be responsible to his counterpart manager at the
USAID. He will also relate directly to the Ugandan project
manager in the BOU as well as to management personnel at the
ICI level. As much authority as possible will be vested in the
COP within legal and responsible limits 1in order to reduce the
management burden of the USAID.

c) Inputs:

Inputs for this component, in advance of Phase I, will be
limited .to short term consulting assistance of no more than six
months through personal services contracts with the USAID.
Additional advance work carried out by the U.S. Contractor
should come to no more than six person months. The intention
is to achieve contractor mobilization to Uganda as early as
possible after contract signing, now projected for June 1985.

2. ICI Strengthening and Capitalization

a) Qutputs
(1) The UDB
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Almost all technical assistance and training for ICIs under the
project will be directed to the UDB through which 65% of
project funds are expected to be channeled. Otner ICIs may be
provided with modest levels of short term assistance in the
process of getting them involved with the project, and they
will probably participate to a degree in some in-country
training activity. At the present stage of project planning,
however, there is no basis for describing institutional outputs
outside of those targeted for tne UDB. These are as follows:

o] By the end of Phase I a consolidated (crops and
- livestock) agricultural division will be functioning

as an effective integrated unit capable of adequately
appraising almost all types of agricultural enterprise
proposals anticipated in the Ugandan setting. As
considerable agricultural technical expertise is
already in place in the division, (including crop and
livestock production ana farm management), the basic
technical ingredients to be added will be in the areas
of financial and economic analysis plus planning for
supervision and monitoring of sub-loans. Direct long
term tecnhnical assistance to the UDB should be
possible to conclude by the end of Phase I.

o By the end of Phase I sound loan processing and credit
management procedures will have been fully developed,
tested, revised, and formalized as part of official
bank policy for the long term. In this area, the
project will have to coordinate carefully with IDA and
UNDP efforts to improve these functions throughout the
bank.

o In terms of volume, the agricultural division will be
capable of processing all applications in a timely
period after receipt, i.e., two to four weeks, at an
anticipated level of approximately eight per month by
the end of Phase 1.

o) The quality of appraisal and supervision will be such
by the end of Phase I that outstanding delinquent
balances on loans processed by the Division will be
held to less than 5% of the portfolio balance. (Does
not apply to the UDB portfolio as a whole or to prior
agricultural lending.)

o} By the end of Phase I, the efficiency of UDB lending
in average cost per loan will drop significantly and
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further yet during Phase II. Calculation of these

targets will await detailed planning and analysis by
the Contractor.

(2) Other ICIs

Grindlay's Bank should be participating actively in the project
with a portfolio of outstanding loans to be target group of
approximately $1,200,000. One or two other commercial banks
will have experimented with project lending on a pilot basis by
this time. By the end of Phase II there should be at least
three commercial banks heavily involved in agricultural
enterprise lendinyg, both with project and other resources.

b) Implementation

A major condition precedent to disbursement under the project
will be the consolidation of the existing crops and livestock
departments of the bank into a single agricultural projects
department. This will result in an office with a combined
staff of about 20 technicians consisting primarily of
production and farm management specialists. The reorganization
is necessary for purposes of operational efficiency and because
many of the projects to be appraised are of a mixed farming
nature or otherwise overlap into desciplines represented in
both departments. At present, the two are essentially moribund,
lacking both access to project funding and the capability to
adequately appraise the existing backlog of inadequate
proposals, many of which could be suitable for RPE funding if
the necessary feasibility and planning work could be carried
out. (See Institutional and Economic Analyses.)

As early as possible after the signing of the U.S. Contract a
short term development banking advisor witnh agricultural
enterprise lending experience will be brought in to assist with
the reorganization. The primary task will be to aevelop a
rational structure in terms of the analytical and processing
functions to be carried out, produce and secure bank approval
of position descriptions, and develop and negotiate changes in
personnel to bring skills into line with requirements of the
project and the target sector, i.e., a focus on investment and
agro-industry as opposed to straight production (especially
seasonal production) implying a need for additional
agricultural economics, marketing and processing expertise.
This is expected to take up to three months.

For the long term, an agricultural finance advisor will be
assigned to the division as early as possible under the U.S.
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Contract. The Advisor, working as counterpart to tae Division
Chief, will carry out a three year program of developing and
upgrading appraisal capability within the Division in terms of
economic and financial analysis, planning, funding, and
monitoring and supervision requirements. The advisor will also
work in collaboration with UNDP and World Bank advisors and
other sections ana-.-officers of the pbank (management, finance,
accounting, supervision, etc.) in order to properly dovetale
the functions of the Agricultural Department with other
operating systems of the institution - both existing and in
development. 1In the development of the new proposed
Supervision and Monitoring Department for example, personnel
are being drawn from the existing Crops and Livestock
Departments, and project plans in the future will have to
incorporate adequate follow-up measures to assure timely and
effective implementation and repayment.

Another responsibility of the advisor critical to the project
will be to assure rigorous application of both Bank and AID
required sub-project eligibility criteria. The criteria will
undoubtedly have to be adjusted over time in light of
experience, but the advisor will be chargea with making sure
that AID program and policy criteria are properly addressed in
the appraisal function. The same is true with respect to
criteria related to project objectives, i.e., labor ) ‘
intensivity, import substitution etc. (See Section 4. below for
more detail on criteria.) '

The advisor will also be responsible (in collaboration with the
UNDP team) for assessing additional short term technical
consulting and training requirements for the bepartment and
related activities in the Bank. Depending on the mix of
projects to be addressed, there will be a need to bring in
specialists from time to time to assist with particular
specialized project appraisal needs and to produce guides,
manuals, or models as instruments for improved analysis and
planning. Domestic and international training plans will be
developed by the advisor in consultation with Chief of Party
arid the Home Office of the Contractor. Such activities will
include short courses such as those offered by the USDA in
agricultural analysis, finance, management etc. Observation
trips will also be arranged for visits to other banking
operations and systems of particular relevance or utility such
as in the Philippines and in other countries of Africa and
perhaps Latin America where lessons and innovations can be
captured from good and bad experiences in similar programs.



Early in Phase I, a senior Ugandan agricultural finance
speclalist will either e recruited or selected trom existing
staff by the Bank who will also serve as counterpart to the
advisor. He will be trained on the JOb by the advisor and

eventually replace him, probably serving in the role of Deputy
Chief of the Division.

The advisor will work closely with the external technical
assistance group throughout the project to assure
complementarity of purpose and activities. Initially, he or
she will be charged with the task of developing referral
procedures for projects in need of feasibility, planning, and
management assistance. It will be a responsibility of the
Department to assess the need for such assistance for all
incoming proposals and make appropriate referrals to the
external group for response and action. The Department will
also determine funding requirements for such assistance and
build these costs intoc loan plans where necessary.

In another area of referral, the advisor will coordinate with
the Procurement Services Agent (PSA) element of the U.S.
Contractor in order to incorporate adequate procurement plans
into each project.' It is currently envisioned most project
procurement will take place outside of the Bank through the PSA.

There may be cases, however, where bank involvement would make
sense due to well established connections and procedures for a
particular commodity group. In consultation with the PSA and
the USAID, the advisor will assure that AID procurement
regulations (source/origin etc.) are observed. (See Annex ___ ,
Waivers)

Finally, the advisor will be responsible for setting up a
permanent data collection and processing system within the
Department which will feed into the data management analytical
component of the project as a whole (See section 5, below
below.) This will be one of the first activities in order to
capture base line data from the initial group of projects to be
financed. A micro computer with appropriate software will be
purchased for the Division for this purpose and also for
project tracking and reporting along with a variety of other
uses (word processing financial projections, etc.). Short term
consulting assistance w111 advise on the initial 'establishment
of the system.

The PP design analysis of the Bank concluded that it should be
possible to complete the above activities and leave
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satisfactory systems and trained staff in place within the
three year time frame of Phase I, upon tahe conclusion of which,
long term services would cease., There will probably be a need
for some short term inputs in Phase II however as follow-up to
assure continuing proper utilization of systems, methods, and
procedures established. 7The Phase I evaluation will provide
the basis for additional technical assistance if necessary.

Note: Although both long and snort term technical assistance
for the institutional component will be focussed almost
exclusively on the UDB, the principal advisor will coordinate
and share information with other participating banks in order
to make effective use of scarce resources, avoid duplication of
effort, promote the concept of agricultural investment lending
etc. In cases where a proposal is more appropriate for a
commercial bank financing, for example, these will be referred
accordingly. Such cases would be expected to require a lower
level of funding over a shorter period with a relatively high
projecteda rate of return and be proposed by a borrower who
could meet private bank collateral requirements. Ideally, the
UDB should strive to work with those projects which, for
whatever reason, are not attractive for the private banking
community. This concept will be pushed by both the UDB advisor
and the technical assistance group in order to extend the
project as much as possible into the commercial banking sphere
and to make the most effective use of the relatively more
costly services and facilities of the UDB.

¢) Summary of Inputs - TA TO UDB

USAID Project Years
1 2 3 4 5

Technical Assistance (PM)

Banking Advisor

Ag Finance Advisor
Data Systems

Other Short Term

MO OYW
'—-l
N
=
N
(=)}

Commodities

1 Vehicle X
(fuel)
1l Micro-Computer X
Office Furniture and

equipment X



Training

In-Country Seminars X X X X
Short Courses in ' X X X

US or thira

Countries ,
Observation Wrips X X £

US and Third

Countries

f

'GOU

Senior Counterpart 12 12 12 12
Ag. Appraisal

Office and Logistic
Support X X X b:4 X X

3. Sub-Borrower Strengthening (The Enterprises)

a) Qutputs
(1) The Technical Assistance Entity

o ' By the commencement of Phase I, the entity wilil have
been established and staffed with expatriate advisors by
the US Contractor and an estimated core group of 5
Ugandan professionals in financial analysis, accounting,
business management, agro-industry, marketing etc. It

will be operational and prov1d1ng assistance to initial
sub-borrowers.

o By the ena of Phase I, the entity will have been
legalized as a Ugandan enterprise and able to act as a
legitimate private consulting agency in the capacity of
.either a profit making or private and voluntary
organization. By this time, all local costs of the
entity will be covered on an ongoing basis by user fees
and a capitalization process will have commenced leading
to complete financial independence prior to the end of
the project.

o] By the end of Phase II, all US assistance will have been
withdrawn and the entity will be totally independent as
a viable enterprise. By this time the organization will
have a direct hire staff of eight to nine professionals
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capable of covering all estimated types of management and
technical consulting needs of the sector, with the exception of
the largest of the industrial enterprises linked toagriculture.
By then, however, there shoula be other firms capable of
addressing the needs of this higher level group.

(2) Enterprises Strengthened

o] A minimum of 40 to enterprises will have been assisted
by the end of Phase I in feasibility and project design
assistance for financing proposals. An additional 20 -
25 enterprises will have received business management
assistance associatea with project financed investments,
for some of which such assistance will be provided over
an extendea period of time to assure successful
launching of the new operation. (Most but not all, of
these will be from the same group that received proposal
assistance.) (For an illustrative schedule of enterprises
to be financed, see Financial Analysis, Annex I.) These
numbers will have grown to 120 and 50 respectively by
the end of Phase II.

o By the end of Phase I it is estimated that 40% of the
organizations assisted will be able to carry out their
own analyses in the future for the devalopment of
additional financing proposals.

o By the enda of Phase I, 100 persons from these
enterprises will have participated in management
training, feasibility study and other short courses
carried out by the technial assistance entity! An
additional will have been sent for short courses in the
United States or third countries and/or on observation
travel. ,

b) Implementation

{1) Advance Work

As soon as possible after signing the technical assistance
contract, an advance team, hopefully consisting of the Chief of
Party and thne business analyst, and the agro-business advisor (to
serve in this component) will arrive for a period of up to two
months to carry out detailed planning and make all arrangements
for full contractor mobilization. (The Development Bank
specialist may also participate to a degree). During that
effort, the technical assistance entity will be organized and
planned in detail, a location securred (probably a downtown
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Kampala set of offices) ana initial Ugandan Staff recruited
(Recruitment snould not be difficult given the amount of
underemployed and otherwise available yrofe551onais in the
market with appropriate backgrounds.)

According to the implementation plan, it is currently envisioned
that the office will be established and operating in January

1986, assuming that the above advance work is carried out on
schedule,

| (2) Organization and creation of tine
"Ugandan" Entity

In terms of organization, the initial staff of expatriate
advisors will include, a) an agricultural/agro-business
specialist to cover the agro-technical feasibility side of the
operation, b) a business/financial analyst to provide project
proposal and design assistance in the areas of financial
analysis and projections, business and management planning, and
¢) an accountant to supervise the training of accounting staffs
of ventures to be assisted, assist with financial analysis and
initially manage the books of the entity itself.

- Initially, five Ugandan professionals the above areas will be
hired to serve as counterparts to the advisors. Within the
first year, however, and on the basis of early experience with
demand for services to be provided, it is expected that the
Ugandan staff will be increased to between six and eight
technicians in such areas as animal production and marketing,
agricultural economics, agricultural engineering,
agro-processing, etc. The operation will be supported
throughout Phase I with short term consulting as needed in
indicated technical areas depending on the mix of clientel to be
assisted and in what order and magnitude.

As indicated earlier, the philosophy of the TA entity approach
in the project is to establish a viable private enterprise in
its own right to respond to latent demand in the Ugandan market
for the services essential for agro-enterprise planning,
investment and development. During the first year or more of
"the project, costs will be almost entirely covered by the
project through the U.S. Contractor, and fees charged during
this period will be modest and subsidized, the idea being to
establish the practice and the concept.’

Initially revenues received will be deposited into a special

account maintained separately by the contractor and allowed to
accumulate. At the same time, an organizational proposal will
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be developed for the incorporation of a private firm or PVO
under Ugandan law which will be legally and administratively
distinct from the kntity and a board of directors recruited.

The entity will then be legalized or incorporated under Ugandan
law and take over receipt and management of revenues received by
the entity. A formal agreement or contract will be signed with
the new organization committing it to work in tandem with the
entity and under the overall direction of the expatriate Chief
of the entity for the duration of Phase I of the project. The
agreement will also provide for the exclusive dedication of fees
received to local airect costs and capitalization of the rirm or
PVO. ©No dividends to directors or shareholders will be allowed.

Over time, as funds accumulate, the firm will start acquiring
staff, first a manager and then appropriate technicians.
Logically it will draw from the Entity as tne two organizations
will be working as one in any case during the first phase. By
the end of Phase I the opjective in one form or another
(directly or indirectly) is to transfer all local personnel and
related costs to the new organization with the foreign exchange
and direct support costs of the advisors being the only
remaining elements funded by the contract. Upon the conclusion
of Phase I, all operational responsibility and control of this
activity would be turned over to the Ugandan management of the
operation and the long term advisors would be pulled out.

With respect to Phase II, the programming of.external assistance
will depend on the results of the analytical component of the
project and the evaluation to be conducted early in the last
year of Phase I. What is contemplated for Phase II at this
point is that technical assistance requirements will be met
entirely through short term consulting inputs - both for the TA
entity and the Bank.

Note: The above scheme is of several options or formulas for
achieving the same result, ie., the independent TA entity.
Others will pe analyzed during detailed advance planning by the
Contractor. .

During Phase I, the entity is expected to exclusively serve
clients referred-by banks participating in the project. In the
case of the UDB, in the initial review of a proposal the
Agricultural Division will make a determination first as to
whether or not the investment has merit and should be considered
seriously. Secondly, recommendations will be developed
regarding the level and type of technical assistance required to
fully develop the proposal in terms of required feasibility
analyses, financial projections, planning etc. The client will
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then be advised that if the loan is to be approved, assistance

must be secured to perform the indicated analyses and finalize

the proposal in form acceptable to the bank. Then the client

will be referrred to the entity. 1In the case of Private Banks, ‘
the same process will be followed. In both cases, individual
lecans will include provisions and funding for the reimbursement
of technical services required for feasibility studies and
proposal preparation.

When clients approach the TA entity for assistance during Phase
I, to be accepted by the entity they must have a written
referral from the Bank specifying that services are necessary
and agreeing to fund them from the portion of the loan to be
granted in local currency. The entity will- then negotiate and
sign an agreement with the client specifying exactly what will
be done at what cost. From time to time in this process it may
be necessary for the entity to return to the Bank for
clarification on the nature and scope of the work to be done.

The entity will then carry out the indicated analyses providing
as mucia technical assistance as possible to the client in the
process. In the development of the proposal, the entity wil
also assess the need for follow-up technical assistance in
management, planning, technical areas etc., and make a written
recommendation covering such services to the Bank along with the
rationale. On receipt of the proposal, the bank will make its
own determination as to whether follow-up services are regquired
and if they should be funded. 1In the event the proposal is
still not fundable, the Bank will provide instructions to the
client -and the entity as to what additional work is required.
In the event that the proposal is rejected outright, the Bank
will so inform the client and the TA entity in which case, at
least auring Phase I, the entity will not be reimbursed for its
inputs. This is a contingency that the project will have to
cover during the three year Phase I period.

(4) Phase II

As described elsewhere, upon the conclusion of Phase I, the
technical assistance entity will commence operating totally
independently of the U.S. Contractor. The idea is that it will
essentially continue providing similar services with the same
arrangements and understandings with the Banks as before, except
that it will now be free to respond to requests from clients
totally outside of the project and work out whatever
arrangements it wants to for payment. It will also be free to
do business with other donors, negotiate new arrangements with
the Banking community or take any new direction that it
desires. If it is to continue to receive technical assistance
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and payment from banks for services rendered under the project,
however, it will have to comply with certain established
groundrules and standards or it will loose clients, business and
revenues associated with project. By this time, it will also
probably have to compete with other firms expected to enter the

market if growth within both industrial and agricultural sectors

materializes as expected over the next four years or so.

Concerning the programming of Phase II technical resources, this
is to come from the evaluation and planning to occur in the
final year of Phase I. What is now expected is that the
assistance will primarily take the form of relative specialized
agro-technical consulting related to some of the larger possible
projects of a major agro-industrial nature. Up to six months a
year for the final three years of the project is provided for
this purpose. This assistance can be channeled through the TA
entity, the Banks or directly to the client enterprises, as most
appropriate based on the evaluation and emerging needs,
conditions and circumstances.

¢c) Summary of Inputs - TA Entity
USAID Project Years
1 2 3 4 5 6 7

Technical Assistance (PM)

Agro-Industrial Advisor

(short term) 2
Business/Financial Analyst

(short term) 2
Agro=-Industrial Advisor

(long term) 6 12 12 6
Business/Financial Analyst

(long term) 6 12 12 6
Accountant : 6 12 12 6
Other Short Term Inputs 6 6 4 6 6

Commodities

6 Vehicles . X
2 Micro Computers

Software X

Office Furniture and
equipment X
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Training
In-country Seminars X x X
Short Courses in U.S. or
third countries X X X
Observation Trips in U.S.
ana Third Countries X X X

Other Costs

Office Rent X X b4 - X
Uganda Staff X X X X .
Professionals

Support Staff
Transportation/Costs
Other Operating Costs X X X X
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4, Financing.

a) OutEdEs.
(1) Loans Made:

Up to approximately 120 loans are expected to be made over the
five year life of estimated project lending activity. The
majority of these will fall between $50,000 and $100,000 in
terms of the AID financed foreign exchange component in 1984
dollars. The average loan is calculated at approximately
$85,000. In accordance with the projected disbursement schedule
based on estimated absorptive capacity of lenders and
sub=-borrowers (See Institutional and economic Analyses)
projected lending targets are as follows:

Phase I Phase I1
) Year 1l 2 3 4 5
Disbursements: 1,250 2,075 2,700 3,325 3,150
($000)
Loans Made: 20U 33 43 53 50

(2) Jobs Created:

A total of some 2,0U0 jobs are expected to be created as a direct

consequence of project lending based on an estimated average cost of

per job of approximately $6,150.

]

T



(3) Sub=projects to be Financed:

An illustrative List of sub-projects to be financed under the
project is as follows:

20 Dairy Farms
6 Hatcheries
40 Poultry Farms
10 Feed Mills
10 Fishing enterprises
20 Mixed Farms
XX Undetermined but substantial number of
smaller .
enterprises (mainly financed by the
commercial
banks for new equipment)

Exactly what portion of these will be financed in Phase I or II
is difficult to predict at this time. It is also certain that a
variety of new possibilities will be developed during early

years of the project for both rehabilitation and new enterprise.

In addition, the project expects to finance a relatively few
larger enterprises long in need of renabilitation such as the
Wankoko poultry processing plant ($300,000 loan) and up to four
0il mills (3 for rehabilitation and one new plant representing
a total investment of up to $3.5 million). (See Appendices to
Financial and Economic Analyses Annexes.)

b) Implementation.

(1) General

The $12.5 million (in non-inflated terms) to be provided by
this project for lending will be in the form of a line of
credit passed through the Bank of Uganda for onlending by the
UDB and other part1c1oat1ng ICIs on commercial terms to
productive enterprises in the agricultural sector. Of the
amount designated, and for purposes of analysis, some $8.5
million has been illustratively allocated to the UDB, with the
remainder going to other, commercial, ICIs. Actual amounts,
however, will depend entirely on the capability of the ICIs in
gquestion to demonstrate capacity to productively absorb the
resources in the form of viable packages of loan requests in
conformance with project lending criteria. It will also depend
on willingness to participate and to bear the risks inherent in
the medium to long term investment lending proposed. The UDB is
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already heavily committea, and Grindlay's has indicated that it
is prepared to participate to an undetermined degree (See
Institutional Analysis); but it remains to be seen if the other
commercial banks will opt to participate. Indications are that
they will, once they have observed expected successful
performance of Grindlay's loans. (The manager of Grindlays has
indicated to the USAID that once the bank is on board and
lending, the others should follow sait.)

Host country contributions to the lending component of the
project are expected to come to over the local| currency
equivalent of $11.5 miitlion, consisting of the following
elements:

o Up to US $ 5.0 million from the Bank of Uganda in
the form of local currency refinancing of up to
$ of rediscounted UDB sub-loans to project
sub=-borrowers. This could, in fact, be more or less
dependiny on the level of UDB lending achieved over
the life of the project.

o] Up to $2.7 million, or approximately 50% of the
value of foreign exchange costs, from participating
commercial banks in accordance with local currency
component requirements for most investments.

) Up to $4.0 million from sub-borrowing clients of the
ICIs in accordance with equity contribution
requirements, at least 20% of the 12.5 million grant
plus the above local currency loan components.

Total: $11.7 Million - rounded to $11.5.

In accordance with the structure of the project, it should be
noted that the total of the combined contributions of the BOU
and Commercial ICIs will roughly equal the same amount
regardless of which of the ICI categories (UDB vs Commercial
Banks) actually end up borrowing more or less. That is, to the
degree that one increases, the other will decrease and vice
versa.

In summary, the RPE line of credit will generate total direct
investment lending of at least $24 million over the life of the
project, not including additional lending for the same purposes
to be generated from rollovers at the ICI level, estimated to
add another $10 million by the end of the project for a total
leveraged investment of $34 million.

@\
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(2) Terms and Conditions of Lending

Funds for sub-loans will pass through the Bank of Uganda to the
UDB and participating commercial banks. The terms and
conditions of lending by the BOU remain to be negotiated in
final form but should provide adequate margins to the ICIs to
enable them to cover expensec and earn reasonaole profits. (In
the case of the UDB, once projected project lendlng is
outstanding, an annual income of up to $400,000/year will be
available to cover portfolio administration costs.)

Initial terms proposed and also used for design analysis
purposes have the BOU lending to the ICIs at a 6.5% rate of
interest, over a 20 year term, with a ten year grace period on
repayment of principal and interest to be paid annually from
the first year. The long grace period allows the participating
bank to build up internal reserves which will be relent for the
same purposes. The objective is to develop the lending activity
at the intermediate level and to make the loans sufficiently
attractive so that participation will be as wide as possible.
Despite the fact that this project is a grant, the BOU, in
effect, will also bear the burdon of maintenance of value. That
is to say, if there is a devaluation, the BOU will decapitalize
to the same degree relative to the aollar in terms of the
“outstanding project financed portfolio. The ICIs in tern are
expected to lend at between 15% and 17% (the legal maximum for
agriculture) to sub-borrowing clients with terms of up to 8
years and grace periods as warranted by financed projects, but
probably averaging in the vicinity of two years.

In line with AID policy criteria, an objective of the project
is to foment a going rate or real cost approach to lending for
development. In the case of Uganda, the project is hampered by
legal maximums, as is the case in most countries. To the extent
that other measures can be aeveloped to protect the equity base
of the lenders in terms of the cost of lending, delinquencies,
the eroding effect of Uganda's improving but still relatively
high rate of inflation, they will be studied for possible
adoption.

Further, and in order to protect the capital resources of the
project to the extent possible, maximum delinquency and default
" rates will be negotiated with the GOU with respect project
loaned funds. If they fall above the specified level, further
disbursements for the ICI in question will be halted. Such
rates will be determined for both principal and interest
obligations. The suggested initial formula at this point
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is % delinquency on outstanding palances aue over 90 days
of either principal or interest. In the event that a given ICI
falls under this provision and it is envoked, it can, although
won't necessarily, be revoked, once the ICI has recovered
amounts due sufficiently to fall under the allowed maximum.

(3) Lending Criteria .

Lending criteria (described further in Part III. E.) is still
illustrative and will be refined during the detailed planning
and negotiating stage of the project and submitted for approval
by AID as a condition precedent to disbursement for the credit
component. Described below are certain minimums, however, which
will be preserved by covenant.

(3.1) ICI Eligibility

The ICI must be a legally charterea bank or financial institution
authorized to operate in Uganda with an established program of
lending to private enterprise. It must also be able to demonstrate
adequate staff, operating procedures, and financial condition to
satisfy AID as to its ability to lend responsibly under the terms
of the project. Finally, it obviously must be prepared to abide by
AID policy, program and project criteria as summarized below for
the sub-borrower group, which, among other things, implies a solid
analytical appraisal capability in terms of sub-project ’
eligibility, feasibility and viability. In the case of the UDB, it
has, in effect, been pre-qualified through analysis carried out
during final design. (See Institutional Analysis) Further,
technical assistance is being provided to the UDB, in part, so
that it will be able to comply with established criteria,
especially in terms of appraisal capability. Grindlay's and to a
lessor extent the Uganda Commercial Bank,were also reviewed by the
design team (See Institutional Analysis). Nevertheless, these
lenders will have to present detailed evidence, satisfactory to
the BOU and to AID, that they have the capability and the
commitment to comply with criteria, norms, and standards required
by the project.

(3.2) Sub=-Project Selection

Borrowing enterprises must be Ugandan owned and controlled with
their principal place of business in Uganda. Further, all project
assisted enterprises (including cooperatives) must be in the
private sector and be profit making ventures. In the case of
cooperatives, PVOs, or otherwise non-profit making enterprises,
they must be able to demonstrate that they are seeking to maximize
their net returns and to capitalize for further investment and
growth. All enterprises must be primarily operating in the
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agricultural sector, either in proauction or in processing or
service activities directly linked (forward or backward) to
agriculture., With respect to sub-projects, one of the following
key conditions must be met; labour intensive (maximum of $6,000
per job created), have clear potential for import substitution or
export and provide increased markets, inputs, or service for
agricultural production oased on locally available inputs.
Further, the following AID program and policy criteria at a
minimum will be met: a) adeguate planning ana costing [Section 6511
a)l, b) environmental soundness with protective or mitigating
measures where necessary (See Environmental Analysis, Part IV__ ),
¢) financial soundness (projected rates of return), d) technical
soundness (appropriateness of the technology employed), e) social
soundness (equity considerations) and e) managerial competence to
execute the preject in accordance with the approved terms and plan
of the loan.

With respect to any of these criteria, sub-borrowers may receive
assistance, if necessary, from the technical assistance entity
described earlier, either by choice or as required by the lending
ICI in order to receive the loan. Sub-borrowers, of course, will
be free to seek out any source of assistance they choose to meet
the above criteria, but they must meet it in order to qualify.

It should also be noted here, that any loan for a total amount of
over $200 000 of project fundlng will be directly approved by The
AID mission director.

(4) Structure ana Mechanism

A variety of details remain to be worked out during
pre-implementain planning for the lending component. For the most
part these will be spelled out in an operations manuel to be
developed with contract assistance which will be negotiated and
approved by AID and the Bank of Uganda. The manuel will spell out
all project operating procedures and will be widely available for
ICI, project, bank, and other personnel with a need to understand
how the project works. In general, with respect to lending, the
following 1is expected:

In order to participate, all ICIs must negotiate and sign an AID
approved loan agreement with the Bank of Uganda. This will be a
boiler plate document with all terms and contitions for lending
and a line of credit stipulated. On a quarterly basis thereafter,
each participating ICI will consolidate loan requests which it has
approved, or expects to approve, in the period and present a
global request for drawdown to the BOU. The BOU will then approve

the drawdown and so advise the ICI and AID so that appropriate

?%;‘
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disbursement, executing and supporting arrangements may be made,
either directly or through the US contractor. (Technical
assistance, procurement, etc.)

With respect to sub-lending, ICIs will approve and negotiate
individual sub-loans with client enterprises in accordance with
established procedures. Each loan will have a detailed
procuremer.t list and plan (developed or assisted where necessary
oy the Procurement Services Agent) with a breakdown of what will
be procurred off shore or locally (shelf item). Once the loan is
signed, the PSA will proceed with procurement in accordance with
procedures described in the the Procurement Plan (Part V, A.7.)

Interest on foreign -exchange lent will be simultaneously
calculated for both Sub-borrowers and ICIs based on outstanding
balances from the time of sub-loan disbursement, on whatever
schedule, until principal amounts outstanding have been paid.
There will, in fact, be no direct aisbursements in dollars
within Uganda except when AID is required to change dollars for
disbursements in local currency for shelf item procurement or to
reimburse the Technical Assistance Entity for services rendered
to sub-borrowers unaer authorized sub-loan agreements. With
respect to local currency disbursements from counterpart
sources, either the ICIs themselves or through the BOU's
rediscount facility, interest will be calculated as required by
the respective lender. :

(5) Lending Component by Phase

During the pre-implementation phase, the operations manuel will
be developed; criteria will be negotiated and approved; and
detailed disbursement, procurement, tracking and other
procedures will be worked out.

Lending activity during Phase I and II will depend completely on
the ability, motivation and actions of the ICIs and
sub=-borrowers, and to a degree on the US contractor. It is not
possible to predict at this point what will move first or in
what order or magnitude. From final design, it is certain that a
significant number of pre-qualified, viable projects are only
awaiting finalization of feasibility and appraisal work prior to
launching, however, and it is believed that lending will
commence in volume in the first half of 1986. (See
Implementation Plan.)

Note: For Inputs, see dispbursement schedules and financial
projections in Financial Analysis below.



5. Data Management, Analysis, Evaluation and Planning

a) Qutputs
Phase I
o) Base Line Information re sub-borrowers, sub-projects,

ICIs and the technical assistance entity

o] Periodic reporting or indicators showing progress or
lack thereof from base line toward project objectives
and targets.

o Detailed operational reporting for purposes of
sub-project tracking, implementation monitoring,
trouble shooting etc.

o Special analyses or studies for purposes of policy
formulation, strategy development, activity planning,
programming of human or financial resources,
coordination, identification and sharing of
innovation etc. :

o Base material for the detailed planning of Phase II

o Useful material for capital resource mobilization
from external donors and lénders as well as private
capital markets.

Phase 1II

Hopefully, all of the above will continue to apply to Phase II
in addition to a detailed final evaluation which will provide
the basis for replication of models developed by the project in
otner settings and which will leave the Ugandan project
community (BOU, ICIs, sub-pborrowers, support entities) with a
firm analytical basis for new and still more effective long
range planning.

b) Implementation

By nature, this project is experimental. Systematic data
collection and analysis will be critical to successful
implementation throughout the project period. This component,
therefore, will receive a very high priority by AID and the US
contractor.

i
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In addition to continuing analytical activity within the foremal
structure of the project, there will be several special studies
and surveys, described below, as well as two major external
evaluations in the last years of Phases I and II.

The Data Collection component of the project will be contributed
in its entirety by AID through the US Contractor. Management
responsibility will likewise rest with the US contractor through
Phase I with the exception of the external evaluations. Under
current circumstances, it would not be possible for the GOU to
justify committing scarce resources to such an effort, although
counterpart institutions and personnel will pe asked to
participate and contribute on a- systematic basis as part of
their main line functions.

The major elements of this component are as follows:

(1) Data Management and Planning Office

A separate office will be established within the 7Technical
Assistance Entity with a full time Ugandan data management
expert in charge. Supporting him will be an average of two
graduate assistants as necessary in statistics, agricultural
economics, rural sociology, operations research etc, arawn £from
Makerere University or other Ugandan sources. The office will
report directly to the Chief of Party. Aavising the effort will
be short term US consultants in data and information systems
development and management and as necessary in finance, credit,
rural sociology etc., in order to develop and maintain the
system contemplated and carry out the studies indicated below.

Upon conclusion of Phase I, it is intended that the office will
be taken over by the Ugandan 7Technical Assistance Entity and
maintained throughout Phase II doing much the same work as in
the first three years of the project. During Phase II AID will
continue providing funding and consulting support as determined
in detailed planning to occur late in Phase II. Upon conclusion
of the project, it is hoped that activities and costs of the
office will be maintained by the TA entity as a very useful arm
in the ongoing conduct of its consulting services to
enterprises, lenders, potential donors, etc.

During Phase. I the Data Management Office will have four major
functions as describea below:

o Supervision and coordination of all studies to be
conducted under the project (described below).



o] Development of an information system by means of
which continuing feedback fot planning and
-programming purposes will be directed to Project
Management (BOU, AID, The US Contractor) and
participating ICIs.

o) The development of gquarterly, annual and longer term
work plans and reports for the project as a whole.
The office will provide analytical "pbackstopping" for
all major activities.

o Preparation of data and analytical material for the
two major evaluations to be conducted of project
performance and impact.

In addition to the studies detailed below, the office will be
provided with funds ($150,000) which can be drawn on flexibly
for other short studies, analyses, and planning exercises as may
be required in the course of project development and
implementation.

(2) Studies and Surveys

(2.1) Base Line Data:

This study will establish the base line for the project for use
in subsequent evaluations and for a variety of other analytical
and planning uses. It will be carried out within six months of
the signing of the prime contract and will include, tentatively,
the following elements:

o) Credit Demand both for base line purposes as well as
raw material for planning promotion, training, and
technical assistance activities. The study will
include both existing agricultural enterprise
proposals in participating and potentially
participating ICIs and unsolicited proposal potential
in the field

o The status of project appraisal, approval, follow-up,
and collection operations in the ICIs to be able to
measure improvements in effectiveness and efficiency
over time. The focus of this will be on the UDB.

o) Profile of client enterprises in terms of the nature
and activity of the enterprise itself, financial
condition, size, management, plans for growth and
expansion etc.



(2.2) Constraints to Agricultural Enterprise
Development.

Late in the second year of Phase II, after some experience has
been gained with Project sponsored operations, the constraints
study will be carried out to provide the analytical basis for
redesign of project interventions in the last year of Phase II.
This will also directly feed into the evaluation, and provide
valuable insight into why the project is behaving as it is or
experiencing a yiven set of aifficulties. Tentatively, the study
would cover the following aspects:

o Policy constraints - tne edible o0il tax, price fixing
by parastatals, exchange controls, etc.

o Ownership and land tenure difficulties
’ o Managerial and technical skill levels in agricultural
] enterprise
) Savings, capital accumulation and investment options

for successful enterprises
0 Marketing parriers - deomestically and ror export
o] Infrastructure constraints, especially transportation

Note: Any study of constraints to development in Uganda under
present circumstances should take into account and/or analyze
security and corruption problems. For obvious reasons, however,
how these delicate areas would be approached would have to be
thought through carefully and negotiated with the GOU.

(2.3) Alternative and 1nformal credit systems
- Internal Capital Markets

The study would look at other financing options for entreprises
and draw conclusions about the relative merits of different
alternatives for the client group as opposed to Project ICIs. It
may be that different systems are worth consideration as
possible vehicles for certain types of investment. Vehicles that
would be considered would include credit cooperatives and other
cooperatlve lending structures, money lenders, major companles
in either supply or marketing etc.

(2.4) Women in Development

A study will be carried out early late in the first year of
Phase I to determine how women participate in enterprises
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financed and what can be done to further their effective
involvement in agricutural enterprise development. Again,
conclusions from this study will serve as a basis for Project
modifications in Phase II. Scopes of work for all these studies
will be approved by AID prior to execution.

(3). Ongoing Data Collection

Prior to commencement of lending activity, the Data dManagement
Office will develop systematic data collection, recording and
reporting requirements from ovoth ICIs and sub-borrowers.
Separate files will also be established on each sub-project for
the maintenance of time series data of particular importance for
measuring project impact at the client level. Also for this
purpose a computerized project tracking system will be
established which will depend on systematic reporting of lending
and borrowing entities. with sophisticated and easy to use
software now available this should not be a particularly onerous
task. The office will encourage the development of complementary
and parallel systems in participating ICIs for improved
follow-up activities, collections, etc.

The above system or systems will approved by AID prior to
implementation.

(3 Evaluation

Major external project evaluations will be carried out in the
third years of both Phases I and II. The first, among other
things, will lead directly into a detailed design and planning
exercise by participating agencies for Phase II. The second will
prov1de a well documented basis for repllcatlon and/or use of
experience gained in other programs in Uganda and other
countries. Both should pbe very helpful in additional resource
mobilization and for policy and strategy by AID and other
donors.

Separate contracts will be utilizea for each of these
evaluations in order to maintain objectivity. In the case of
Phase I, upon conclusion of the evaluation, the US contractor
will work under AID's supervision and guidance in the execution
of the planning exercise for Phase II.



¢) Summary of Inputs - Data Management

USAID ] Project
Years
1 2 3 4 5 6 7

Technical Assistance (PM)

Chief of Party 6 12° L2 &6

Short Term Consultants 3 4 4 4 2
Training . X X X

Short term

in-country
Commodities

1l Vehicle. ' X

1 Micro Computer X

Software

Office Furniture X
Qther Costs

Transportation

Ugandan Staff :

Chief . 6 12 12 6
2 Research Assistants 12 24 24 12
Special Fund for Study Purposes. 30 50 50 20

The Chief of Party is pegged against this component of inputs as a
matter of convenience. He or she will be administratively
separate from any particular component of the project and will be
devoted full time to overall management of the prime contract and
the various activities under it. For obvious reasons, however, it
would suit project purposes 1f the Chief could have some
background and expertise in Data management and planning.
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Note: This completes the project description. In addition to the
inputs shown in the sections above, the following additional
contributions are calculated into the final cost estimate in the
following section.
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Advance Work - Separate Contracts to assist USAID in "pre-prime"
contract groundwork that must be carried out in first year and a
half after authorization. (July 1984 - December 1985)

Administrative Arrangements
Conditions Precedent etc. 6 PM

Invitational Travel to visit the 4 PM
National Development Bank of the

Philippines - 4 persons, 2 weeks

from the ICI group.

International .Executive Service Corps 6 PM
and other volunteer consulting services
Spread over Phase I

Separate Auditing contract with internationally recognized firm
with local office which will audit ICI and Borrower Performance
under the project periodically over Phase I (and Phase II if
necessary) and report to the USAID.

E. Financial Plaﬁ and Cost Estimate.

Total project cost over the seven year and one half year project
period (inflated at 10 % per annum) is estimated at just short of
$51 million of which; a) AID will contribute $17.4 million for the
lending component and $15.5 million in technical assistance
related costs, b) the banking system (Bank of Uganda plus the
ICIs) will contribute approximately $11 million, and c)
sub-borrowing enterprises will put up an additional $6.9 million.
AID, therefore, will finance 647 of total costs while the banks
and sub-borrowers will finance 227 and 147% respectively.

Recurring cost is not expected to be an issue under this project
as; a) sub-borrowers will gradually assume the cost of their own
technical assistance through the process described in D.3. above;
b) commercial banks will not participate in the first place unless
they are convinced .they can make a profit; and c) the UDB is
already staffed to manage their portion of the lending activity,
basically needing only an upgrading of skills and processes. (See
Economic and Financial Analyses for the viability of the lending
activity itself. ) .



Project Year

AID FINANCED INPUTS

Credit Line
Inflation - 10%
Sub-Total

Long Term Tech. Asst.

Chief of Party
Agrobusiness/Management
Financial Analyst
Accounting Systems
Financial Analyst (UDB)

Short Term Tech. Asst.

Banking Advisor

Data System Spec.
Agro-Industrial
Business Analyst
Other Int. and Local

Local Hire

Professional Staff
Support Staff

Local Travel
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DETAILED EXPENDITURES BY PROJECT YEAR

BUDGET TABLE 1

($000)
1 2 3 4 5 6 7

1984/85 1985/86 1988/87 1987/88  1988/89 1989/90 1990/91 Total
1250 2075 2700 3325 3150 12500
125 415 891 1529 1890 4850
Co 1375 2490 - 3591 . 1890 4850 17350
85 165 165 85 500
85 165 165 85 - 500
85 165 165 85 - 500
85 165 165 85 - - 500
85 165 165 85 - - 500
30 - 30
- 20 20 - 20 60

- 25 - - - - - 25

- 25 - - - - - 25

75 62 162 162 125 125 100 812

- 90 140 200 200 - - 630

- 20 50 60 60 - - 190

- 80 100 120 80 - - ‘380

(1)

(2)
(2)
(2)
(2) -
(2)

(3)
(4)
(5)
(5)
(6)

(7)
(8)
(9)
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1984/85 1985/86 1988/87 1987/88 1988/89 1989/90 1990/91 Total
Commodities
Vehicles - 100 30 15 - - - 145 (10)
Office Equipment - 50 20 5 - ~ - 75 (11)
Computers - 40 - - - — 40 (12)
Local Office Overhead - 24 - 24 24 : 12 - - 84 (13)
Training
In-Country for ICI's - 20 20 20 - - - 60 (14)
US & Third Country - 40 60 80 60 - - 240 (15)
In—Country Entrerenures - 20 20 20 -~ - 60 (16)
Observation Trip e - -13 - = ~ - 12 (17)
Misc. and Start-Up - 100 20 10 10 ~ - 140 (18)
Contractor Overhead
Rate = 857% (loans excl.) - 893 " 1261 1301 851 106 85 4500 (19)
Procurement Service - 50 50 50 50 - - 200 (20)
Research Fund (Data Mgt) - 30 50 50 20 - - 150 (21)
External Audit - < -100 100 100 100 - 400 (22)
Int. Volunteer Serv. - 5 10 R 10 5 - - 30 (23)
Evaluation - - - 80 ~ 80 160 (24)

Sub-Total 73 2130 2975 3053 2119 331 265 23448
Provision for Inflation 213 595 1007 975 199 204 3193 (25)
107 compound annually
Sub~Total 75.00 2343 3570 4061 3093 530 469 14142

Contingency -~ 107 all TA 8 234 357 416 309 53 47 1414

Total ~ All TA 83 2578 3928 4467 3203 583 516 15556




1984/85

"COUNTERPART CONTRIBUTIONS:

Bank Financed Inputs

Local Funds Lending
UDB
Commercial Banks
Sub—total
Inflation 10% p.a. comp.

Sub~total incl. inflation

Enterprise Fin. Inputs

Enterprise Equity
TA Entity (Ugandan)

Sub-total
Inflation 10% p.a. comp.

(30)
Sub~total incl. inflat.

TOTAL LOCAL CONTRIBUTION
(31)

TOTAL PROJECT COSTS
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1985/86 1988/87 1987/88 1988/89  1989/90  1990/91  Total
425 674 942 1231 1540 385 5196 (26)
200 417 552 696 452 183 2500 (26)
625 1091 149 1927 1992 568 7696
63 229 493 886 1215 437 3323 (27)

00 688 1320 1987 2813 3207 1005 11019
375 633 839 105 1028 114 4039 (28)
Z z Z 62 334 334 730 (29)

w5 63l 8% 0 12 1362 - - 448 4769

38 133 277 512 831 %5 2135

413 766 1116 1624 2193 792 6904

1100 2086 3103 4437 5401 1798 17923
5053 8503 11161 12693 11023 2314 50829



1.

Technical Assistance
Project Operations
Evaluations
Procuremant

Audit

Ivs ‘

Research

lraining
In-Country
Overseas

Commodities

Misc. and Start-up

Contcractor Overhead

Credit Line
Sup~total

Inflation 10% p.a. comp.

Sup~total

Contingency 10% (TA
only)

GRAND TOTAL PROJECT

Acove 3 of Total
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BUDGET TABLE 2.

SUMMARY OF TOTAL PROJECT
COST BY FUNDING CATEGORY

AID BANK ENLERPRISES
4734 730 5467
160 160
200 200
400 400
30 30
150 150
300 300.00
T3 73
260 260
140 140
4500 4500
12500 7699 4039 24253
23449 7090 4769 35914
8044 3323, 2135 13501
31492 11019 6903 49415
_l414 1414
32906 11019 6903 50830
.64 .22 .14 1.00

1OUTAL



Note

(1)

(3)

(4)

(3)

(7

(8)
&)
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ASSUMPTIONS FOR THE PRE BUDGET
(Corresponds to notes on right margin of Table 1)

Combined drawdown of UD8 and commercial banks based on projections from
Tables 2 and 3 of Appendix 1, Annex E, Financial Analysis.

Three years of long-term technical assistance starting in second year.
Cost calculated per current person year estimates for Uganda. Breakdown
of costs per gerson in Tanle .

Development Banker for 3-4 months to assist in reorganization of the
Crops and Livestock Deparuments of tne UDB. Will also assist in setting
up procedures for on-lending by BOU and the ICI's.

Computer consultant to establisn information ana analytical systems for
UDB and Data Management Service. 2-3 months in each years 2, 3, and 5.

These two short term coasultants will work with Prime Contractor's
start-up team during second half of 1985. Primarily involved in
planning and design for long-term tecnnical assistance team.

In first year, 6 months of consultant working with AID mission
finalizing agreements with GOU and various ICI's. Providing assistance
to the mission on preparation of various documents for the project,
preliminary planning, and other project related matters. These initial
contracts will be directly with Mission and not through the Prime
contractor. Cost estimated at $12,50V0 per month. Remaining short-term
qpnsultants will be supplied by prime contractor.

. Fully pburdened costs of local nire professional staff estimated at

$20,000 p.a. Salary and benefits competitive with top international
commerical organizations operating in Uganda to discourage employees
from taking secondary jobs.

Secretaries, clerks, drivers, guards.

Vehicle operation costs estimated at $10,000 p.a. per year based on $.50
per mile and 20,000 miles per year. Short-term technical assistance,
local hire staff, and data management service transport cost included.
Long=-term tecnnical assistance service transport cost included.
Long-term tecnnical assistance transport cost built into budgets for
each position. Also includes provision of loaging while on safari.

Road conditions in Uganda are very poor and repair and maintenance costs
are hign.



(10)

(11)
(12)
(13)

(14)

(15)

(16)
(17)

(18)
(19)
(20)
(21)

(22)

(23)
(24)
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Bstimated average cost of vehicle is $15,000. Vehicles will range from
4D cross country venicles, small 4WD vehicles, and station wagons.
Eight vehicles ordered in 1985, followed by two additional in 1986, and
one in 1987. Five venicles for long-term technical assistance team,
balance for local hire professional, short-term consultants, and data
management office.

Desks, file capinets, photocopy equipment, typewriters, calculators,
etc. for the Technical Assistance Entity.

wo micro computers with appropriate sottware and printers. Estimated
cost CIF $20,000 each.

Local office rent, telephone and other communications, oiffice supplies,
local legal and audit costs.

Snort-term courses and special on-the-job training for UDB statf.
Possible extension to commercial banks as appropriate. Emphasis on loan
appraisal and supervision.

Short-term courses for enterprise staff and senior staff. Accounting,
planning, management information systems. Directed to improving
efficiency and productivity.

Short-term courses in US and observation travel.

Visit by local officials to Phillipines Development Baik.

In second year, $100,000 is for mobilization and other general expenses,
with amounts in years 3-5 for other miscellianeous expenses.

Prime contractors overhead rate. Calculated on all services being
provided by the contractor.

Permanent Service (PSA).

Special research funds for studies on agricultural and ousiness
environment related to development and support for private sector.
Researcn subjects selected or approved by AID mission. -

Quarterly audits of participating financial institutions relative to
administration and disbursement of RPE funds. Also audits of clients
(enterprise) to ensure that lending is complying with AID regulations.
Expenses for volunteer international business advisors.

Phase I and II Evaluation.



(25)

(26)

(27)

(28)

(29)

(30)
(31)

(32)
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Inflation is calculated at 10% per year compounded for the balance
outstanding. No inflation for year 1984.

Local currency requirements for lending. Based on estimated local
currency requirement of $.50 for every $1.00 ot foreiyn excnange. 1sased
on drawdown schedule in line #7.

Inflated at same rate as foraign exchange requirements with assumption
that while inflation rate in Uganda is higher than 10% per year, a
devaluation in tne Uyanda Shilling will adjust tne inflation down to
that of the 10% projected for foreign exchange.

All clients obtaining loans under tne RPE project will require a minimum
of 4:1 debt/equity rations. Calculated on projected lending of both
foresign exchange and locali currency lending of the ICI's.

Fees charged to enterprises for services from the Technical Assistance
Entity. Increasing as tae program oecomes a local operation.

Inflation calculated as descrioed note (27).

Contribution to project (including inflation factor) of ICI's and
enterprises. Not calculated are ICI operating costs or primarily
operating tnrough banking institutions, GOU direct financial
contribution will be minimal.

Contingency calculated at 10% per year on all project costs.
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BUDGET TABLE 3.

Cost for International Technical Assistance

(annual cost)

Salary (3ase)

Post Differential (25% bse)
Personal Benefits (la% pase)
Inter~Travel (4 persons RT by 1/3)
gousehold Snipping (4/3 RI)
Storage

Medical Ins/Work. Comp. (0% pase)
Housing (est. $2,000 montn)
Education (2 x $8,000)

R & R (5% base)

Security

Venicle/Local Travel 800 miles/month

$.50/nile
Sub-total
Contingency (15% sub total)

TOTAL

Note: Does not include contractor overhead.

Personnel

50,000
12,500
7,500
5,000
10,000
4,000
3,000
24,000
16,00V
5,000
2,000

4,800
143,600
21,600

165,400

\ o



- 61 -

TABLE
Cost for International Tecnnical Assistance Personnel
(annual cost)

1. Salary (Base) 50,000
2. Post Differential (25% base) 12,500
3. Personal Benefits (is% base)’ 7,500
4. Inter-Travel (4 persons RT by 1/3) 5,000
5. Household Shipping (1/3 RI) 10,000
6. Storage 4,000
7. Medical Ins/Work. Comp. (9% base) 3,000
8. Housing (est.$2000 month) 24,000
9, gducation (2 x $ 8000) 16,000
10. R & R (5% base) 5,000

11. venicle/Local Wravel 8U0 miles month
$.50/mile 4,800
Sup~-total 143,800
13. Contingency (15% sub total) 21,600
TOTAL 195,400

Note: RT = round trip.



PART IV - PROJECT ANALYSES.

A. Summary and Concliusions.

As AID experience in the 1970s and early 1980s (especially in
Latin America but to a degree in Africa) will testify, ICI
projects are bound to be fraught with difficult financial,

institutional, technical, and otften political, issues. Tne RPE
project is no exception.

There is, and can be, for example, only modest assurance of
success on lending system objectives, ie., the UDB and other
ICis. System growth and capitalization goals may be out of
-line with the reality of what will happen to the Ugandan
Snilling and the economy in general over tane next few years as
a result of unforeseen policy decisions. Institutionally, the
UDB may be dragged down by 1ts heritage of old, uncollectaple
loans, or by a salary scale so low that it will not be able to
hold on to good people. (Key staff members are holding out at
present because they see a "brighter day coming" thanks to the
excellent management that nas now been installed in the bank
and faith that positive policy change and hard headed
leadership will pave tne way for the development of a viable
institution over the next few years able to reward good
performance and loyalty in tne face of adversity.

There is much greater assurance, however, with respect to the
target enterprise end of the system. From time spent in the
field and analyses performed, the team is totally convinced of
the demand side of tne equation. ‘The capacity to effectively
absorb resources to be provided by the project and other
sources is not in place, oput that is what this project is all
about: and AID will be in a position to provide and control
inputs to an extremely receptive target group. The enterprises
to be assisted have everything to gain and a lot to loose if
they don't perform in terms of investments implying sacrifice
to secure. (The loans themselves can be lost along with the
equity contribution and the business itself in many cases if
resources are not utilized effectively.

Furtner, in the past Ugandans nave shown thney can make it in

the sphere in which the project will operate. They will be able
to make it again, given time, assistance, and access to
resources. The economics, as will be seen below, make sense.
Comparative advantage on the production side is in place due to
the countrys favorable climate, soils and other resources
already described. Lacking only is capacity to analyze,
package, and manadge adequately to solicit and wisely utilize
additional capital required for rehabilitation and solid growth.
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Finally, this is not the traditional AID ICI project focussed
on the small farmer or the poorest of the poor. The target
group is part of an entrepreneural class. It has demonstrated
it is interested in more than mere survival - often the result
of small farmer subsidized credit programs which do little more
than provide for one more season's marginal production. This
project is rfocussed on business development amongst a group of
people who have already invested to a greater or lessor extent
and, who by and large, are planning and striving for
improvement - often to get back to where they were at an
earlier time.

In conclusion, despite the unknowns, issues and constraints
that must be faced, the design team is confident that this
project will result in at least a partial success, ie.,
capacity to absorb will be developed - at least on the
sup-borrower level - and rehapnilitation, recovery and
development of productive enterprise will take place.

B. gconomic Analysis.

1. Introduction.

For several reasons, tne design team determined that a standard
benefit/cost analysis, with an internal rate of return .
calculation, should not be attempted for thne project. Cnief
among these was that no mothodology could be effectively
developed to adequately take into account the illustrative and
changing nature of the sub-projects to be financed or to
quantify either costs or benefits for over a nundred and some
sub-projects. - Rather than engage in excessive conjecture,
therefore, the team chose to base the analysis on illustrative
case examples, summarized below, and on overall economic
conditions as observed and analyzed by the IBRD and others.

2. General Economic Situation.

Notwithstanding the serious political and security problems
that continue to plague the Government of Uganda, the economy
in general, and especially certain segments of the agricuitural
sector, are now experiencing relatively good rates of growth.
Upon conclusion of the 1979 "War of liberation" however, tine
new government had inherited a devasted country caused by gross
mismanagement auring the Amin years and destruction during the
war. Industrial capacity had been severely reduced;
infrastructure was in disrepair; inflation was rampant; and tne
central government was almost bankrupt.

-
i
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In consultation with the IMF over the past 3 years the
Government nas adopted several Kkey economic/fiscal reforms
contributing to economic recovery, the most significant being;
(L) the float of tne Uganda Shilling from just over Sns. 7.6 to
U.S. dollar to the present rate of USh. 210 (window 1) and USh.
330 (window 2), (2) significant increases in the farm gate
price for export crops (Ref. Table 3) and (3) the removal of
most price controls for export crops, consumer products.
Likewise, the price of locally consumed food crops is governed
by market conditions. The government also increased interest
rate levels and established ceilings on domestic and government
borrowing.

In terms of overall economic performance, the GDP rate of
growth in real terms increased from 3.9% in 1982 to over 6.1%
in 1982. Higher rates have been experienced in the subsistence
sector compared to the monetary sector. Continued growth is
expected in the near term, and the recent budget for 1983/84
generally favors continuation of monetary policies previously
worked out in consultation with the IMF.

Market forces are expected to increase their influence in the
economy, and more of the financing of imports should shift to
Window II exchange rates. It has also been proposed that all
new external debts incurred by government agencies should pe
financed at the Window II rate. The GOU now plans to increase
the amount of foreign exchange available at Window II from $2
billion in 1982/83 to $3 billion in 1983/84. This will also
help to reduce the potential risk of abuse from illegal or
unautinorized purchase of dollars at the concessionary Window I
rate. The RPE project will complement these positive economic
policy measures and provide additional support to government
efforts at rehabilitation and expansion of private enterprise
in general.

3. Sectoral Overviews.,

a) Agriculture.

Recovery in the agricultural sector continues to exceed
previous expectations. Food crop production has been
exceptionally good, but export crops are also doing well.
Surplus maize was sent to Tanzania. Uganda is fortunate in
that such a large portion of the country is suitable for crop
production and livestock. Also, about 15% of the land area is
freshwater rivers and lakes containing larye stocks of £fish.



The major source of foreign excnange earnings for Uganda is the
export of cash crops, of which coffee presently represents
about 95%. Uganda has a current cotffee quota set by ICO at
162,000 tons and expects to have this increased to 192,000 tons
for the 1984 season. Coffee production in 1981/82 was 97,500
tons, 166,600 tons in 1982/83, and is projected to be 192,360
tons in the 1983/84 season. Uganda expects to be able to sell
its surplus over quota profitably on the open market; although
given tne current oversupply of coffee on world markets, this
may not be possible. It is expected, however, that with the
rehaoilitation of both large scale and small tea holdings in
Western Uganda this crop will play a larger role in foreign
exchange earnings in the future.

All four of Uganda's principal cash export crops (coffee, tea,
cotton, and tobacco) still have an prices officially
established by the government. The ratios of price increase
for tnese crops from December L1980 to June of 1983 have all
been about 10 to 1. This does not compare favorably, however,
with the changes in the official exchange rates which have in
the same period increased at ratios of 19.8 to 1 for Window 1
and 37 to 1 for Window 2. Nevertheless, the producers appear to
be adequately motivated to increase production at prevailing
prices, - especially for coffee and tea. Calculation of
estimated net returns on these crops together with the major
food crops would, except for coffee, favor food crops, which do
not have price controls and are more likely to respond to
market conditions. '

Cotton, previously Uganda's second most important cash crop,
has not experienced the same rapid recovery found with coffee.
The pre-season estimate for 1932/83 was for 200,000 bales, but
the outcome was about 65,000. Much higher projections are being
made for the 1983/84 season (est. 200,000), but due to the
shortage of financing for cotton purchase, farmers are
reluctdnt to release their crop, fearing default in payment by
the cooperative buyers. With current ginning capacity of
200,000 bales per annum and a further planned development of
224,000 bales of ginning capacity being financed by World Bank
and African Development Bank, there should be ample processing
capacity if the cooperatives can secure financing for

purchase. Further developments in cotton production and
processing will provide additional cotton seed for oil
extraction and cotton seed cake for the animal feed industry, a
development of serious interest to this project. .

In conclusion, Uganda now nas an excellent opportunity to
rehabilitate and further develop its own agricultural

s
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production base and attempt to satisfy domestic consumer demand
for such products as edible o0ils, poultry products, animal
feeds, dairy products, and certain food crops sucn as sugar and
rice. Recapturing markets and returning to former levels of
vroduction or increasing to even higher levels will require
special attention to direct inputs and processing facilities,
markets, and the managerial/technical skills required. The RPE
project addresses many of these issues by focusing on the
renabilitation and/or expansion of productive activities tinat
were previously well established in Uganda and for which there
was effective consumer demand. RPE will complement current
government policies directed toward encouraging the restoration
of agricultural production and agro-industrial activities.

b) Industry.

Rehabilitation efforts in this sector have not been as
spectacular to date as in agriculture. Reasons for this
include: (1) physical plants were allowed to run down with
inadequate repairs/replacement during 1970's, (2) management
and technical expertise (often of Asian origin) was forced to
leave, (3) deterioration of supporting infrastructure, and (4)
shortage of raw materials and required foreign exchange.

Several international donor agencies, including the EEC,
Islamic Development Bank, and IBRD have pledged tfunds to
support rehabilitation efforts in the manufacturing sector, but
progress has been slow due to administrative bottlenecks,
disputes on property ownership, and security problems in major
industrial areas. Reliable transportation continues to be
scarce.

Whereas manufacturing's share of GDP in the monetary economy
was 7.1% in 1970 and 6% in 1975, it dropped to about 3.5% for
the period 1980-1982. The breakup of the East African
Community further reduced the potential for regional African
markets for manufactured goods from Uganda, and wmost
manufacturing must now be oriented toward the Uganda domestic
market alone. Tne reduction of import restrictions for
manufactured and consumer goods will also require that locally
manufactured products be competitive in price and quality with
imported goods if they are to gain back a portion of the local
market. Investments should first gravitate toward tnose
activities where Uganda appears to have a superior comparative
advantage, which now would be in the agricultural and
agro-industrial areas sucih as sugar processing and oil
extraction.



4, The Project.

a) Overview.

The PID originally identified coffee and cotton as the major
areas requiring financial support for rehabilitation efforts.
During subsequent field investigations, however, it became -
apparent that these two commodities were being adequately
supported by ADB, IBRD, and UK funds. wNevertheless, other
approwriate agricultural production and processing areas were
identified during field preparations for the Project Paper,
which included; poultry hacheries, processing and production
" facilities; edible o©il processing, animal feeds production,
dairy production and processing, commercial fishing, and mixed
farming. '

All these project areas rely primarily on locally produced
agricultural materials, or are engaged in direct agricultural
production. They also tend to e labor intensive and job
creating. Current market demand for planned project production
comes from poth regaining the previous market and from the
natural increase in demand resulting from high population
growth. Foreign exchange requirements are significant and
essential, especially for capital equipment. The necessary
"investment capital nas not been fortncoming, however, due to
the ongoing liquidity problem, lack of external funding aimed
at these areas, and lack of technical avosorptive capacity of
both credit intermediaries and the enterprises themselves. It
is to these constraints, of course, that this project is
directed. '

b) Specific Sub-Project Activities.

Areas identified for RPE support are of an agricultural
production and processing nature aimed at domestic consumption
and sometimes import substitution. All activities were well
developed at the time of the Amin takeover, some being
primarily in the hands of Africans (fishing, farming, dairy),
- whereas most of the o0il processing was owned and controlled by
the Asian community.

During preparation of the project paper, a representative
sample of the various loan categories were reviewed and site
visits were made to several parts of the country. Of the loan
applications submitted to the Uganda Development Bank (UDB) and
reviewed by the PP team, none were adequately prepared and
ready for appraisal. UDB senior management concurred.
Preliminary costing and appraisals were made on several
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potential projects, but it was apparent that a considerable
amount of preparatory work and analysis still remained before
an adequate assessment of the applications could be made. The
banking institutions have been reluctant to become involved in
loan development of this nature, nowever, due to the risks
inherent in such projects without adequate feasibility
analyses, the lack of foreign exchange available for this area,
and (accordiny to the UDB) the fact that combining project
development and appraisal functions would compromise
objectivity. Cost and logistic constraints associated with
feasipbility work are also deterants.

For purposes of analysis, the PP team developed some
representative models for the various types of loans Likely to
be included in the RPE project. These models provide
illustrative examples of financial viability for selected
enterprises. They do not substitute for what will ultimately
be required by way of complete analysis of each loan
application, but such analyses will only be possible when
adequate technical assistance is available to assist clients in
sound evaluation and planning of potential investments.

Undoubtedly there will be some changes in the profile of the
agricultural lending activity during implementation, taken into
account in project design, but the general focus of the effort
in terms of level and nature should remain essentially valid.
Changing economic conditions of the country will result in
certain projects being more financially attractive than others,
and undoubtedly there will pe new enterprises identified during
implementation. Examples follow:

Poultry Production and Processing

A well developed and integrated poultry production and
marketing industry had previously existed in Uganda, and there
is considerable interest being expressed by producers to
re-establish it. Success in poultry production depends on well
established feed sources, processing facilities, and adequate
markets. An ample supply of day-o0ld chicks is also required.
A reasonable level of profitability can be attained if the
producer has a regular market for his mature birds. With an
8,000 proiler throughput per annum, for example, breakeven
would be at about 25% production. Annual profits are projected
to be USh. 1.5 million giving an internal rate of return of
28.7% over 20 years on an investment of USh. 3.5 million (See
Annex E., Appendix 2-3).

Although the market is in place in thne urban areas around
Kampala and Jinja, the capability to exploit it is presently



lacking as the main processing cooperative, the Wankoko plant,
is unable to operate and is in severe need of rehabilitation. A
delay in processing mature broilers by as little as one week
can seriously reduce the profitability of a broiler operation.
The rehabilitation of the Wankoko plant, therefore, is a
priority possibility for the project. The plant could be
rehabilitated for USh. 100 million and would be profitable
operating at half capacity. The internal rate of return would
oe 33%. (Annex E., Appendix 2-3).

With respect to Hatcheries, production is far below current
demand in part due to inadequate equipment at existing
facilities, and the shortage of foreign exchange for the
importation.of parent stock. Private hatcheries are planning
expansion, however, as demand is such that customers are placed
on waiting lists for day-old cnicks. One hatchery analyzed for
the PP is an operation could be made operational by the
installation of a generator and the purchase of parent stock
and drugs. Previous production was 4,000 chicks per week. The
actual rearing of broilers and layers relies primarily on
inputs available from within Uganda. An adequate building can
be constructed of local materials, and the moderate climate
keeps construction costs low. Hedium-sized production units
tend to be simple in construction, labor intensive and fit well
in the high population density and small farming units around
Kampala. . ' )

Dairy Production

Milk collection and marketing centers established by the
parastatal Dairy Corporation are currently grossly under
utilized, and prospects for reestablishment or previous
processing levels appear limited. The Dairy Corporation
currently pays the Government set price of USh. 20 per liter of
milk delivered to the collection center, currently below the
cost of production. The controlled price of milk has been
increased to USh. 40, but is inadequate to encourage new
investment. Even though the Dairy Corporation has a monopoly
on the purchase and processing of milk for the formal market,
the majority of milk now produced is sold locally through
informal channels. The price of raw milk in the open market
varies through the country from a low of USh. 20 per liter in
the traditional production area of Mbarara to a high of USh.
100 in the Mbale area. Prices in Kampala and urban areas are
generally between USh. 60-80 per liter in the open market.

A dairy farm located in an area of the country where there is
sufficient market demand so that milk can be sold at USh. 80
per liter would experience a negative cash flow during the
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first (and possibly the second) year. The enterprise would be
profitable, however, from the third year on, with a 12.9%
internal rate of return on USh. 19 million investment. (Annex
E, Appendix 2-B.) Dairy production should be encouraged in
those parts of the country were it is a profitable agricultural
activity such as around Kampala, Jinja, Mbale, and Ft. Portal.
Prices in Lira, Soroti, and Gulu would also warrant investment.

Fead Mills

The lack of an adeguate animal feeds industry responsive to the
local market is considered by most livestock producers to be a
critical constraint to increasing production and improving
profitability. Demand for animal feeds is increasing due to
expansion of poultry and dairy production. Ingredients for
manufacturing animal feeds are increasingly available in
Uganda, and the only required imported ingredient is the
pre-mix concentrate. Existing feed milling facilities need to
be decentralized, with scaled down capacity and using less
complex milling machinery with lower capital and maintenance
cost requirements. wore labour intensive processing methods
are warranted. ©Uganda also produces a surplus of cereal crops
and agricultural by-products suitable for animal feed should be
utilized. The current revival of cotton ginning and oil
extraction will also restore cotton seed cake to the local
market, an important protein source for animal feed.

Small scale feed mills (1-5 tons per hour) are low capital cost
operations and energy is cheap. An illustrative model of a
small feed mill derived from current:market prices for inputs
and capital equipment costs indicates that a mill can breakeven
operating about 35% capacity on single shift. On an investment
of USh. 20 million, if production increased to 67% of mill
capacity by the third year and continued at that level, a 28.6%
internal rate of return would be realized over 10 years.
Because of the low capitdl cost to variable cost ratio,
feedmills like this can breakeven on 800 tons per annum. (Annex
D. Appendix 2-B.)

Q0il Seed Processing

A recent consultant ceport for the USAID (0il Seed Processing -
Uganda, May, 1983) reviewed the current status of oil milling
in Uganda and recommended consideration of selective investment
in potentially viable operations. Most of the existing plant
is low technology, labor intensive and designed for processing
only cotton seed. There is a serious policy issue to be
resolved, however, before any financing is provided for
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rehabilitation of 0il seed milling capability. O0il production
in Uganda is taxed at 70% for the domestic market which makes
the resulting price higher than that for imported oil.

Estimated market demand for o0il is only 25,000 tons per year at
present due to high retail prices (Kampala price USh. 900 per
kilogram). If total production reaches the government
projected level of 300,000 tons of cotton seed per year,
reserving some 50,000 tons for planting material, the remaining
250,000 tons would produce about 30,000 tons of oil. Consunmer
demand would increase substantially if only the retail price
could| be allowed to drop to its natural level.

Investment opportunities for RPE funds would potentially exist
for the construction of a new facility at Gulu and
rehabilitation of existing facilities at Soroti, Mbale, and
Tororo. Most of rehabilitation work would be for replacement
equipment and some building repairs. (See Annex D, Appendix 3
for net margin calculations on cottonseed o0il processing and
the internal rate of return for a proposed plant.)

C. Financial Analysis.

1. Introduction,

In the preparation of the Financial Analysis (3ee Annex E.),
the design team reviewed both ICIs and clients with regard to
capability to effectively utilize RPE funds and attempted to
estimated how the project would affect viability at both
levels. Much of this analysis 1s included 1in the economic and
institutional sections which were prepared together with the
financial. This section in particular concentrates on
background and hypothetical financial soundness by means of a
set of financial projections included in Annex &, Appendix I,
tables 1-3. The three analyses should be read together.

2. Background. -

Uganda had a previous history of a well developed banking
sector during both the-pre- and post-independence period up
through the 1970s. Sevéral international commercial banks,
including Standard, Barclays, Grindlays and the Bank of Baroda,
maintained full services through much of the country. The
cooperative Bank of Uganda (UCB) also provided commercial
banking services for its clients. The commercial panks catered
to agricultural clientele besides their usual industrial and
trade accounts. '

\
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When the GOU formed the Uganda Commercial Bank (UCB), much of

the branch network of the commercial banks was taken over, and
the UCB became the dominant bank together with the Cooperative
Bank in rural areas. The overseas commercial banks now limit

most of thier activity to Kampala, although they have retained
some of their agricultural clients. The GOU is now encouraging
. the commercial banks to coasiaer reestablishing branch banks.

Grindlays is considering the reopening of a Jinja branch.

Recent upheavals in the financial environment of Uganda
(brought about in part by the float of the Uganda shilling)
have had a profound effect on the financial sector and the
banking system in the country. Banks now generally face a
severe liquidity crisis. Bankers attribute this partially to
delays in payments from the government to various suppliers.
Another factor is that outside major urban areas, tne
commercial banking system is not operating efficiently and most
trading must be carried out on a cash basis requiring large
quantities of physical cash to be available for business
transactions. Recent increases in interests have not produced a
noticeable increase in deposits and the situation will most
likely continue if interest rates remain negative in real terms
relative to the current rates of inflation.

Interest rates have been increasing relative to the rate of
inflation since 1980 with the most favorable rate going to the
agricultural sector (currently at 17% - still below inflation
now running at about 30%), but the liguidity problem continues
as so much money remains outside the system to support
commercial trade.

3. Financial soundness.

For purposes of analysis and financial projections (see Annex
E, Appendix 1, Tables 1-3) the ICIs are expected to borrow the
$12.5 million provided by the credit component of the project
from the BOU in the form of long (2u-year) term loans with ten
year grace periods on principal and annual interest payments at
6.5%. In the case of the ICIs, their loans to sub-borrowers
have been calculated with eight year terms and a one year dJrace
period at 15% interest. Of the $12.5 million total, $8.0
million is expected to be channeled through the UDB.

Local contributions to the project are projected to be:

$5 million from UDB loans rediscounted by the BOU

Y
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2.7 million from commercial bank counter part lending
contributions in local currency

4,0 million from sub-~-borrower equity investment
(minimum 25% contribution on the two
amounts above plus the $ 12.5 million.

$11.5 million total in local currency.

Tnus the RPE line of credit should leverage total funds for
investment of about $24 million. An additional amount will be
internally generated at the ICI level as principal payments to
the BOU do not start until the tenth year, whereas clients will
be repaying in accordance with much shorter grace periods.
Under the above terms, over $3.0 million will be available for
relending (for similar purposes - a covenant) from client

. principal and interest payments earned in excess of
administrative costs, estimated to be approximately 4.25% of
outstanding balance of the project portfolio. (See Annex E,
Appendix 1, Table 2.)

In strictly financial terms, because the funds are initially in
grant form and the BOU will assume responsibility for
maintenance of value against the dollar, the financial
soundness of the project can be assured by adjustments of the
spread in interest rates of funds from the BOU to the ICIs and
also on the rates, terms, and conditions of lending by ICIs to
the client group. Smaller loans that have nigher administrative
costs can and should have larger spreads. This should also be
done for loans that are considered to be of higher risk oy
their nature.

In the case of the UDB, py relending principal repayments and
approximately 50% of its proposed 8.5 point spread, it could
increase the total amount of its project loan fund to $11.3
million from the $8.5 million received by year 10. The amount
available for lending would then start to decline as principal
repayments are made to the BOU. When the total loan has been
repaid to the ‘BOU in year 20, the UDB would still nave
generated an additional $6.9 million in local currency as a
result of the project. Similar results would be found in the
other ICIs.

In the case of the Bank of Uganda, under these terms, interest
payments will amount to about $2.0 million in year 4 and $4.0
million in year 6. By the end of' the project, payments to the
fund by all ICIs will total over $20 million.

4"2‘_
%,
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These calculations, of course, assume relatively low

administrative and delingquency costs 4.25% at the ICI level.

This is the case in the private commercial ICIS. In the case of

the UDB, as can be seen in the Institutional Analysis, -
delinquency rates at present are horrendous, This is why
between the IBRL/UNDP group and this project, so much technical
assistance is going into the bank, and there are reasons to
expect that the performance on the project portfolio will be
relatively good - mainly based on the client group. Also most
of the UDB's problems can be traced to mismanagement and
unsound lending policies during the 1970s and the following
period of upheaval. On the administrative cost gquestion, the
additional cost to the UDB of administering this project will
be relatively minor as the institutional structure is in place
and, if anything, will shrink over time through improved
efficiency. Nevertheless, if deliquency or default rates
approach unacceptable levels on the project portfolio (to be
negotiated) disbursements will be cut off.

D. Institutional Analysis.

The institutional analysis, attached as Annex F, covers tne
Uganda Development Bank in depth, and to a lessor extent,
Grindlays and tne Uganda Commercia Bank. With the exception of.
the UDB, which has (in part) been pre-qualified, the other ICIs
will have to undergo more comprehensive additional analysis in
order to qualify for project lending. (See Criteria, Section E
below, and Conditions and Covenants.) This section deals with
the UDB only, as it currently stands to receive the bulk of
lending resources provided by the project, despite the fact
that every effort will be made to promote utilization of other,
commercial alternatives. These will take time to develop,
however, and can be considered during detailed planning and
analysis activities of the Pre-~Implementation phase.

l. The Uganda Development Bank.

a) Background.

The Uganda Development Bank (UDB) was estaplished in 1972 with
an input of SH 100 million from the GOU. It was to assist in
the development of asgriculture, industry, tourism, housing and
commerce through the provision of short and long term loans,
equity and other share investments in addition to managerial
and technical assistance. It was also to administer a credit
guarantee fund consisting of contributions from the GOU and
other banks, for assisting marginal borrowers in raising funds
from banks and credit institutions.
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UDB's inception coincided with the mass exodus in 1972 of
non-Ugandan citizens, and the allocation of their trading and
small manufacturing business to new owners without the
requisite pusiness experience. The new owners were unable to
obtain financing from commercial banks because they were
largely unknown, and the UDB was requested by the government to
£ill the 'gap. At its commencement, therefore, the UDB started
plaving a non-developmental role as a short term commercial
lender in addition to its decreed function as a multisector
development bank. This along with mismanagement and other
problems associated with the Amin era and the looting and
destruction which occured during the Liberation war, seriously
undermined the guality of the UDB loan portfolio and resulted
in the lingering financial problems still being faced today.

The GOU is now attempting to build the UDB back into its major
development bank with a substantial role in investment
financing in Key sectors. In the future the UDB will
concentrate on medium and long term development lending for
commercial agriculture, medium and large industries, transport
and tourism. Its role in lending to commerce and small
industries has been discontinued. In productive sectors, mainly
the industrial, however, 1t has run into a major obstacle
related to continuing questions of ownership of client
enterprises, and many rehapilitation loans are stil waiting for
Government resolution of these disputes. This is much less of a
problem in the agricultural sector.

"b) Structufe.

Appendix 6 of Annex F shows the newly created organizational
structure of the UDB.

The Board of Directors is appointed by the Winister of Finance
and consists of up to sevem members including the Governor of
the Central Bank and the Secretary of the Treasury as permanent
ex-officio members. The decree establishing the UDB stipulates
that Board members whould nave experience in panking and
financial matters. This has been broadly interpreted, however,
and a number come from bolitical opackgrounds without tae
requisite experience. With this in mind, among other questions,
AID will reserve the right to approve all loans in excess of
$200,000 being financed under the project.

As part of the reorganization plan sponsored by the IBRD/UNDP
project, six senior positions at the bank will be filled by
expatriate personnel, as follows:
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Degartment
1. Assistant General Manager Operations
2. Assistant General Manager (vacant) Finance
3. Chief Accountant (vacant) Accounts
4, Industrial Engineer Industry
5. Financial Analyst Industry
6. Industrial Economist Industry

The assistant general manager for operations is particularly
stong and will be the chief UDB counterpart for this project.
The presence of the UNDP team and the solid and businesslike
capabiiity of the assistant general manager were significant
factors in the selection of the UDB as the principal ICI for
the "project.

In April 1984, the UDB had 58 professional staff, assigned as
follows:

Total

General Manager's Office 4
Internal Auditor 2
Operations

Crops 0

Industry 11 .

Livestock - 16

Research (not operational)
Secretariat 5
Finance and Administration

Accounts 4

Admin & Personnel 6
Supervision 4
Total 5

The above staff is broken down within individual departments in
Annex F, Appendix 6.

In addition to the expatriate assistance provided by the UNDP,
there is to be a program of externalf fellowships for staff
training including introductory livestock, agricultural, and
industrial projects courses lasting from four to six weeks for
about 20 newly recruited professional personnel. Provision has
also been made for sending about 12 ,UDB employees to eight to
nine week development banking seminars in Europe.

L
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Given the above, adeguate measures have been developed to deal
with staff constraints related to industrial lending. By UDB's
own assessment, however, and based on a review of pending
agricultural loan applications, both the Crops and Livestock
Departments require considerable strengtnening, especially in
financial and project analysis skills. The newly formed
Department of Supervision and Recovery is also critical to
successful operations and likewise requires strengthening. UDB
has requested assistance in poth of these areas. It is felt
that both needs can be met with the TA package offered by the
project, ie., one long term agricultural finance specialist and
various short term consultants, in addition to two other credit
specialists to be supplied by the German Government for
livestock and crop production,

To further improve on the structure for project appraisal, the
design team recommended that. the Livestock and Crops
Departments be combined into one Agricultural Department as
many of the pending applications are for mixed farms and other
agro-industrial activities where there is clearly overlap
between the two areas and related disciplines. (See Project
Description, III, D. 2., for the technical assistance plan and
basic scope of services.)

c) Policies,
The UDB lLimits its exposure per project to tne lowest of:

- 80% of the project's cost’
- 20% of the UDB's net worth

The bank also has the policy of not accepting any foreign
exchange risk, yet the matter is not clear with respect to
certain existing credits (EEC, IDA, OPEC) between the UDB and
the BOU. The issue of where the foreign exchange risk is lodged
is critical and requires resolution as commitments of foreign
lines of credit may soon reach $130 million (Annex F, Appendix
4) . Depending on the economic sector in question and GOU
pricing policies, devaluation of the shilling could
substantially increase local currency debt service cost on such
loans.

Under the RPE project, clients will repay loans in local
currency based on the prevailing exchange rate at the time of
their drawdown with no foreign exchange exposure being passed
to the sub-borrower.
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d) Processing and Procedures.

Some 14 steps have been identified in processing a loan
application in the UDB, all of which is handled in the bank's
head office. (Annex F contains complete description.) All loans
eventually go to the Board of Directors for final approval. The
total process takes about six months provided that proposals
are not turned back for further work.

It is believed that with tecinnical assistance and training as
proposed for agricultural project appraisal and processing the
process can pe improved and streamlined to a degree. Tnis will
be one of the principal tasks of the short term Development
Banker to arrive early in the project. Also, lower order loans
or ones that become routine should not have to bo to the Board
for approval.

Concerning supervision, quarterly visits are called for to each
borrower. In practice, however, this has not been possible
because of the security situation and transport difficulties.
Clients around Kampala have tended to be adequately supervised
while those in more distant areas receive almost no visits. In
the future, assuming improvements in security and transport and
with a strengthened supervision and monitoring staff (this
project will contribute on the agricultural side) supervision
should improve substantially. Further, part of the burden. for
this in more complex cases can be assumed by the Technical
Assistance Entity to be established by the project. Where
necessary, certain loans can include financing for this type of
follow-up project management consulting assistance.

e) Financial Condition

(1) Prior Record

Annex F, Appendix 1 is a summary of UDB's income and
expenditure statements from 1978 through the first gquarter of
1984. Appendix 2 shows the balance sheets for the same period.
The UDB incurred losses each year from 1978 through 1983, with
a cumulative loss at 31 December 1983 of Sh 729 million. (Total
share capital at the time was Sh 1,143 million.) Outstanding
loans Jduring the period has grown substantially from Sh 125
million to Sh 2,358 million, most of which took place during
1983 when the UDB began heavily utilizing foreign lines of
credit. The growth in borrowings increased from Sh 9 million in
1980 to 3,241 in 1983. Appendix 3 is a historical statement of
sources and application of funds.
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It should be pointed out that a 70% provision for bad deonts was
made in 1930 which represented a potential write off of Sh 90
million, out of a total possible of Sh 134 million. Yet current
experience indicates that this provision is probably excessive.
Loans put on UDB's books prior to the float of the shilling can
now be repaid with greatly devalued shillings, and these
borrowers are voluntarily clearlng old depts in order to be
eligible for new loans.

As with other institutions in Uganda, the UDB suffered from the
chaos of the 1971 to 1988 period. Accounting standards were
poor during this period and resulted in "gualified" audits for
1980 and 1981l. A primary reason for the qualifications was that
the UDB could not produce a list of individual loan balances
showing specific allocations for bad debts. The accounts
department is now actively working on the problem.

(2) Present Position and Projections.

The draft audit for 1983 has been completed oy Price Waterhouse
(attached as Appendix 5) and is being reviewed by the UDB. The
most noteworthy elements are as follows:

o) A 16 fold increase in foreign borrowings over two years.

o} A net Loss for the year (1983) of Sh 473 million compared
to a loss of sh 110 million for 1982. (Significant
increases 1in administrative expenses account in part for
this. UDB is now maintaining a much larger staff than
before anticipating yreatly increased lending, especially
in agriculture.) Another part of the loss resulted from a
Sh 74 million loss in the Ranch Rehabilitation Program due
to stolen goods, death of cattle, and an apparent foreign
exchange loss. Finally, under the EEC line of credit, the
UDB is not permitted to pass exchange risks on to the
borrower. This resulted in a SH 193 loss in 1983.

o UDB's operational efficiency improved during the year and
it is making progress in solving various problems and the
implementation of imporoved systems.

o Concerning incoine, it is worth noting now the UDB accounts
for interest income. The bank accrues interest only on
loans guaranteed by the GOU. On otiner loans it accounts for
interest income only when the money is actually received.
The 1983 interest income from loans was SH 176 million
which contained at least SH 144 million of accrued 1ncome
on GOU guaranteed loans.

WA
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Appendix 4 of the financial annex shows the approximate
position of UDB Industrial Department at 31 Dec, 1984 with
respect to foreign lines of credit. Even with the external
assistance received from the UNDP group (expatriate engineer
and economist) it is not likely that the Department could
responsibly administer any more credit peyond the $106 now
available.

In agriculture, on the otner hand, there is only one foreign
line of credit - ADB II, Ranch Rehabilitation Project, for 10
million units of account (approximately $13 million) which is
available to the livestock Department. This has now been almost
fully disbursed, and the workload in the department is
drastically reduced. No lines of credit are available to the
Crops Department. These two ‘departments now have a significant
excess of staff, some of whom will be transferred to the new
Supervision and Recovery Department. The RPE credit can easily
be staffed from existing personnel. The constraint, rather, is
in types and levels of skill on board.

An issue of considerable importance to the successful
implementation of UDB's loan program is its aoility to mobilize
local currency. The best use of foreign lines of credit is for
the importation of needed foreign goods, such as factory
equipment. Yet the importation of such equipment is only part
of a typical rehabilitation Loan package. The installation and
utilization of such equipment reuires local construction,
working capital, and other uses of local currency.

In most cases the loan package from the UDB will have to
include the local currency portion as well as the foreign
currency. Recent estimates indicate that for every 3$1 of
foreign eschange lent $.50 of local currency may also be
required. The Industrial Department currently has foreign lines
of credit totalling $106 million which theoretically would
require as much as Sh 17 billion in local currency. The
combined savings of all the commercial panks in Uganda,
however, does not total 17 billion. Currently there is no
excess liquidity in the system, in part due to reasons
explained earlier under the financial analysis. There probably
is, however, a fair amount of unrecorded liquidity in rural
areas.

A condition to the IDA loan was that UDB snare capital be
increased by the government at a rate of Sh 100 million a year
for three years. This has not oeen met. The IDA credit also
provided that the first $10 million of the $30 million credit
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disbursed would be converted to equity in the UD8. UDB now has
about $15 million worth of projects to be financed by the
credit almost ready go move.

Eventually, principal and interest payments from UDB loans will
be sufficient to provide the shillings needed to implement new
projects planned. Yet due to the grace periods provided for in
most UDB loans these loan repayments will not be significant in
the initial years. For these reasons, it is necessary to secure
the local currency part for the project througn the proposed
rediscount facility provided by tne BOU. The ligquidity is just
not in the system to begin with.

(3) Loan Recoveries

UDB's success as an ICI will depend on its ability to properly
appraise and supervise loans and keep defaults to reasonable
‘minimums. Considerable effort 1s now underway in upgrading and
streamlining UDB operations. The past gives little indication
of what UDB's performance is likely to be in the future as the
bank is going through a period of substantial transformation.

Nevertheless, current information at UDB indicates that all the
changes and upgrading that has been taking place at the bank
has not yet resultea in an improvement in loan recoveries,.
Because of grace periods, very little of UDB's loans have any
principal due, yet interest is to be paid. Taking into account
that about 82% of 1983 interest income was accrued, but not
collected and the uncollected interest (Sh 133 million) on
other loans (not guarangeed by the GOU) this percentage
increases to 9U%.

UDB financial performance for the first quarter of 1984 aiso
indicates poor recoveries. During the quarter UDB expected loan
recoveries (principally from interest and delinguent loans) of
Sh 339 million. Actual recoveries were less than Sh 5 million.

The Supervision an Recoveries Department needs to be
substantially improved before UDB will be a viable
self-sustaining institution. The strengthening process is still
underway. If UDB can not improve its recovery rate, funds
currently planned for onlending through UDB should be channeled
through other ICI's The Project Loan Agreement with the BOU
should stipulate certain performance targets in terms of
delinquency and default rates permitted which if exceeded would
result in suspension of disbursements.
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2. Other ICIs

Much more limited analyses were carried out on Grindlays bank
and the Uganda Commercial Bank (See Annex F) Summaries are not
included here as much more complete analyses will have to be
made before any loans are channeled through these or any other
banks outside of the UDB. It is worth noting, however, that
both these banks offer real possibilities, especially Grindlays
early in tne program, and commercial bank participation will be
encouraged to the extent possible.

3. Conclusion.

The selection of UDB as the principal ICI, despite various
negative financial performance indicators above, was based on
thne following factors:

o The Cooperative vDevelopment could not pe utilized aue to a
conclusions regarding its financial condition.

. 0 The UDB is the only public sector institution with tne

mandate and the structure to work with the AID selected
target enterprise group - ie., small to medium
agriculturally based enterprise with a need for investment
as opposed to commercial, shorter term lending.

o) The IBRD/UNDP team at the UDB, in this case, is a real plus
in terms of the positive impact it can have on overall
management and systems improvement. AID can have more
impact at lower cost working with this group due to the
greater concentration of effort resulting from the combined
effort.

o) The Uganda Commercial Bank is a possibility, is being
promoted by the Government, and will be considered as a
potential lender under the project. It is now, however,
geared for the type of lending contemplated, being focussed
primarily on short term commercial credit. There are also
unresolved financial and absorptive capacity questions with
this bank.

With respect to the other commercial banks, chiefly
Grindlays, the USAID is very interested in having them
participate. wnone at this point would be willing to take
the lead, however. They will wait and see and make their
own determinations on the basis of detailed packages once
they have been firmed up and become available. Such a role
for the commercial banks would almost certainly not be
acceptable to the GOU either, at least not initially.

é
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E Lending Criteria.

Lending criteria is still illustrative and will ope refined
during the detailed planning and negotiating stage of the
project and submitted for approval by AID as a part of a
condition precedent to disbursement for the credit component.
Described below are certain minimums, however.

1. ICI Eligibility

0 The ICI must be a legally chartered bank or financial

institution authorized to operate in Uganda with an
established program of lending to private enterprise.

o The ICI must be able to demonstrate adequate staff,
operating procedures, and financial condition to satisfy
AID as to its ability to lend responsibly under the terms
of the project.

o] The ICI must be prepared to abide by AID policy, program
and project criteria as summarized below for the
sub-borrower group, which, among other things, implies a
solid analytical appraisal capability in terms of
sub-project eligibility, feasipbility and viapility.

Note that in the case of the UDB, it has, in effect, been
partially pre-qualified through analysis carried out during
final design. Further, technical assistance is being provided
to tne UDB, in part, so that it will be able to comply with
established criteria, especially in terms of appraisal
capability. Other lenders will nave to present detailed
evidence, satisfactory to the BOU and to AID, that they have
the capability and the commitment to comply with criteria,
norms, and standards required by the project.

2. Sub-Borrower Eligibility.

o} Borrowing enterprises must be Ugandan owned and controlled
with their principal place of business in Uganda.

o All project assisted enterprises (including cooperatives)
must be in the private sector and be profit making
ventures. In the case of cooperatives, PVOs, or otherwise
non-profit making enterprises, they must be able to
demonstrate that they are seeking to maximize net returns
and to capitalize for further investment and growth.

WV
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o] All enterprises must primarily operate in the agricultural
sector, either in production or processing or service
activities directly linked (forward or backward) to .
agriculture.

3. .Sub-projects Eligibility.

- One of the following key conditions must be met:
o) Laboug intensive (maximum of $6,000 per jJob created),
o] Have clear potential for import substitution or export,

o] Provide increased markets, inputs, or service for
agricultural production based on locally available inputs.

4., AID Program/Policy Criteria.

the following AID program and policy criteria at a minimum
will oe met:

o] adequate planning and costing [Section 611 é)],

o] environmental soundness with protective or mitigating
measures where necessary (See Environmental Analysis,
following section).

o) financial soundness - adequate projected rates of return,

o] technical soundneéé - appropriate technology to be
employed),

0 social soundness - adequate consideration of equity
concerns, and

o managefial competence to execute the project in accordance
with the approved terms and plan of the loan.

With respect to any of these criteria, sub-borrowers may
receive assistance, if necessary, from the technical assistance
entity described earlier, either by choice or as required by
the lending ICI in order to receive the loan. Sub-borrowers, of
course, will be free to seek out any source of assistance they
choose to meet the above criteria, but they must meet it in
order to gualify.

It should also be noted nere, that any loan for a total amount

of over $200,000 of project funding will be directly approved
by The AID mission director.

\Q;K
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E. Environmental Considerations

1. General Environmental Categories

In general, small-scale industries in developing countries do
not nave severe environmental impacts, simply because of their
small size. However, exceptions exist in the form of larger
agro-industries where amounts of organic waste are produced in
excess of tne capacity of the local sewerage system. Exceptions
also occur when a small enterprise produces toxic, obnoxious or
contaminating compounds that could pose nealtn threats or
degrade the environment. Thus a small electroplating plant,
tannery or textile plant could be considered a very small
industry but could still have far-reaching negative impacts on
the local environment.

In order to assure that the environmental effects of all
activities to be financed by this project are thoroughly
reviewed in accordance with their potential for environmental
harm, and to assure that activities which have significant
potential for harm are identified (regardless of the size of
the activity in monetary terms), a system for classification of
loan applications is proposed below which provides ascending
levels of environmental review depending on size of activity
and potential for environmental narm. In the present project,
prior to evaluating any loan against the RPE criterion for
"environmental soundness", the ICI and/or the USAID-funded
technical services team should assess which category the loan
will fall into. The general categories are briefly describved
below and should be easy to apply. However, if any doubt
exists, eitner the USAID or tne Prime Contractor advisory group
can call on the services of the in-country Environmental
Advisory Committee (as described in Attachment I of the IEE in
the PID).

Class I Enterprises.

Those enterprises which are small-scale enterprises producing
non-toxic substances (e.g. chicken hatcheries, small dairy
farms, farm input and equipment supply, etc.) Rehabilitation
of these enterprises in most cases will involve cepair or
replacement of parts for existing equipment with average
investment per enterprise anticipated to be in the $25,000
range. .
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Class II Enterprises

Any enterprise (especially agro-industries) producing large
amounts of organic waste or organic effluents capable of
exceeding the capacity of local sewage treatment plants, would
be classified as Class 1I. Several small and large Class II
agro-industries have already been assesssed for organic waste
poroduction end effluent loads. This assessment was carried out
earlier by the Envrionmental Advisory Committee (see Attachment
IV of IEE in PID). This assessment showed tnat most of these
agro=-industries will be producing organic wastes that can be
treated by rehabilitation of present waste pits or digging new
or larger oxidation ponds in order to treat the larger
guantities of wastewater expected.

Class III Enterprises

Small or large enterprises where toxic wastes or industrial
effluents are expected (as opposed to the mostly organic wastes
typical of ayro-industries) should be included in Class III. A
Jood example of Class III would be the EMCO industrial site
mentioned in the EAC Assessment (Attachment IV of IEE in PID).
This enterprise will oe producing a mixed industrial-
agricultural effluent :which will need a proper wastewater
treatment facility. Practical guidelines, such as the UN/ESCAP
Guidelines for industrial pollution control in tropical
countries will be available for use in preparation of
environmental assessments. These ESCAP guidelines are
available with the EAC for: fertiiizer, sugar, distilling,
starch producing, electroplating, tanning and fish processing
industries. Guidelines will be available later for otner
industries, and will be kept on file with the EAC.

2. BEnvironmental Review Procedures

a) Class I Activities

The Regional Environmental Officer (REO) will be sent copies of
all loan application which are placed into Class I by the
implementing ICI's. The REO will screen these applications to
determine the appropriateness of the classification of the
activity and to identify any activity which, regardless of
classification, may have a significant adverse effect on the
environment. No special environmental analysis would be
required with loan applications for Class I activities and no
environmental assessment of the activity would be undertaken,
unless the application reflects an aspect of the activity that
is likely to have significant adverse effect on the

- 2
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environment. In the latter case, the ICI involved will be
advised to reclassify the loan application for environmental
review purposes and it would then be processed as indicated
below.

b) <Class I1 Activities

Loan applications for Class II activities will be required to
include an enrironmental review (ER) alonyg with plans
especially for treatment of waste. Where tne loan applicant
cannot carry out such an (ER), the technical services team will
caill on the services of the EAC. (Note: an environmental
review (ER) differs .considerably from the environmental
assessment (EA) called for in Class III activities. An ER is a
brief review of the most obvious environmental impacts (usually
waste disposal) along with practical suggestions as to how the
impacts can be resolved. Several good examples can be seen in
Attachment IV of the IEE in the PID).

The REO will review such applications to insure that they are
adequate in respect to the provision of ‘waste treatment
facilities and that no other aspect of the activity is likely
to have a significant adverse impact on the environment. For
loan applications in Class II, which require financing under
$200,000 (i.e. pelow “the AID approval level), the environmental
section of the loan application (the ER) will be reviewed by
the REO who will provide recommendations for modifying the
activity, if need be. The environmental review section for
Class I activities that require loans of $200,000 and over will
be reviewed and approved by the Mission Director as part of the
AID loan approval process with advice, as required, from the
REO. Loan provisions will provide for periodic monitoring
specialists, such as might be provided by the technical
assistance contractor or the BEAC, evaluation by GOU and AID and
a requirement to correct any deficiencies discovered as thne
result of such monitoring or evaluation. Sanctions, will also
be included, sucn as non-compliance penalties, suspension of
loan disbursement, or loan repayment acceleration for failure
to put adequate waste treatment facilities into operation.

c¢) Class III Activities

In loan applications for Class III activities (regardless of
funding level) the applicant will be required to include
detailed plans for an adequate waste disposal plant based upon
an environmental assessment (EA). This will be included with
the application. (Note: An environmental assessment (EA) is a
detailed study, usually undertaken by consulting companies and
follows the detailed instructions set down in Reg 1o (Section
216.6), a copy of which is on file with the EAC). The ‘
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environmental aspects of tne design, operation and monitoring
program for this plant will be reviewed and approved by the
Mission Director as part of the AID loan approval process. It
is expected that all loans for activities in this class will
exceed $200,000 and therefore will pe subject to AID approval.
Later agreements would be requiréd to contain the same special
provisions regarding monitoring and rectification of
deficiences as provided for in the case of Class II
activities., The effluents in the case of both Class II and III
must meet those standards set by the Uganda Water and Sewerage
Corporation prior to start-up. ’

d) Pesticide Activities

Any ‘loan application where pesticide use is contemplated,
(regardless of amount or category) will have to include a
risk-benefit analysis as called tfor in Reg. 16 (Section
216.3b). A copy of Reg 16 which will be on file with the EAC.
This analysis will be reviewed in the same manner as prescribed
above for review of the other environmental aspects of the loan
application. i

e) In all of the above activities the
gnvironmental Advisory Committee (EAC) in Kampala at Makerere
University will be available to assist the ICIs and the
technical service team in:

(1) reviewing all loan applications;

(2) assigning applications to their proper environmental
class;

(3) carrying out environmental reviews (ER's) for Class II
loans where necessary;

(4) advising applicants on a@ailability of consulting'
firms capable of carrying out environmental
assessments (EA's) for Class III loan applications;
and

(5) possibly participating in the preparation of EA's
where practical.

3. Funding.

Funding and and consulting time is available for the provision
of services to assit the ICI applicants and the technical
assistance advisory team to review the environmental aspects of
loan applications submitted.

g
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4, Covenants and Conditijions

It is recommended -tnat the following covenants and conditions
precedent to disbursement be included in the Project Grant
Agreement:

a) A Project Grant Agreement covenant requiring that the
Government of Uganda require the implementating credit
institutions to develiop procedures for making sub-loans
under the project that include the environmental analysis
and revigw procedures outlined above;

|
b) A condition precedent to disbursement providing that
AID funds will not be disbursed to an implementing credit
institution or a loan applicant for a loan or loan-financed
activity under tne project until the environmental analysis
and review procedures outlined above are completed;

c) The Government will covenant an agreement to require

implementing credit institutions to include the following
conditions/covenants in each sub-loan agreement :

(1) With respect to all Class II and Class IIT
activities, a covenant whereby the borrower agrees
that production operations will not commence until
adequate facilities for organic and toxic waste
treatment are in place and whereby the borrower agrees
to a right of inspection by the representatives of the
lender, GOU, or AID to insure compliance with, and the
adequacy of, any environmental design requirements or
environmental protection facilities agreed to as part
of the loan approval process.

(2) In the case of large industrial operations which
will receive loan funds in increments, a condition
precedent to receipt of subsequent increments of loan
funding requiring evidence that satisfactory progress
has been made on installation of waste treatment
facilities and verification (by initial monltorlng)
that the design of the facilities is adequate.

5. Summary.

A negative determination is proposed here for Class I
activities. The threshold decision for Classes II and III will
be deferred and will oe made by the Mission Dlrector at the
time of approval of the loan application.
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Note: This section on environmental considerations was prepared
for inclusion in the Project Paper by REO (Gaudet) and RLA
(Scott), REDSO/ESA. .

G. Social Soundness.

The full social soundness analysis, found in Annex G, reviewed
the two principal components of the project, ie., ICI
strenytnening and enterprise development. A number of real
and potential constraints are pointed out and means of
addressing tihnem noted or recommended to improve the project's
sociocultural feasibility. Presented here are the main
conclusions only.

1. wWith respect to the ICI (UDB) component, a combination of
strategies was recommended, including; a) the placement of a
long term expatriate technical assistance team outside the bank
to support bank clients (sub-borrowers from the project), b)
direct technical assistance and training to the UDB in critical
areas to increase effectiveness and outreach,. with particular
emphasis on training for middle and junior level staff to
address problems of staff inadequacy and low morale. ¢) a
sensitive approach, full explanation and gradually introduction
of changes in organization and procedures to minimize
resistance.

2. Important points of the lending loan component included; a)
encouragement of competition in industry. b) pursuit of a bias
for employment generation through labor intensive agricultural
and industrial development loan criteria, ¢) an on-the-job
management training program to build up a cadre of Ugandan
managers, d) Attention to greater geographic dispersion of
loans for political as well as economic reasons, and e) the
building of self-interest in the financial viability of
enterprises through tne broadening of boards of directors where
possible and by encouraging investment by entrepreneurs,
employees and/or cooperatives in their respective firms.

Note: This Social Soundness Analysis in Annex G. was based on
the original draft written for the RPE Project a year ago when
the principal ICI was to be the Cooperative Development Bank
(CDB) . Subsequently, the target enterprise mix of the project
likewise evolved to a degree from the original, heavily export
oriented, somewhat higher economic level group. The greater
beneficiary population, however, remains fairly similar to the
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original, although, tnere is now a greater emphasis on somewhat
more dispersed directly productive agricultural enterprises
rather than the primarily agro=-industrial cash export crop
processing level as was initially proposed. If anything, the
social soundness of tne project, in terms of its equity and
spread effect, would appear to have improved under the new
design.
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PART V: IMPLEMENTATION ARRANGEMENTS.

A. Administrative Arrangements.

1. Government of Uganda.

a) Grantee and Executing Agency.

The Ministry of Finance is the designated grantee for this
project and will sign the Grant Agreement on benalf of tie
Government of Uganda. The Bank of Uganda {(central bank of the
country) will be nominated as the official implementing agency.

b) Policy Direction and Mechanisms for
Oversight and Supervision.

To accomodate the need for national oversight and a vehicle for
policy level intervention when necessary, 1t was decided that a
high level, inter-agency project committee should be
established wnicnh would meet periodicaily to review progress,
provide policy guidance, and deal with major actions and -
difficulties as they arise. The committee, to be organized by
the Ministry of Finance and chaired by the Bank of Uganda, is
to consist of the following representatives or their

designees:

Governor of the Bank of Uganda - Chairperson
Permanent Secretary, Ministry of Finance - Member
Permanent Secretary, Ministry of Planning - Member

Representative of the national Chamber of Commerce -
Member

Representative of the Uganda Development Bank - member
Representative of the Commercial Banks - Member
USAID Mission Director =~ Member
Bank of Uganda Project Manager =~ Ex-officio Member
The committee is expected to meet quarterly, altnough it may be
convened for extraordinary sessions as warranted by the

Governor of the BOU. Tentative terms of reference for the
committee include:



- Review and set overall policy direction for tane project
relative to national plans and priorities.

- Review and approve annual ana longer term plans for the
project including the overall plans for Phases I and
II.

- Review quarterly progress reports prepared by project
management, and respond, where necessary, to situations
requiring actions at tinis leviel. Project
representatives may make special presentations where
warranted or callied for by the committee.

- Facilitate inter-agency coordination whare necessary
for effective execution of project activities.

- Facilitate public/private sector understanding and
collaboration (government ministries, ICIs, and the
Sub-borrower group).

- Formulate new policies and take other actions to
further effective pursuit of project objectives and
enhance impact. .

- Consider strategies to mobilize adaitional resources
for project related lending or other activities

- Resolve disputes, where necessary and appropriate,
between participating agencies or groups

- Respond to unforseseen problems or constraints wanich
may arise.

Another venicle for oversight will be quarterly audits
performed under contract to the USAID which will provide
independent audit coverage of all project lending operations
including both ICI and sub-borrower performance and compliance
with project criteria and requirements. Audit reports will be
provided to the Bank of Uganda and the USAID and shared as
appropriate with other participating entities.

c) Project Management and Administration.

Project management responsibility will be officially rest with
the Director of the Department of Development Finance (a
non-voting member of the oversight committee), or his designee,
who will have full delegated authority to act in behalf of the
BOU on project related matters including the signing of



official documents. The Project Manager will be directly
responsible for:

- overall supervision ana monitoring of project activity
for the Bank of Uganda,

- general liason with his counterpart project manager ia
the USAID on all project related matters,

- the preparation and submission of necessary
documentation such as that required to satisfy
conditions precedent and covenants,

- agreement on terms of reference for project contracts
and participation in contractor selection procedings,

- review of periodic ICI and prime contractor reports and
action regquests aad in turn reporting to tane 80U, tne
USAID, and/or the oversight committee as necessary with
respect to actions taken or required in response,

- approval, management and monitoring of BOU loans to
project ICIs in accordance with the terms of loan
agreements,

- the timely provision of counterpart local currency
resource commitments to the Uganda Development Bank
through the vehicle of the BOU's rediscount facility,
and, ’

- other duties and actions as required to further
successful project implementation.

It is expected that tne BOU project manager will be heavily
involved in project actions during the 18-month start up phase
of the effort. Once tne prime contractor is on board, however,
and systems are in place and operating, the need for such heavy
involvement should diminisn supstantially. The project is
designed in such a way as to place as much responsibility as
possipble at the level of the prime contractor and participating
ICIs for greater efficiency and reduced burden on both the
central government and the USAID. Such functions as the
certification of invoices for payment, referral of
sub-borrowers to the technical assistance entity, etc., will
take place at the lower level. The project manager will receive
periodic audit reports of project operations and may raise
issues and intervene at any time in response to identified
questions or problems.



2. The Intermediate Credit Institutions.

a) The ICIs as a group.

The ICIs as a group will each be responsible for management of
ongoing project related operations in accordance with the terms
of loan agreements signed with the BOU and sucih other
instructions as will be issued from time to time by the BOU and
the USAID. All will apply established sub-borrower and
sub-project criteria, report guarterly to the BOU and the USAID
(using negotiated formats), refer clients where necessary to
tne technical assistance entity, refer sub-loans for approval
by the USAID when required (over $200,000), provide copies of
all sub-project proposals to the Prime Contractor and the USAID
to meet environmental review requirements (see IV, G.), and
generally be responsiole for effective communication and
coordination of activity with involved agencies including
participation tarouynh a selected representative on thne
oversight committee described earlier.

With resgect to the aisbursement of sub-loans, tne foreign
exchange component of each loan will be referred to the
Procurement Services Agency in accordance witn procedures
described in the procurement plan, (Section C below), while the
local currency component will be nandied in line wicth current
operating procedures of the Bank in question as modified by BOU
loan agreements. Obviously, tne two lines of credit should
dovetale in terms of timing, terms etc., which will be
adequately descriped in sub-loan agreements.

b) The Uganda Development Bank.

In addition to the above, the UDB as the lead ICI under the
project and a major recipient of technical assistance, will
have a variety of additional responsibilities.

The project manager and chief liason on the part of the UDB
will be tne Assistant General Manager for Projects and
Operations, a position currently filled with the highly
regarded expatriate cnief of the IBRD/UNDP team, who will
coordinate on an ongoing basis with project managers for the
BOU, thne USAID, and the Chief of Party for tne priime contract.
He will be responsible for compliance with project conditions
and covenants on the part of the UDB and for approval and
support of technical assistance and training initiatives
provided by the project. In addition he will review and agree
on terms of reference for contract advisors, studies and
training activities, manage the sup-loan review and approval
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process while assuring compliance with project lending
criteria, submit original loan requests, drawndown requests,
and local currency rediscount requests to the BOU on the basis
Of approved sub-locans, provide quarterly reports to tae USAID
and the BOU in accordance with established formats etc. Many of
the tasks, of course, will be delegated, out ne will be tne
person responsible. Finally, he will serve as primary liason
withh tne project for tae IBRD/UNDP team and the IDA industrial
development project in general.

At tne working level, the counterpart of tine AID contract
advisor will be the Chief of the newly created Agricultural
Department who will report to the above Assistant General
Manager. He will be responsible for appraisal of all sub-loan
proposals to be funded oy the project through the UDB, the
adequate application of project criteria to each, referral of
clients where warranted and in collaboration with the advisor
to the Technical Assistance Entity, and for implementation of
approved appraisal procedures developed by tne project. In
collaboration with the Assistant General Manager, he will also
assist in general liason and coordination with other
departments of the bank in pursuit of project objectives.

3. Tne USAID.
a) . General.

Due to USAID staff limitations, as described oelow, the project
will be implemented as much as possible through the prime
contractor. The USAID role, with the exception of the initial
start up period, will be limited as much as possible to
required approvals of loans and otaner major actions to be
accomplished by the Contractor and participating agencies. All
procurement (sub-project financing), for example, will be
handled through the PSA element of the Prime Contract. AID will
also nave the monitoring tool of quarterly audit reports in
addition to other gquarterly reports from ICIs and the Prime
Contractor. Nevertheless, additional ongoing project management
duties will include:

- liason and.cooraination with BOU project management and
participating ICIs,

- general administration, and‘provision of policy
guidance to the Prime Contractor,

- financial management including the approval and
monitoring of expenditures,

{%ﬁ
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- periodic site visits to sub-projects,

- coordination of project activity with the rest of the
USAID's portfolio in Uganda and program planning and
development activity in general.

In addition to the above duties, existing delegations of
authority place with REDSO/ESA the responsibility for providing
financial, legal, contracting, engineering, environmental and
commodity assistance and approvals. REDSO will play an j
important role in this case with respect to sub=-loan approvals
when there are engineering and or/environmental factors to be
considered. Other sub-loans may be referred for REDSO review or
assistance as necessary depending on the nature of the
sub=-project. AID's Regional Financial Management Center (RFMC)
in Nairobi will act as controller for the project and process
project related payments.

During the initial pre~implementation phase of the project,
despite structural attempts to minimize the management burden,
there will be substantial demands placed on the small USAID
staff. For this reason, an additional six person months of
pre-Prime Contract consulting assistance nas been built into
the project to assist with establishment of administrative
arrangements and the meeting of conditions precedent The
question of USAID capacity to manage the pro:ect is further
treated pelow.

b) USAID Capacity Analysis.

For reasons beyond its control the USAID must operate with a
serious direct nire staff constraint, ie., one project officer
responsible for the entire portfolio, one agricultural project
manager already tied up with two other major ongoing projects,

a program officer, an assistant program officer for evaluation,-
and an agricultural economist in addition to a minimum of
administrative support personnel.

With the commencement of implementation of this project, the
Mission will have four active bilateral projects including;
Food Production Support (617-0102), Manpower for Agricultural
Development (617-0103) and Oral Rehydration Therapy (617-0113).
The first two of these represent traditional AID management
commitments, similar to this project. The ORT burden, however,
should be modest as the project will be implemented almost
entirely through UNICEF with the USAID's input limited to
funding, procurement of a single commodity, and relatively
minor participation in certain study and evaluation elements.

A
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With respect to management of this project, for the first six
months, approximately, the USAID will dedicate the majority of
the time of its US direct hire project officer to the effort. A
local hire Ugandan assistant project manager (currently working
in the ayricultural division of the USAID) will gradually phase
into assuming more and more of the administrative burden of the
project on an ongoing pasis; while the US project officer, of
necessity, will have to turn more to responding to other
generalized demands of portfolio manageient and the development
of new project initiatives. It is worth noting here that the
Foreign Service National to be involved is an economist with a
banking background. He was previously employed by the Bank of
Uganda as purchasing manager and currency officer and is
knowledgeable of the institution's internal operations. The
USAID will shortly hire another FSN project manager to replace
the above employee with his previous work in the agricultural
division.

4, Prime Contractor Considerations.

Given the responsibility to be vested in the Prime Contractor,
the contract element of the project will be the most crucial
factor impacting on implementation accross the board. This
cannot be over emphasized. Contractor solicitation and
selection, therefore, will receive priority attention by the
USAID from commencement of the project.

a) Contract Structure.

Chief of Party

Sub-Borrower
Strengthening

Project Appraisal
ICI Strengthening

Procurement services

There will be four principal components of the Prime Contract
as follows:

(1) The Chief of Party (COP): The COP will be overall
manager of prime contract activities, He will be
administratively separate from the other units and
without specific technical duties in order to allow
time to adequately administer overall operations (a
very substantial task in itself) in addition to being

7 N
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(2)

(3)

(4)

able to retain objectivity with regard to elements of
the contract which may well have competing interests
and priorities. de or sne sihould have substantial
experience in executive management positions in third
world (preferably Africa) settings. A packground in
finance, banking and credit systems development,

agriculture and agro-industry, and data and information

systems would all be very helpful; but the single most
important factor will be demonstrated executive
capability and judgement.

Project Appraisal and ICI strengthening: A major unit
of the contract will be dedicated to technical
assistance and training for the Uganda Development Bank
for the strengthening of its project appraisal,
approval and monitoring capability. This will involve
one long term advisor and various short term
consultants. (See Project Description, Section III, D.
2.) This component will also coordinate with other ICIs
to assure that project lending criteria are satisfied.

The Technical Assistance Entity and Sub-borrower
Strengtinening: Tnis will be the most heavily loaded
component as it represents the true thrust of the
project. Three long term advisors will work witn a
contract hired Ugandan staff of professionals to
orovided critically needed technical feasibility and
management services support to agricultural enterprise
clients of the credit system being developed. (See
Project Description, Section III, D.3.) A very
important element of this component will oe design and
execution of a scheme for the development and eventual
spin off of the Ugandan side of the entity as a viable
enterprise in its own right.

Procurement Services Agent (PSA): All procurement (both
off shore and locally in Uganda and Kenya) under the
financing component of the project (up to $12.5 million
in sub-loan financed equipment, materials and spare
parts) is to be channeled through the PSA element of
the Prime Contract. As such this unit will be of
critical importance to project execution and will need
to consist of a US operation linked (contractually or
otherwise) with a similar firm or arm with offices in
Kampala and Nairobi. The PSA is expected, (although not
required) to be a joint venturer or sub-contractor to
the Prime. The USAID recommends a minority set aside
firm for this element. (See Procurement Plan and
Waiver section below.)
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b) Contract iMode, Solicitation and Selection.

For various reasons an AID direct mode of contracting is to be .
utilized for the Prime Contract utilizing standard unrestricted

AID procedures for technical services contract solicitation.

The USAID is interested in the widest and most open competition
possible for this contract due to its demanding nature and

critical importance to the project. The one exception is that

the USAID urges that a firm registered with AID's Office of

3dusiness Relations (small and disadvantaged pusinesses) oe

considered as a joint venturer or sub-contractor for the

Procurement Services element.

The request for proposals (RFP) will allow bidders to bid
alone, or as a consortium, joint venture, or a single
contractor with specified sub-contractor(s). Overall management
of the contract will be awarded to a single contractor. The
contract will be awarded for up to three and one half years, to
be renewed for two to three additional years, based upon the
-major evaluation to be conducted in the first half of the last
year of Phase II, ie., 1988. The RFTP will cover in detail the
functional areas required for Phase I activities and will
clearly outline the need for Phase II follow-on work.

As the REDSO/ESA contracting officer staff appears to be fully
.committed on other priority actions during the period when
procurement and negotiations for this contract are expected to
take place, the process will propably have to be managed by tine
Office of Contract Management (SER/CM/ROD/AFR) in
AID/Washington. Regarding selection, however, an RFP
evaluation committee will be formed consisting of
representatives from the USAID, the GOU (probably one each from
the BOU and the ICI group) and one or more appropriate staff
persons from AID/Wasnington and/or REDSO/ESA. Depending on
availability and timing, the chairperson will probably be
either the USAID's project officer or a representative of the :
East Africa Projects Division (AFR/PD/EAP) of AID/W. Following
initial review of the proposals and establishment of a
competitive range, some of the members of the panel may visit
the sites of selected finalists. Bidders will also be
encouraged to visit Uganda prior to submitting proposals in
order to adequately take into account the operating environment
and constraints which they would have to face during
implementation. Upon receipt of best and final offers from
these firms, contractor selection will be made.

5) Other Contracts

Two other contracts will be executed during implementation of
this project as follows:
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a) Auditing.

An auditing contract will be solicited from amongst those
qualified firms which have or could have a permanent presence
in Kenya and/or Uganda. The selected firm is to operate in a
form totally independent of the Prime Contractor or
participating agencies and will report solely to the USAID. The
terms of reference will include quarterly auditing of project
lending activity with corresponding reports to USAID project
management. These reports will be shared with the Bank of
Uganda and other project agencies as appropriate.

The contractor will audit for compliance with accepted national
and international standards of financial performance as well as
satisfaction of project criteria as specified in Implementation
Letters issued by the USAID and in loan agreements at poth the

ICI and sub-borrower levels,

Solicitation and award of this contract is expected to be
managed by the REDSO/ESA Contracting Officer staff, as this
will be a less taxing and time consuming exercise than the one
discussed above for the Prime Contract. Also, proposals are
expected primarily from firms already located in Kenya and East
Africa.

b) Ewvaluation Contract

Separate contracts will be let for evaluations in the last
years of both Phases I and II. (See Evaluation Plan, Section D
below.) Each contract is expected to run approximately six
weeks with up to four specialists on each team. Procurement is
expected to be handled by REDSO/ESA.

6. Disbursement Procedures.

In terms of implementation vehicles under the project, there
are basically two major elements, namely; a) the provision of
tecnnical assistance and services, and b) the procurement of
commodities under the credit/financing component. With this in
mind and in accordance with payment verification policy
guidance issued in December 1983, proposed payment procedures
are as follows:

a) Techinical Assistance:

The direct payment (direct reimbursement) procedure will be
utilized for all technical services under the project including
both the Prime Contract and smaller contracts £for auditing,
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evaluation and pre-implementation assistance services. There
will also be a small amount of funding set aside, approximately
$30,000, for international volunteer services associated with
sub-project studies such as from the International Executive
Service Corps. An additional small amount may be used for
observation travel during the first year of the project for a
group of UDB officials to visit the National Development Bank
of the Philippines.

b) Commodity Procurement.

As explained earlier and below in the procurement plan, a
Procurement Services Agent (PSA) under the Prime Contract will
be responsible for all procurement under the credit component
of the project. The financing of thne agent's fee will be by
direct letter of commitment., For U.S. and code 935 procurement,
however, FM/BFD will ilssue a bank letter of commitment with the
PSA as approved applicant. The PSA will instruct the designated
bank to issue Letters of Credit to suppliers to whom awards
have been made. In the case of Kenya and Uganda procurement,
direct letters of commitment will be issued or awarded,
semi-annually, by RFMC to cover estimated procurement required
for the coming six month period. This will coincide with
proposed semi-annual requests for drawdown by ICIs under the
project from the Bank of Uganda. (See project description,
Section III, D. 4., The Financing Component.) A summary Table
is shown below (format drawn from referenced poliicy guidance):

Methods of Implementation and Financing

Implementation Method Method of Financing Approximate Amount
($000 - Non inflated)

TA - Pre-Implemen- Direct Payment 75
tation Services

TA - Prime Contract Direct Payment 10,385
TA - Audit Contract Direct Payment 400
TA - Evaluation Direct Payment 160
TA - Volunteer Direct Payment 30
Services

Commodity Direct L/Com 12,500
Procurement Bank L/Com "

Note: With respect to Commodity Procurement, it is not possible
at this point to determine how ‘much will be by direct and how
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much by bank L/Com. This will depend on tine mix of off shore
and shelf item procurement in country. See Section III. E.,
Financial Plan, for inflated costs plus contingencies.

5. Procurement Plan - Commodities.

a) Items to be Procured.

Likely procurement requirements will be for items such as food
processing machinery, animal stock, building materials and
machinery equipment related to agricultural service industries
such as feed mililing and bagging. Equipment, materials and
spare parts will be purchased for the rehabilitation of such
agricultural and agro-industrial enterprises as dairy farms,
hatcheries, poultry farms, feed mills etc. The source of
individual items will vary depending on the availapility of
supplies from the local market (including Kenya). Precise
details and specifications for both local and US procurements
will be developed by the Procurement Services Agent (PSA) to be
contracted by the project and who will provide all necessary
purchasing services under it, including items such as vehicles
in support of the technical assistance siue of tne effort.

b) Responsible Entities

The Grantee and the USAID both prefer to have a non-GOU Agency
directly responsible for all procurement activities. Also,
because of limited procurement experience and the lack of
existing services of this nature to support clients, the ICIs
(UDB and Grindlay's thus far) would prefer not to be directly
involved in the project procurement function. With this in
mind, and due to limited staff resources within the USAID, it
is proposed that all procurement be accomplished by a PSA under
the prime contract. (See Annex C for draft scope of work of PSA)

¢) Source and Origin.

As Uganda qualifies as a Relatively Least Developed Country
(RLDC), the officially authorized source and origin for all
project goods and services will be the US, Code 941, and the
cooperating country. A major exception to this is warranted by
project circumstances, however, as noted in the Waiver section
below.

d) Methods of Procurement

The procurement of commodities will be accomplished under the
policies set forth in Chapter 19 of Handbook One, Supplement B.
Kenya will be regarded as a local cost source under the
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extended shelf items rule. Except for motor vehicles, it is not
anticipated that any items discussed in Chapter 4, Section C of
Handbook one, Supplement B, 'restricted Commodities' will be
financed under this project. Specific waivers will be requested
for any vehicles not covered by the blanket waiver for light
vehicles which has been requested for projects in Uganda.

Most procurements under the lending activity of the project
will be for over $5,000 but less than $100,000 in wvalue. The
PSA acting for and together with private sector sub-borrowers
will be expected to follow good commercial business practices
and use informal (negotiated) procurement methods for these
purchases. Specifically, proforma invoices will be obtained
from a reasonable number of prospective sources prior to
procurement implementation. In addition, local procurements
will be consistent with Ugandan laws and practice. For
individual procurements exceeding $100,000, formal competitive
bidding procedures will be followed, with the USAID retaining
its right to approve the issuance of IFBs and related contract
awards.

e) Waivers

A blanket waiver request to allow the purchase by sub-borrowers
of items of Geographic Code 935 source and origin of up to
$17.35 million is included in Annex C, Waivers. This is due to
a design team estimate that up to 120 sub-borrowers under the
project for the most part will be rural based and dispersed
with little access to procurement information on commodities
other than those normally available in the vicinity of the
enterprise. Likewise, maintenance and repair services will only
be available for equipment normally in use in the area, and
few, if any, of the commodities likely to be imported by
sub-borrowers are currently imported by Uganda from the United
States. Visits to rural areas by USAID personnel confirm the
general non-availability of US equipment and spare parts in
these areas. (See Waiver Request for more detailed
justification.)

In addition, Annex C includes a request for a certificate of
non—availability of US shipping. This will exclude from cargo
preference rules any shipment of commodities not originating in
the United States. Also included is a request to allow shipping
costs of up to $3.0 million to be financed on Code 935 vessels.

f) Schedule and Delivery.

It is planned that major procurement under this program will
not be initiated until the Prime Contractor and the PSA are on
board, at least one year into project implementation. If any

MY
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sub-loans can somehow be approved before then, the USAID will
assume direct procurement responsibility in accordance with
above provisions and project lending criteria.

Off shore suppliers will be required to provide all risk marine

insurance in the amount of 120 percent of commodities and
similar insurance for inland freight.

B. Implementation Plan.

1. Pre~-Implementation.

The critical path for start up of this project follows the line
for procurement of the Prime Contract, as it is not expected to
be possible under the proposed structure of the project and
lending criteria to be able to commence the financing activity
until the Prime is on board and functioning. It should be noted
here that the USAID is anxious to make a very few early loans
to enterprises currently in critical need. Possibly these can
be realized through short term pre-prime contract assistance
from alternative sources. Conditions precedent will still have
to be met, however, projects appraised, additional feasibility
work carried out, procurement services arranged etc.; and it is
expected that by the time these locans are ready to move the
Prime Contract may be about ready to commence in any case.

For ease of presentation, the plan for procurement of the prime
contractor is presented first. Then other start-up activities
are shown. Phase I and II are then presented in very limited
detail in order to avoid engaging in excessive fiction.
Detailed planning remains to be carried out on the basis of
agreements to be reached among participating agencies and
contractors as shown below. The plan is assumed to commence
with the signing of the Grant Agreement, anticipated to be in
mid July 1984, given that the PP will not arrive in Washington
until the end of the first week in June and it will need to go
to the Administratore for approval.

a) 'he Prime Contractor.

o Preparation of PIO/T with complete scope of work is carried
with REDSO/ESA and/or short term contract assistance
assistance. (Substantial analytical and drafting task) and
forwarded to AID/W. (USAID project officer returns to post
o/a July 15.)

Target: Aug 15, 1984
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RFP is prepared and issued by AID/W as soon after end of
fiscal year as possible. (No new contract actions will be
accepted this fiscal year.)

Target: October 30, 1984

Proposals received in AID/W. Sixty days will pe allowed.
Target: December 30, 1984

RFP evaluation committee convenes in Washington.
Target: January 15, 1985

Evaluation committee completes review and establishes
competitive range.

Target: January 30, 1985

Panel completes visits to highest ranked contenders and
agrees on final ranking.

Target: February 15, 1935

Contracts office commences negotiations with nighest ranked
contender. '

Target: February 28, 1985

Contract signed by AID/W. (Note that negotiations for this
contract will be a substantial task given its multifacited
nature and the fact that it will probably envolve two or
more sub-contractors or joint venturers.)

Target: May 30, 1985
Contingency factor: 30 days. Revise contract signing date.
New Target: June 30, 1985
Initial short-term group consulting group from Prime
Contractor for detailed planning and contract
implementation arrangements arrives in Uganda

Target: August 1, 1985

- Planning and implementation arrangements complete. This is
expected to involve several different trips of various long

W
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and short term people over a period of about four months while
contractor is gearing up for full mobilization. During this
period the contractor will be simultaneously working on; a)
housing and office arrangements, procurement for the resident
team effort (vehicles, furnature, office equipment computers,
etc.) and other administrative aspects of its own mobilization
and b) groundwork (initial studies and surveys, development of
detailed work plans, recruitment of Ugandan staff etc.) on the
Technical Assistance Entity, UDB, Data Management and
financing/procurement components. {(Substantial pre-mobilization
funding has been provided for such an effort and tne RFTP
should indicate that this will be expected in order to minimize
delays and be able to make a January 1, 1936 target for
commencement of Phase I in earnest.)

Target: November 30, 1985

o} Full mobilization. Contractor is on board for the duration
in Kampala and systems are operating.

Target: December 31, 1985

b) Other Pre-Implementation Activities.

(1) Conditions Precedent - TA.

Beyond routine conditions such as names and specimen
signatures, important conditions precedent which must be met
before the signing of the Prime Contract include; establishment
of the high level project oversight committee along with its
groundrules, the consolidation of tne Crops and Livestock
Departments within the UDB, and a statement from the GOU that
it is in accord with the establishment of the administratively
separate Technical Assistance Entity and the plan for its
eventual independence. The meeting of these conditions, with
the assistance of the USAID project officer and short term
assistance as necessary from pre-prime contract consultants and
REDSO, is expected to require approximately six months from the
date of the grant agreement. Three extra months are added here
for likely slippadgde.

Target: April 30, 1935

(2) Conditions Precedent - Lending.

These conditions will be somewhat more taxing than those for
technical assistance, but for a substantial portion of the
period when these are being developed, Prime Contractor
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personnel will be on hand to assist. The principal ones are; a)
the development and approval of an operating procedures manuel
for the project which will incorporate complete ICI,
sub=-borrower, and sub-project criteria, plus guidelines and
procedures for lending operations at both ICI and sub-borrower
levels, and b) a minimum of one completed loan agreement
between the BOU and an ICI (probably the UDB). It is expected
that these will be completed within 12 to 17 months of the
signing of loan agreement ‘depending on the level and guality of
effort made by the BOU and participating ICIs, follow-up work
by the USAID and the timing and effort of the Prime Contractor.
In any case, they are not expected to drag into the Phase I
operating period.

Target: December 31, 1985

(3) Other Pre-implementation Activities. N

Other activities during this period include: selection and
award of the auditing contract which must take place in advance
of any actual lending activity, observation travel of ICI
officials to the Philippines, and possibly initial advisory
services either by international volunteer experts such as from
the International Executive Service Corps or short term
consultants brought in by the USAID to try and get a few loans
off the ground early. The timing and feasibility of these
possible initiatives will depend on initial planning and
negotiating by the USAID and on availability of staff time.

2. Project Operations - Phases 1 and II.

a) Phase I

On the basis of the advance work discussed above, it is assumed
that Phase I (officially commencing on January 1, 1988) will
start with all systems in place and operating. That is,
sub-project appraisal will commence in earnest at least in the
UDB, the Technical Assistance entity will start providing
feasibility study and management assistance to sub-borrowing
entities and initial data collection work will be underway. On
this basis, the project loans are expected to be approved
within three months. (Note that the average time from

- application until loan approval in the UDB is six months, but a
number of asnticipated sub-project loans are already in the
system, and it is expected that some advance work can be done
on these. In the case of the commercial banks, the process is
much more rapid. Grindlay's is expected to commence lending
immediately.)
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By the end of the first quarter of the last year of Phase I, or
March 30 1988, the data management component of the project
will have completed a thorough analysis of project operations
up to that point (See III, D. 5.) plus all special studies, and
have a package of comprenensive material ready for the
forthcoming independent evaluation.

The Phase I evaluation will commence in April, 1988 and be
completed by the end of June. On the basis of the findings of
that evaluation, the redesign and detailed planning exercise
for Phase II will be carried out over the following three month
period, primarily by the Data Management Office with inputs as
needed from other elements of the contract, the.USAID and
participating agencies. This exercise will culminate in the
production of a major Project Paper supplement, to be approved
by the USAID, with REDSO/ESA's concurrence for the funding of
Phase 1II.

b} Phase Il.

No attémpt is made here to project timing and execution of
Phase I1 activities as these will depend entirely on the
results of the above analytical efforts. See Phase II elements
of the:project description for overall targets and tentative
descriptions. A major evaluation will likewise take place in
the last year of Phase II in 1991 which will hopefully lead to
the replication of valuable experience in other settings and
ongoing international resource mobilization for Ugandan
agricultural enterprise.

C Evaluation Arrangements and Plan

Ongoing evaluation activities are an integral and critical part
of this project through the Data Management Component. The
success-of the project in terms of its ability to adjust to
emerging conditions and lessons observed hinges on sound data
collection and analysis over time. The ability of credit
systems -strengthened to mobilize additional lending capital
will depend in substantial measure on adequate analysis and
evaluation of problems, progress, impact etc.

The Data Management Component 1is described in Section III, D.
5. of the Project Description. As mentioned in the preceeding
section, separate and independent evaluations are to occur

early in the final years of Phases I and II - 1988 and 1991
respectively.

LT
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For purposes of implementation, the most important evaluation
will obviously be the one at the end of Phase I, as detailed
planning for the remainder of tne project will draw from it. It
should be of unusually high quality given the magnitude of
gquality of effort that will be directed to preparaing data for
it, including time series data on lending, institutional
strengthening, and the client group in addition to a number of
special studies that will feed into the mix to be considered.
It will also consider contractor and USALD performance in
implementing the project and make rec¢ommendations on both. The
final product will include a comprehensive set of analytically

support recommendations for project redesign and implementation
for Phase 1I,

The final evaluation will consider the entire project with an
emphasis on Phase II and result in a well documented basis for
replication and/or use of experience gained in other programs
in Uganda and other countries. It should also be very useful in
additional resource mobilization.

The evaluations are expected (and have been budgeted) to be
carried out by teams of three people (finance, agro-industry,
and social science or some similar mix) over a period of
approximately two months each.

D. Proposed Conditions and Covenants.

In addition to standard conditions precedent and covenants the
USAID plans to include the following in substance in the
agreement to be signed with the Ministry of Finance:

1. Conditions Precedent.

a.) General and Prior to First Disbursement for
Technical Assistance.

The Grantee will furnish, or cause to be furnished, in form and
substance satisfactory to USAID, evidence of:

(1) The establishment of high level, inter-agency project
committee to provide for national oversight of the
project's execution and to serve as a vehicle for policy
level intervention when necessary. The evidence submitted

should provide terms of reference and operating procedures
for the committee.

(2) The establishment, or intention to establish within a
satisfactory time period, of a consolidated agricultural
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projects appraisal department within the Uganda Development
Bank which will draw from the existing crops and livestock
departments. ("Intention" may suffice, as short term consulting
assistance from a development banking expert is programmed to
assist the UDB in the regoranization plan, structure, operating
procedures, etc. )

(3) Government approval orf the plan to establish an independent

technical assistance entity by the end of Phase I. The
evidence should indicate approval of the concept and the
substance of the proposed plan for arriving at the
independent enterprise. The evidence should also indicate
approval of the initial establishment of the technical
assistance entity under Prime Contractor. i

b) Prior to First Disbursement for Lending.

The Grantee will furnish, or cause to be furnished, in form and
substance satisfactory to USAID, evidence of:

(1)

(2)

(3)

An established rediscount facility in the Bank of Uganda,
to be utilized by project ICIs, Particularly the Uganda
Development Bank, for securring the local currency
counterpart centributions required for the sub-lending
program. Terms, conditions, and operating procedures for
access and drawdowns from this facility should detailed.

The establishment of a special account for repayments by
ICIs of Project loans which are to be relent for purposes
in accord with project criteria in general., (Note: Possibly
this should be a covenant. Reflows during the project
period will be interest only, but will be substantial
nevertheless., It is not expected that the condition can be
inforced beyond the project period for lack of monitoring
capability once project has terminated. This same
condition should be stipulated for ICIs in the case of
sub-loan reflows.

The development of an ocfficially approved operations manuel
for the lending component of the project including credit
policy and regulations and lending criteria for ICIs,
sub~-borrowers, and sub-projects. This will also include
procedures for complying with AID's environmental
regulations and for referring proposed sub-loans to AID for
approval with respect to AID's, project, program, policy
and legal requirements. (Note: USAID will probably need to
provide direct and consulting assistance to the Grantee to
meet this condition, which will be possible both prior to

N
e
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and once the Prime Contract has been signed.) (Also, please see
the conditions and covenants stipulated above under tne
Environmental Considerations, PART III, F)

{(4) Signed locan agreements with ICI's to participate in the
lending activity. (Once a loan agreement is signed with one
ICI, lending may commence through that particular ICI. New
loans may be signed over the live of the project, each to
be approved by AID, as each new ICI applies to participate
in project lending activity. The loan agreements will
stipulate compliance with project lending criteria and
provide for terms and conditions acceptable to AID.)

(5) Acceptance of negotiated ongoing maximum levels of
delinquency and default rates at both ICI and sub-borrower
levels of over a stipulated period in age, over the life of
the project. It will ‘be further accepted that if such rates
exceed the agreed upon levels (in either or both the ICI in
question and the sub-~borrower group) disbursements for
lending through that ICI stopped until the BOU and the
USAID are satisfied that the rates have dropped below the
levels in question and that adequate measures have been
taken to avoid future occurrences of the problem.

(6) Statement that imported commodities will be exempted from
import duties and inspection fees etc. (With respect to
shelf items of over $5,000, import duties and fees will
have to pbe removed somehow, or reimbursed to the project. )

¢) Proir to Phase 11 Disbursements.

Prior to Phase II disbursements for either Tecihnical Assistance
or Lending, the Grantee and the USAID will agreed on detailed
plans and costs for Phase II project execution on the basis of
the findings of the comprehensive evaluation to be carried out
in the last year of Phase I.

2 Covenants.

The grantee will covenant that, unless AID otherwise agrees in
writing, it will:

(1) Assure that proposed sub~loans for an amount exceeding
$200,000 in USAID financed costs will be submitted to the
USAID for approval prior to disbursement.

(2) Assure that the USAID receives copies of all sub-loan
proposals in general for purposes of information and
monitoring.
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(3) Absorb the maintainance of value risk (devaluation)
associated with project lending, ie., all project loans
will be denominated in local currency at the time of
commitment or disbursement.

(4) Attempt to reach agreement with commercial ICIs interested
in participating in the project with respect to a
combination of interest rates and a possible iocal currency
credit guarantee scheme which will allow sucn ICIs to
project a satisfactory return to their participation at an
acceptable risk.

(Note: A credit scheme is being developed by tne Bank of Uganda
to encourage commercial lending for agricultural development.
At the moment, the amounts to be covered are so low that it
would not serve the interests of this project in particular.
The commercial banks, on the other hand, have indicated that
they will require a guarantee on that portion of their
sub-loans not to be covered by sub-borrower contributions of
"local cover." Finally, the design team is not convinced of the
utility of the yguarantee scheme, believing that a sound way to
handle the risk question is through lending rates which
adequately take risk into account with the establishment of
appropriate reserves by the lender etc. In any case, it is
believed that the commercial banks will participate without a
guarantee if they are allowed to borrow and charge at rates
commensurate with the risk and project a reasonable profit;
hence covenant proposed above.) )

{5) Make its best efforts to:

o resolve the edible o0il ex-factory tax question in a
manner condusive_ to the development of the local
industry and production for the Uganda market.

o] resolve disputes over ownership of private
enterprises soliciting credit for sub-projects
under the project.

o provide and maintain gualified counterpart
personnel on a timely basis in the UDB.

E. Negotiating Status of Project

At the time of PP preparation tne project had been discussed
with the Government, particularly with the Department of
Development Finance of the Bank of Uganda, for over a year.



- 114 -

Detailed discussions have also been carried out over a number
of months with the principal ICI, the Uganda Development Bank.
Discussions at a somewhat less intense level nave also been
carried out with Grindlay's and to a lessor degree still with
other ICIs.

As the Project Paper was prepared in final in Nairobi in order
to use REDSO prcduction facilities and confer with appropriate
experts, and as the deadline for authorization was fast
approaching, it was not possible to return to Uganda and
negotiate the project in final form. This will be carried out
by the USAID Director, with assistance from REDSQO, once the
final version of the paper has been received on June &6, 1984.
This should allow time for possible problems to surface prior
to authorization which is not expected to take place until
close to the end of June 1984. Major difficulties are not
expected to occur, however, as the Bank of Uganda is on board
with the structure, concept, approach and basic modus operandi

of the project. A Government RrRequest for Assistance is attached
as Annex F to this paper.
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ANNEX A

LOGICAL FRAMEWORK

I. Goal Structure of Project.

A. Program Level Goal:

Provide a package of assistance interventions which will lead
to rehabilitation, recovery and development of private
(including cooperative) enterprise within the Agricultural
sector resulting in improved income, employment and quality of
life in general.,

B. Project Goal

Make available medium to long term financing for investment in
high potential agricultural enterprise.

C. Project Purpose

Develop viable, self-sustaining systems, for the effective
absorption of investment credit by agricultural enterprise, in
essence, to improve absorptive capacity and managerial
capability for the effective exploitation of both externally
mobilized and locally available resources.

D. Conditions Expected at the End of the Project

1. System Super—-structure and Capitalization

The project aims to establish a viable, two tiered credit

system for agricultural investment in terms of lending, ongoing

capitalization and expansion. By the commencement of Phase I,

the structure should be established although lending will not

have commenced in any significant degree. i

Phase I: By the end of Phase I, the system should be operating
smoothly in terms of lending at both BOU and ICI
levels, although only very modest capitalization or
reflow activity will have taken place due to the
grace periods built into both credits at both
levels. Additional resource mobilization should be
taking place on the basis of track records
established.

Phase I1: By the end of the project, substantial other donor
resources for agricultural investment should also
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have been mobilized and disbursed through the systems
established by the project. Expanded operations
should be meeting demand accross the board.

2. ICI Capability and Effective Participation.

The objective is to arrive at a set of lending institutions and
programs capable of satisfying the need across the board for
investment financing in the agricultural enterprise sector.

Phase 1:

Phase 1I1:

hase 1:

—

UDB and Grindlay's Bank effectively lending to all
contemplated types of agricultural enterprise. Other
banks will have experimented with some loans financed
by the project on a pilot basis, i.e. Barclay's,
Standard, and the Uganda Commercial Bank.

Four or more major banks effectively lending for
agricultural enterprise investment on a country-wide
basis. An effective outreach capability will have
been developed through branch operations or mobil
units.

3. Volume of Lending

Cumulative total of Project Credit Extended will be
at least $6.0 million.

Annual Lending levels in tne final year of Phase I will be
$3.0 million.

Phase 11:

Phase 1:

Phase I1:

Phase 1:

Total of project credits extended: $13.9 million.

4. Viability/Efficiency of Lending

Cost of lending to agricultural enterprise for

capital received on concessional terms (AID Financed)
will be established at a sustainable level within
marginsg received.

Cost of lending for capital received on both
concessional and commercial basis will be reduced to
what can be covered effectively by the spread. ICILs
will be undergoing sustained expansion on basis of
earnings from lending operations.

5. Resource Mobilization and Capitalization

By the end of Phase I a track record will have been
established plus demonstrated absorptive capacity of

2
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Phase 11:

Phase I

Phase 11:

Phase 1I:

Phase 1I1:
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both borrowers and lenders such that additional major
donor resources will be directed to the sector of on
the order of $ 5 million per year projected for the
commencement of Phase I1I.

By the end of Phase II the needs of the assisted
sector will be totally met from a combination of
concessional and commercial sources of credit plus
savings or retained earnings within the target
community of enterprises and lenders (estimated to be
on the order of $ 8 to 10 million per year by the end
of the project).

6. Sub-borrower Strengthening and Enterprises
Launched

During Phase 1 at least one of each type of project
contemplated will have been financed and assisted. A
core group of successful ongoing projects will have
been established to serve as examples for replication
and from which to draw experience and data. A total
of at least 40 projects will have been financed of
which about 50% should have completed the investment
and be successfully operating.

By the completion of the second year of Phase II, all
project funds will have been drawndown and invested
in viable projects in the target sector. By the end
of the project, all project financed investments will
have been completed. Of these a substantial aumber
should represent additional investment opportunities
for intermnal or other commercial sources of capital.
Enterprise management within the sector will have
been substantially improved.

7. The Technical Assistance Entity

By the end of Phase I the TA entity will be able to .
cover all local currency operating costs through fees
received from sub-borrowers under the project. There
will also be a core staff of five trainmed Ugandan
professionals working full time in the areas of
financial socio—-economic and technical feasibility
anslysis.

By the end of the project, the unit will be
completely on its own as a viable firm or indigenous
PVO dedicated to agricultural enterprise management
and technical consulting available for the general
public and for use by the donor community.



Phase 1I:

Phase 11:
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8. Lessons learned and analytical foundation
developed for Expansion and Replication

By a point in the middle of the last year of Phase I,
the analytical foundation will have been developed
for major other donor resource mobilization, and
detailed planning for Phase II expansion of
investment activity will have been completed.

By the end of thé project a fully documented
analytical history together with a comprehensive
final evaluation will have provided the basis for
replication of successful elements of the project in
other comparable countries of Africa in addition to
serving as an invaluable instrument for public and
private sector investment planning and resource
mobilization upon termination of AID and other donor
assistance to the target sector.

Purpose Level Assumptions

The project will receive strong policy level support
from the GOU (Bank of Uganda, Ministries of Finance,
Agriculture, and Cooperatives, and the Oversight
Committee to be established.) There is reason to
believe this will be the case due to reform measures
implemented over the past three years.

Private banks will participate as anticipated in the
project due to attractive lending margins offered.
Grindlay's will be the first. Others should become
involved once they observe successful participation
by Grimdlay's.

The IBRD/UNDP effort to improve operating systems at
the UDB will be successful. The technical assistance
team is very strong and operating in line positions.
The Assistant General Manager is especially
outstanding. (See UVUB Institutional Analysis).

Target enterprises will be willing to borrow for
technical services received.

The security situation in Uganda will gradually
improve.

#-o



II. OQutputs of Project.

A. Overall System Development and Capitalization

By the commencement of Phase I, all arrangements will have been
made and agreements finalized for BOU lending to the Uganda
Development Bank and Grindlay's. Agreements with other
commercial banks are not expected until a year or more into
Phase I, although they could come earlier. A proposed
guarantee scheme for commercial lending to the agricultural
sector will also be operational, and special accounts will have
been established in the BOU for project associated
disbursements and reflows. The system will be ready to commence
project operations. Sub-project lending is expected to
commence within six months of the commencement of Phase I by
both the UDB and Grindlay's.

By the end of Phase I, the reflow account in the Bank of Uganda
for the foreign exchange component of the lending activity will
have accumulated to approximately $600,000 in local currency
from interest payments. (Principal payments to the BOU are not
programmed to start until the llth year.) By the end of Phase
I1 the balance of the account will have arrived at $2,900,000
with total outstanding loans amounting to approximately
$13,900,000. In addition, over the life of the project, some
$11.5 million in local currency will have been mobilized and
invested from the local currency components of loans and equity
contributions from sub-borrowers. Thus, the more important
output will be achieved of capitalization of an ongoing source
of lending capital for agricultural enterprise. This, when
complemented by other donor assistance expected in Phase II and
beyond capitalization at ICI and sub-borrower levels, should
effectively meet demand for the indefinite future.
Approximately 120 projects are expected to be financed over the
LOP. (See description of Financing Component, Section 4, below.)

B. ICIL Strengthening and Capitalization

1. The UDB

Almost all technical assistance and training for ICIs under the
project will be directed to the UDB through which 65% of
project funds,are expected to be channeled. Other ICIs may be
provided with modest levels of shoit term assistance in the
process of getting them involved with the project, and they
will probably participate to a degree in some in-country
training activity. At the present stage of project planning,
however, there is no basis for describing institutional outputs
outside of those targeted for the UDB. These are as follows:



By the end of Phase I a consolidated (crops and livestock)
agricultural division will be functioning as an effective
integrated unit capable of adequately appraising almost all
types of agricultural enterprise proposals anticipated in
the Ugandan setting. :

By the end of Phase I sound loan processing and credit
management procedures will have been fully developed,
tested, revised, and formalized as part of official bank
policy for the long term. In this area, the project will
have to coordinate carefully with IDA and UNDP efforts to
improve these functions throughout the bank.

In terms of volume, the agricultural division will be
capable of processing all applications in a timely period
after receipt, 1.e., two to four weeks, at an anticipated

level of approximately eight per month by the end of Phase
I.

The quality of appraisal and supervision will be such by
the end of Phase I that outstanding delinquent balances on
loans processed by the Division will be held to less than
5% of the portfolio balance. (Does not apply to the UDB
portfolio as a whole.)

By the end of Phase I, the efficiency of UDB lending in
average cost per loan will drop significantly and further
yet during Phase II. Calculation of these targets will
await detailed planning and analysis by the Contractor.

2. Other ICIs

Grindlay's Bank should be participating actively in the project
with a portfolio of outstanding loans to be target group of
approximately $1,200,000. One or two other commercial banks
will have experimented with project lending on a pilot basis by
this time. By the end of Phase II there should be at least
three commercial banks heavily involved in agricultural
enterprise lending, both with project and other resources.

c. Sub~Borrower Strengthening (The Enterprises)

1. The Technical Assistance Entity

By the commencement of Phase I, the entity will have been
established and staffed with expatriate advisors by the US
Contractor and an estimated core group of 5 Ugandan
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professionals in financial analysis, accounting, business
management, agro-industry, marketing etc. It will be
operational and providing assistance to initial
sub~borrowers.

By the end of Phase I, the entity will have been legalized
as a Ugandan enterprise and able to act as a legitimate
private consulting agency in the capacity of either a
profit making or private and voluntary organization. By
this time, all local costs of the entity will be covered on
an ongoing basis by user fees and a capitalization process
will have commenced leading to complete financial
independence prior to the end of the project.

By the end of Phase II, all US assistance will have been
withdrawn and the entity will be totally independent as a
viable enterprise. By this time the organization will have
a direct hire staff of eight to nine professionals capable
of covering all estimated types of management and technical
consulting needs of the sector, with the exception of the
largest of the industrial enterprises linked to

agricul ture. By then, however, there should be other firms
capable of addressing the needs of this higher level group.

2. Enterprises Strengthened

A minimum of 40 to enterprises will have been assisted by
the end of Phase I in feasibility and project design
assistance for financing proposals. An additiomal 20 - 25
enterprises will have received business management
assistance associated with project financed investments,
for some of which such assistance will be provided over an
extended period of time to assure successful launching of
the new operation. (Most but not all, of these will be
from the same group that received proposal assistance.)

By the end of Phase I it is estimated that 40% of the
organizations assisted will be able to carry out their own
analyses in the future for the development of additional
financing proposals.

By the end of Phase I, 100 persons from these enterprises
will have participated in management training, feasibility
study and other short courses carried out by the technial
assistance entity! An additional will have been sent for
short courses in the United States or third countries
and/or on observation travel.



D, Financing.

1. Loans Made:

Up to approximately 200 loans are expected to be made over the
five year life of estimated project lending activity. The

ma jority of these will fall between $50,000 and $100,000 in
terms of the AID financed foreign exchange component in 1984
dollars. The average loan is calculated at approximately
$85,000. In accordance with the projected disbursement schedule
based on estimated absorptive capacity of lenders and
sub-borrowers (See Institutional and economic Analyses)
projected lending targets are as follows:

Phase 1 Phase LI
Year 1 2 3 4 5
Disbursements: 1,250 2,075 2,700 3,325 3,150
($000)

Loans Made: 20 33 43 53 50

2. Jobs Created:

A total of some 2,000 jobs are expected to be created as a direct

consequence of project lending based on an estimated average cost of
per job of approximately $6,150.

3. Sub-projects to be Financed:

An illustrative list of sub-projects to be financed under the project
is as follows:

20 Dairy Farms

6 Hatcheries

40 Poultry Farms .

10 Feed Mills

10 Fishing enterprises

20 Mixed Farms

xX Undetermined but substantial number of smaller
enterprises (mainly financed by the commercial
banks for new equipment) '

Exactly what portion of these will be financed in Phase I or II is
difficult to predict at this time. It is also certain that a variety
of new possibilities will be developed during early years of the
project for both rehabilitation and new enterprise.

e



- 9 =

In addition, the project expects to finance a relatively few larger
enterprises long in need of rehabilitatiomn such as the Wankoko
poultry processing plant ($300,000 loan) and up to four oil mills (3
for rehabilitation and one new plant representing a total investment
of up to $3.5 million). (See Appendices to Financial and Economic
Analyses Annexes.)

E. Data Management, Analysis, Evaluation and Planning

1. Phase 1

Base Line Information re sub-borrowers, sub-projects, ICIs and
the technical assistance entity

Periodic reporting of indicators showing progress or lack
thereof from base line toward project objectives and targets.

« Detailed operational reporting for purposes of sub-project
tracking, implementation monitoring, trouble shooting etc.

Special analyses or studies for purposes of policy formulation,
strategy development, activity planning, programming of human
or finmancial resources, coordination, identification and
sharing of innovation etc.

Base material for the detailed planning of Phase II

Useful material for capital resource mobilization from extermnal
donors and lenders as well as private capital markets.

2. Phase I1

Hopefully, all of the above will continue to apply to Phase IIL in
addition to a detailed final evaluation which will provide the basis
for replication of models developed by the project in other settings
and which will leave the Ugandan project community (BOU, CIs,
sub-borrowers, support entities) with a firm analytical basis for new
and still more effective long range planning.

III. Inputs.

See corresponding sections of Project Description and Financial Plan.

IV. Means of Verification

See Data Management section of Project Description - III.D.5.
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PROJECT ASSISTANCE

Revised for FY 84 2/21/84

5C(1) - COUNTRY CHECKLIST

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

A. GENERAL CRITERIA FOR COUNTRY

ELIGIBILITY

l.

FAA Sec., 481; FY 1984 Continuing

Resolution. Has it been

determined or certified to

the Congress by the President NO
that the government of the
recipient country has failed to

take adequate measures or steps

to prevent narcotic and psycho-
tropic drugs or other controlled
substances (as listed in the
schedules in section 202 of the
Comprehensive Drug Abuse and Pre-
vention Control Act of 1971)

which are cultivated, produced or,
processed illicitly, in whole or

in part, in such country or trans-
ported through such country, from
being sold illegally within the
jurisdiction of such country to
United States Government personnel
or their dependents or from entering
the United States unlawfully?

FAA Sec. 620(c). If

assistance is to a government,

is the government liable as

debtor or unconditional

guarantor on any debt to a NO
U.S. citizen for goods

- or services furnished or ordered

where (a) such citizen has
exhausted available legal
remedies and (b) the debt is not
denied or contested by such
government?
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FAA Sec. 620(e) (1). If

assistance is to a govern-
ment, has it (including
government agencies or
subdivisions) taken any

taken which has the effect of
nationalizing, expropriating,
or otherwise seizing ownership
or control of property of
citizens or entities U.S.
beneficially owned by them
without taking steps to
discharge its obligations
toward such citizens or
entities?

FAA Sec. 532(c), 620(a),

620(£), 620D; FY 1982 Appropriation

Act Secs. 512 and 513. 1Is recipient

country a Communist country?
Will assistance be provided
to Angola, Cambodia, Cuba,
Laos, Vietnam, Syria, Libya,
Irag, or South Yemen? Will
assistance be provided to
Afghanistan or Mozambique
without a waiver?

ISDCA of 1981 Secs. 724,

727, 728 and 730. For

specific restrictions on
assistance to Nicaragua, see
Sec. 724 of the ISDCA

of 198l. For specific
restrictions on assistance
to E1 Salvador, see Secs.
727, 728 and 730 of the
ISDCA of 1981.

FAA Sec. 620(4). Has the

country permitted, or failed
to take adequate measures to
prevent, the damage or
destruction by mob action
of U.S. property?

&

NO

NO

NA

NO

6P
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a. FAA Sec. 104(f); FY
1982 Appropriation Act
Sec. 525: (1) To pay for
performance of abortions
as a method of family
planning or to motivate
Oor coerce persons to
practive abortions; (2)

to pay for performance of
involuntary sterilization
as method of family
planning, or to coerce or
provide financial incentive
to any person

to undergo sterilization;
{3) to pay for any
biomedical research which
relates, in whole or

part, to methods or the
performance of abortions
or involuntary steriliza-
tions as a means of family
planning; (4) to lobby for
abortion?

b. FAA Sec. 620(g). To
compensate owners for
expropriated nationalized

property?

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

d. FAA Sec. 662. For
CIA activities?

e. FAA Sec. 636(i). For
purchase, sale, long-term
lease, exchange or
guaranty of the sale of
motor vehicles
manufactured outside
U.S., unless a waiver is
obtained?

g2/

Yes, this project will only fund
agricultural enterprises

Yes, title has to be free before loans
are made

YES

YES

YES
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f. FY 1982 Appropriation
Act, Sec. 503. To pay
pensions, annuities,
retirement pay, or
adjusted service
compensation for military

personnel?

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

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

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

j. FY 1982 Appropriation
Act, Sec. 511.

To aid the efforts of the
government of such
country to represss the
legitimate rights of the
population of such
country contrary to the
Universal Declaration of
Human Rightsg?

k. FY 1982 Appropriation
Act, Sec. 515. To be
used for publicity or
propaganda purposes
within U.S. not
authorized by Congress?

YES

YES

YES

YES

YES

P =22



Attached are:

Annex

Annex

Annex

Annex

Cc-1:

C-2:

C=4:

ANNEX C
WAIVERS

Draft Request for a waiver of US
Source/origin requirements from AID
Geographic Code 941 to Code 935 for
commodity procurement under the Lending
Component of the project.

Draft Request for a waiver of US
Source/Origin requirements from AID
Geographic Code 941 to Code 935 for
shipping of commodities procurred to
Uganda.

Draft Request for a Determination that
US flag carriers are not available for
shipments from non-US sources to Uganda.

Draft Scope of Work for Proposed

Procurement Services ASgent under the-
Prime Contract. 4

'
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ANNEX C-1
DRAFT ACTION MEMORANDUM FOR THE ADMINISTRATOR

SUBJECT: Source/Origin Waiver Request — Commodities

" Problem: Your approval is requested for a waiver of U.S.
source/origin requirements from A.I.D. Geographic Code 941 to

. A.I.D. Geographic Code 935 for the procurement of approximately
$17,350,000 of equipment, materials, and spare parts by
intermediate credit institution sub-borrowers under the
Rehabilitation of Productive Enterprises Project (617-0104).

a) Cooperating Country: Uganda
b) Nature of Funding: Grant

c) Description of Goods: Equipment, materials, and spare parts
for private agricultural production,
processing and service enterprises

d) Approximate Value: Up to $17,350,000

e) Probable Origin: Europe or Japan:
(A.I.D. Geographic Code 935)

f) Probable Sources: Kenya, Europe, Japan, Uganda

Background: The goal of the Rehabilitation of Productive
Enterprises (RPE) Project is to make available medium to long term
financing for investment for agriculturally based enterprises in
Uganda. Achievement of this goal will directly contribute to
USAID and Government of Uganda (GOU) strategic objectives of
rehabilitation and development of the agricultural sector
resulting in improved income and employment for Uganda's rural
population. Project objectives will be attained through the
provision of credit and technical assistance to intermediate
credit institutions active in Uganda who will in turn relend to
benefiting enterprises. Additional technical assistance and
training will be provided to participating enterprises through a
separate entity to be established for this purpose. A total of
$17.35 million in medium to long term funds will be provided by
AID through the Central Bank of Uganda to intermediate lending
institutions for on-lending to enterprises to be assisted at
prevailing rates of interest. Agricultural production and
processing ventures are the most likely to borrow under the
project.

V\°
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Since the project will be implemented through intermediate credit
institutions and loan decisions will not be made prior to project
authorization, no specific list of required commodities can be
established. However, studies carried out during project design
do allow broad estimates of the procurement requirements.

USAID estimates that some 120 sub-borrowers will wish to procure
up to approximately $17.35 million of equipment, materials and
spare parts of Code 935 but non-Code 941 origin. Likely
reprocurement requirements are for items such as food processing
machinery, animal stock, building materials and machinery and
equipment related to agriculture service industries such as feed
milling and bagging. The project sub-borrowers for the most part
will be rural based and dispersed with little access to
procurement information on commodities other than those normally
available to the vicinity of the enterprise. Likewise,
maintenance and repair services are available only for equipment
normally in use in the area. Uganda imports from the U.S.,
including items financed by military and aid programs, account for
less than %,0 percent of total Ugandan imports. Few, if any,
of the commodities likely to be imported by sub-borrowers under
the project are currently imported by Uganda from the United
States. Visits to rural areas by USAID personnel confirm the
general non-availability of U.S. equipment, machinery, and spare
parts in these areas.

Discussion: Given the likely procurement needs of project
sub~borrowers, application of U.S. source and origin requirements
to sub-borrowers procurement would have negative project
implementation implications for sub-borrowers, intermediate credlt
institutions, and A.I.D., with little tangible benefit to U.S.
exporters. Application of normal source and origin requirements
are likely to reduce significantly the participation of
sub-borrowers in the project for the following reasons:

- Needed goods of U.S. and developing country (Code 941)
source and origin are not normally available to the
rural sub-borrowers from locally known and accepted
commercial suppliers. To the extent that appropriate
commodities could be made available, substantial
additional time and cost would be required to obtain
these commodities. Sub-borrowers paying market interest
rates are unlikely to be willing to incur these
additional costs.

~ Maintenance and repair of Code 941 commodities, if not
already available and generally used locally, will be
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difficult, if not impossible, and certainly more costly
to the sub-borrower. Even if the sub-borrower is
willing to incur additional maintenance and repair
costs, the risk of having to shut down operations for an
indefinite period of time because of the lack of spare
parts may well incline the potential sub-borrower away
from the project.

The following considerations make a Code 941 procurement
requirement undesirable from A.I.D.'s point of view as well:

Because of the difficulty small, rural borrowers would
have in procuring and maintaining Code 941 commodities,
a Code 941 requirement would significantly bias the
project's lending toward larger, urban-based
sub-borrowers, which would be undesirable from both
social and economic perspectives.

Because of the difficulty in repairing and maintaining
equipment not routinely available in the vicinity of the
investment, project-assisted Lnvestments would be less
sustainable than would otherwise be the case, thus
weakening the potential long~term impact of the project.

Given the nature of U.S. exports to Uganda, most
commodities required by the project would need a waiver
in any case. Granting such waivers on a case by case
basis would place a severe and unnecessary burden on
sub-borrowers, the intermediate credit institution and
AID, without significantly altering the composition of
the total import list.

As was demonstrated by the Impact Evaluation of the
Entente Fund African Enterprises Project L/, a Code
941 procurement requirement for lénding to rural private

enterprises through a number of credit intermediaries is -

difficult or impossible to monitor and implement in the
African context. The referenced project was unable to
meet even a 15% Code 941 requirement. The impact
evaluation concluded that the Code 941 requirement was
an impractical and unworkable condition of the Entente
Fund loan and strongly urged that remaining Code 941
requirements be waived.

The conclusion of the AID project design team following project
feasibility analysis, was that application of a Code 941

ot
L/

""Assisting Small Business in Francophone Africa'". The

Entente Fund African Enterprises Program, AID Project Import
Evaluation No. 40, December, 1932.
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source/origin requirement to the Rehabilitation of Productive
Enterprises project would make the project unfeasible. It would
discourage sub-borrowers from borrowing, reduce the long-term
impact of the sub-loans, be difficult or impossible for A.I.D. to
monitor in full accordance with its responsibilities, and have
little positive impact on U.S. exports to Uganda in any case.

This waiver authority will also be used for the purchase of '"shelf
items'". Shelf items are defined (Chapter 18, Section A4 of
Handbook One, Supplement B), as items that are normally imported
and kept in stock, in the form in which imported, for sale to meet
a general demand in the country for the item; they are not goods
which have been specifically imported for use in an AID-financed
project. Inasmuch as the value of imported items is greatly
enhanced if they can be made immediately available to the
sub-borrower, it is important that items previously imported and
on hand in Uganda (and in Kenya, under the '"extended" shelf item
rule) be also made accessible to the sub-borrower.

It is estimated that the total demand for shelf items will
approach $5,500,000. Also, many of the items of capital equipment
required will exceed $5,000 in value. Thus the existing limits on
purchases of shelf items of Code 935 origin, $5,000 per item and
$250,000 for total project, are not sufficient to provide the
items required by sub-borrower under the project.

It will, however, be stipulated in our agreement with the Uganda
Development Bank that no loan funds provided by USAID will be used
to finance duties and/or sales taxes for any items valued at over
$5,000.

USAID does, nevertheless, recognize the legitimate interests and
concerns of U.S. private enterprises which the source and origin
requirements were designed to protect. Consequently the following
provisions have been included in the project design to permit full
and fair U.S. participation in the supply of project-financed
commodities where appropriate:

- Early in project implementation, a notice will be
published in the Commerce Business Daily describing the
project, identifying the kinds of procurement likely to
be required under the project, and providing the contact
point for project procurement (Procurement Services
Agent sub—-contractor or division of primary contractor).

Early in the loan approval process any import
requirements of project sub-borrowers will be referred
to the Procurement Services Agent who will assist
potential sub-borrowers in the identification and
procurement of U.S. commodities.,

\'/\?:)
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Sub-loan agreement with sub-borrowers will include a
stipulation that preference be given to the procurement
of commodities from the United States and other Code 941
countries, in that order, where appropriate.

USAID believes that the above measurers will yield a commodity
procurement origin mix which closely resembles that which could be
expected under more restrictive conditions, without unduly
damaging project implementation.

Primary Justification: The criteria relied upon to support the

waiver, per Handbook 1, Supplement B, Chapter 5, Section 5B4a, are
as follows:

(2)

(7)

The commodities are not available from the authorized
source: Given the extreme difficulty which would be
encountered by project sub—-borrowers in maintaining and
repairing a large proportion of Code 941 origin
machinery and spare parts in rural areas of Uganda, such
commodities have been considered to be unavailable.

Such other circumstances as are determined to be
critical to the success of the project: Given the
determination that the project would not be feasible
from the point of view of sub-borrowers or AID if Code
941 source and origin requirements were applied, waiving
of such requirements has been considered in the best
interests of the project.

Recommendation: Based on the above justification it is

recommended tihat you determine that exclusion of procurement of
goods originating from free world countries other Cthan the
cooperating country and the less developed countries included in
AID Geographic Code 941 will seriously impede the attainment of
U.S. foreign policy objectives and the objectives of the foreign
assistance program in Uganda.

'APPROVED:

DISAPPROVED:

DATE:

Drafted:REDSO:AlLaemmerzahl:dlm
Clearance:REDSO:KHansen (draft)

doc.

0901J
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ANNEX C-2
DRAFT ACTION MEMORANDUM FOR THE ASSISTANT ADMINISTRATOR FOR MANAGEMENT

SUBJECT: Request for Source/Origin Waiver - Shipping

Problem: Your approval is required for a waiver of Source/Origin
requirements from A.I.D. Geographic Code 941 to A.I.D. Geographic
Code 935 for the provision of approximately $4,000,000 worth of
shipping costs under the Rehabilitation of Private Enterprise
Project (617-0104):

a) Cooperating Country: Uganda

b) Nature of Fundings: Grant

c) Description of Commodity

Related Services: Ocean shipping

d) Approximate Value: Less than $3 million

e) Origin: A.I.D Geographic Code 935

f) Probable Sources: Greece, U.K., Denmark,
Japan (major shipping
flags).

Background: Annex C-1 requests a waiver of the source/origin
requirements for commodities from USAID Geographic Code 941 to
Code 935. Annex C-2 requests a determination of non-availability
of U.S. flag carriers. If the above waiver and determination are
granted, the availability of Code 941 shipping on the major
anticipated routes (Europe-Mombasa and Japan-Mombasa) is not
adequate to permit efficient project implementation. REDSO has
only been able to identify one 941 flag shipping line providing
services on these routes without transshipment. Furthermore, many
of the items to be financed under this project will already be on
the shelf in Uganda and Kenya. Inasmuch as Code 935 (non-941)
vessels perform the majority of freight services from Europe and
Japan to East Africa, mostly of these shelf items will have been
shipped on 935 vessels. The administrative burden of requesting
waivers to permit the financing of the freight portion of the cost
of these items will be a burden for available staff and result 1in
further delays making the program less acceptable to sub-borrowers.
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Justification: According to Handbook One, Supplement B, Chapter
7, Section B4a(5), a waiver expanding flag eligibility
requirements may be authorized which eligible vessels do not
provide liner service from the shipment's source to the
destination country. Although Uganda is landlocked and does not
have a port of its own, Mombasa is the usual port of entry.
Inasmuch as liner service is not adequate from the anticipated
major source countries to Mombasa, this waiver is justified.

Recommendation: That you certify that the interests of the United
States are best served by permitting financing of transportation
services on ocean vessels under flag registry of free world

countries other than the cooperating country and countries
included in Code 941.

APPROVED:

DISAPPROVED:

DATE:

Drafted:REDSO:Alaemmerzahl:dlm
Clearance:REDSO:EDragon (draft)
doc. 0901J
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ANNEX C-3
DRAFT ACTION MEMORANDUM FOR THE ASSISTANT ADMINISTRATOR FOR MANAGEMENT

SUBJECT: Determination of Non-Availability of U.S. Flag Carriers

Problem: Your approval is requested to determine that U.S. flag
carriers are not available for shipments from non-U.S. sources to
Uganda under the Rehabilitation of Productive Enterprise Project.

Discussion: The goal of the Rehabilitation of Productive
Enterprises (RPE) Project is to make available medium to long term
financing for investment for agriculturally based enterprises in
Uganda. Achievement of this goal will directly contribute to
USAID and Government of Uganda (GOU) strategic objectives of
rehabilitation and development of the agricultural sector
resulting in improved income and employment for Uganda's rural
population. Project objectives will be attained through the
provision of credit and technical assistance to intermediate
credit institutions active in Uganda who will in turn relend to
benefiting enterprises. Additional technical assistance and
training will be provided to participating enterprises through a
separate entity to be established for this purpose. A total of
$17.35 million in medium to long term funds will be provided by
AID through the Central Bank of Uganda to intermediate lending
institutions for on-lending to enterprises to be assisted at
market rates of interest. Local resources based agricultural
production and processing ventures are the most likely to borrow
under the project.

Since the project will be implemented through intermediate credit
institutions, and loan decisions will not be made prior to project
authorization, no specific list of required commodities can be
established. However, studies carried out during project design
do allow broad estimates of procurement requirements. USAID
estimates that some 120 sub-borrowers will wish to procure
approximately $17.35 million of equipment, materials and spare
parts for agribusiness and other rural private enterprises of Code
935 but non-Code 941 origin. This procurement will be both
off-the-shelf and off-shore. However, there is no regular U.S.
flag liner service from non-U.S. source countries to Mombasa, the
usual port of entry for commodities consigned to Uganda. Further,
there is no regular U.S. liner service to Kenya from other than
Gulf and East Coast Sources. Therefore you are requested to
determine, per Chapter 7, Section 7D5b(3) of Handbook 15 and per
Chapter 10, Section 10A4 of Supplement B, Handbook 1, that U.S.
flag vessels are not available for intended procurement from
non-U.S. Gulf and East Coast Sources, thereby relieving project
sub-borrowers of the obligation to ship at least 50 percent of
commodities from these sources financed by the project on U.S.
flag carriers.
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This request is being made on a blanket, rather than a
case-by-case basis because of the large number of individual
transactions which will take place under the project. To try to
make the determination on a case-by-case basis would impose undue
delays in the procurement process which would be unacceptable to
private sector sub-borrowers and banks. It would also impose an
enormous USAID project management burden. :

Recommendation: That you determine that U.S. flag shipping is not
available for the intended procurement from non-U.S. Gulf and East
Coast Sources in accordance with your authorities under the cited
provision of Chapter 10, Supplement b, Handbook 1.

APPROVED:

DISAPPROVED:

DATE:

Drafted:REDSO:ALaemmerzahl:dlm
Clearance:REDSO:EDragon (draft)
doc. 0901J



C-//

ANNEX C-4

SCOPE OF WORK - PROCUREMENT SERVICES AGENT (PSA)

The 'PSA will be required to:

1. Have a corresponding relationship with a similar eligible
(941) firm that has offices in both Kampala and Nairobi.

2. Assist sub-borrowers with drawing up specifications for
required commodities.

3. At the request of the sub-borrower and in accordance with
the sub-borrowers requirements for timely delivery, locate among
the eligible sources, the most appropriate and inexpensive sources
of supply for the required commodity. Solicit at least three
proformas from such sources. Assist in the reviews and evaluation
of quotations.

4, Ensure that the commodity to be financed does not include
any non-935 components, and ensure that shipping is not
accomplished on any non-935 vessel.

5. Document and show justification in cases where awards were
made on any basis other than lowest price.

6. Bring to USAID's attention any situations where '"sole
source procurement (procurement negotiated with only one source of
supply) appears to be required. Obtain USAID's approval, in
accordance with AID Handbook One, Supplement B, Section 4 before
proceeding with procurement. Requests for sole source
authorization in excess of $25,000 must be referred to AID/W.

7. Prepare the initial announcement in Commerce Business
Daily and AID/Export Opportunities Bullentin describling the
project, identifying in the kinds of procurement likely to be
required under the project, and act as the contact point for
project procurement.

8. When required or considered desirable, advertising the
availability of Requests for Quotations in eligible source
countries. Assisting in drawing up Invitations for Bids and
advertising cases where formal competitive procedures are required.
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9. Acting as the '"approved applicant" named in the bank
L/Comm and ordering letters of credit to be issued to offshore
supplies. Instructing the Uganda Development Bank and other
participating ICIs to issue purchase orders covering local cost
purchases.

10. Consolidate procurement, whenever convenient, for the same
or similar items by various sub-borrowers for the sake of
simplified administration, lower prices, and lower shipping costs.

11. Determine when quotations should be C.I.F. Kampala, or
F.A.S. port of source country. Arrange for shipping for all items
not quoted on a C.I.F. Kampala basis. Make recommendations on
expeditious and inexpensive shipping alternatives (air freight,
rail vs. road, etc.)

12. Maintaining a record of the usage of waiver authorities
provide under the project.

13. Be responsible for enforcing AID Marking requirements.

14. Be responsible for the proper receipt an clearance of
incoming project commodities. The PSA will arrange for the
inspection as necessary, of imported commodities prior to the
export from the supplying country. In addition inspection of
incoming shipments must be made and receiving documents will be
annotated with comments on evidence of or possible damage losses.
The PSA will assist the sub-borrower in initiating claims against
shippers and/or insurance companies.

15. 1In .all other respects, be guided by the provisions of
Chapter 19 of AID Handbook One, Supplement B.

Drafted:SMO:ALaemmerzahl:dlm
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ANNEX D
Page 1.

ECONOMIC ANALYSIS

1. Background

Notwithstanding the serious political and security problems
that continue to plague the Government of Uganda, the economy
in general, and especially certain segments of the agricultural
sector, are now experiencing relatively good rates of growth.
Upon conclusion of the 1979 "war of liberation" however, the
new government had inherited a devasted country caused by gross
mismanagement during the Amin vears and destruction during the
war. Industrial capacity had been severely reduced,
infrastructure was in disrepair, inflation was rampant, and the
central government was almost bankrupt.

In consultation witn tne [MF over tne past 3 years the
Government has adopted several key economic/fiscal reforms
contributing to economic recovery, tine most significant being;
(1) the float of the Uganda Shilling from just over Shs. 7.6 to
U.5. dollar to the present rate of Usn. 210 (window L) and USh.
330 (window 2), (2) significant increases in the farm gate
price for export crops (Ref. Taple 3) and (3) tne removal of
most price controls for export crops, consumer products.
Likewise, the price of locality consumed food crops is governed
by market conditions. The government also increased interest
rate levels and established ceilings on domestic and government
borrowing.

Table l: Exchange Rate Comparisons
(in USh. per U.S. dollar)

Qfficial Rates

At the Window Window Unofficial
end of one Two Rates
June 1980 7.3 - 8.0
June 1981 77.8 - 200.0
June 1982 90.7 - 300.0
June 1983 150.0 280.0 350.0
November 1983 210.0 330.0 490 .90

Sources: IMF, International Financial Statistics
IBRD
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The new government had originally prepared a long term recovery
plan, A Ten Year Program of Action, put it provea to be overliy
ambitious as it was based on significantly larger amounts of
foreign aid than could be expected to be forthcouming,
especially in view of the internal security problems the
government was facing. A revised plan covering a shorter time
period was presented in May 1982, the Recovery Programme:
1982-1984 wnich included proposals for policy and institutional
reform as well as a project specific investment plan for
1982/83 and 19Y83/84. The focus of the pian was to rehabilitate
the private productive sectors of the economy, and allow for
open market forces to stimulate increased food gproduction.
Expenditure of funds for this rehabilitation effort were
projected to be $240 million during 1983/84. Only about $150
million was actually available, however. Inadequate Government
implementation and administrative capability was also cited as
a primary constraint to increased utilization of available
funds.

Consequentiy, following a review of performance in 1983, a
Revised Recovery Program was published in October which took
account of the resource constraints and implementation
experience encountered in the first year of the plan and
incorporated L934/1985.

In terms of overall economic perforimance, the GDP rate of .
growth in real terms ‘increased from 3.9% in 1982 to over 6.1%
in 1982. Higher rates have oeen experienced in tne subsistence
sector compared to the monetary sector. Continued growth is
expectced 1n the near term, and the recent pudget tfor 1y83/84
generally favors continuation of monetary policies previously
worked out in consultation with tne IMF., Market forces are
expected to increase their influence in the economy, and the
more of the financing of imports will snift to Window II
eXchange rates. It has alsc been proposed that all new -
external debts incurred by government agencies should oe
financed at the Window II rate.

Tne GOU now plans to increase thne amount of foreign exchange
available at Window II from $2 billion in 1982/83 to $3 billion
in 1983/84. This will also help to reduce the potential risk
of abuse from illegal or unauthorized purchase of dollars at
tne concessionary Window I rate.

The RPE project will complement the current economic policies
of the GOU and provide additional support to government efforts
at rehabilitation and expansion of productive enterprises in
the private sector tinrougan the granting of investment loans for

\;2/
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the procurement of capital equipment, materials and spare parts
and the provision of complementary technical and managerial
assistance and training geared specifically to the agricultural
sector.

For additional information and data on general economic
performance, see the IBRD Country Economic Memorandum £for
Uganda dated December L383. '

II. Sectoral Overviews,.

A. Agriculture

Recovery 1in the agricultural sector continues to exceed
previous expectations. Food crop production nas been
exceptionally gooa, but export crops are also doing well.
Surplus maize has recently been sent to Tanzania. Uganda is
fortunate 1n that sucn a largye portion of tne country is
suitable for crop production and livestock rearing. 1In
addition, about 15% of the land area is freshwater rivers and
lakes containing large stocks of fish. Estimated land usage in
198U is given in Table 2 below.

Table 2-Land Use

(000 hectares)

Arable land-seasonal crops 3,900
Under Permanent crop 1,351
Permanent Pastures 5,000
Forest land 2,759
Other land (semi-arid) 6,961
Total lLand area 19,971
Inland water 3,633
Total area 23,004

(Source: FAO estimates in EBuropa, Africa South of Sahara, 1980)

Eighty~four percent of Ugyanda is a plateau (elevation 900 to
1500 meters) with rainfall between 900 to 1600 millimeters
annually. Tne rain pattern is generally bi-modal allowing two
cropping seasons per year. Moderate population density
{(average 7U people per sg. km.) provides adequate agricultural
land for current and near term needs. Estimated total
population in 1982 was L3.5 wmillion with an annual population
growth rate estimated at between 3% and 4%.
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The major source of foreign exchange earnings for Uganda is the
export of casn crops, of which coffee presently represents
about 95% according to the 1982-83 GOU Budget Report. Uganda
has a current coffee quota set by ICO at 102,000 tons and
expects to have this increased to 192,000 tons for the 1984
season. Coffee production in 1981/82 was 97,500 tons, 166,600
tons in 1982/83, and is projected to be 192,360 tons in the
1983/84 season. This increase has come about from tane
rehabilitation of existing coffee trees and coifee processing
factories rather than from new acreage. Uganda expects to be
able to sell its surplus over gquota profitably on the open
market; although given the current oversupply of coffee on
world markets, and a recent USDA estimation that the 1983/384
world coffee crop will increase 1l6% over the previous year,
this may not be possible. unless demand for Robusta coffee
continues to be high. It is expected tnat witi the
rehabilitation of both large scale and small tea holdings in
Western Uganda, however, this crop will play a larger role in
foreign exchange earnings in the future, especially now given
the current rapid increase in worid tea prices.

Table 3: Producer Price Changes

1950 1931 1982 1983
Crop (USh/kg.) Dec. June - Dec. June Dec. June
Coffee 7.0 20.0 35.u 50.4 50.uU 80.u
Tea 2.6 4.0 6.0 10.0 10.0 25.0
Cotton 6.0 15.90 30.0 40.0 40.0 60.0
Tobacco 14.0 34.0 80.0 100.0 100.0 150.0

Tne above four cash crops still have an prices officially
established by the government. The ratios of price increase
for these crops ifrom December 198U to June of 1983 have all
been about 10 to 1l.- This does not compare favorably with the
same changes in the official exchange rates which have in the
same period increased at ratios of 19.8 to 1 for Window 1 (USh
7.6 to 150 to the dollar) and a ratio of 37 to 1 for Window 2
(USh.7.6 to 280 per dollar). Nevertheless, the producers do
appear to be adegquately motivated to increase production at
prevailing prices, especially for coffee and tea. The
government attaches considerable importance to continued
improvement in coffee production as it levys an export tax on
coffee equal to about 33% of thne export sale price (July 1933
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prices). The producer realizes about. 47% of the value and the
balance goes for processing and marketinyg. Calculation of
estimated net returns on th above cash crops together with the
major food crops would, except for coffee, favor food crops
which do not have price controls and are more likely to respond
to market conditions.

Tanle 4: Returns to Selected Crops (July, 1983)

Yield per Producer Producer Net Return
hectare (a) Price Cost (a) to land
(kg) (Ush/kg.) (ush/kg.) (USh.'000/ha)

Ropusta coffee 1,500 30 20 90
Cotton 259 - 60 39 5
Tea (leaf) 3,025 25 21 15
Tobacco . 500 150 135 8
Bananas 10,000 8 L 70
Groundnuts 710 100 37 45
Maize 1,150 » 34 9 24

(a) Based on most commonly used technology. All labor
costs, hired and family, are included and are valued at USh. 80
per manday for coffee and bananas and USh. 60 per manday for
all other crops.

Source: World Bank, Uganda, Aygriculture Sector Memorandum

Cotton, previously Uganda's second most important casnh crop,
has not experienced the same rapid recovery found with coffee.
‘The pre-season estimate for 1982/83 was for 200,000 bales, but
the outcome was about 65,000. iMuch higher projections are being
made for the 1983/84 season (est. 200,000), but due to tne
shortage of financing for cotton purchase, farmers are
reluctant to release their crop, fearing default in payment by
the cooperative buyers. With current ginning capacity of
200,000 pales per annum and a further planned development of
224,000 bales of ginning capacity being financed by World Bank
and African Development Bank, there should pe ample processiang
capacity if the cooperatives can secure financing for
purchase. Further developments in cotton production and
processing will provide additional cotton seed for oil

extraction and cotton seed cake for the animal feed industry.
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Uganda now has an excellent opportunity to rehabilitate and
further develop its own agricultural production base and
attempt to satisfy domestic consumer demand for such products
as edible oils, poultry products, animal feeds, dairy products,
and certain food crops such as sugar and rice. Recapturing
markets and retcurning to former levels of production or
increasing to even higher levels will require special attention
not only to direct inputs, but also to processing facilities,
markets, and the managerial/technical skills required for these
activities. The RPE project addresses many of these issues by
focusing on the rehabilitation and/or expansion of productive
activities tnat were previously well established in Uganda and
for which there was effective consumer demand. RPE will
complement current government policies directed toward
encouraging the restoration of agricultural production and
agro-industrial activities.

B. Industry

Renabilitation efrorts in tnis sector have not been as
spectacular to date as in agriculture. Reasons for this
incluce: (1) pnysical plants were allowed to run down with
inadequate repairs/replacement during 1970's, (2) management
and tecnnical expertise (often of Asian origin) was forced to
leave, (3) deterioration of supporting infrastructure, and (4)
shortage of raw materials and required foreign exchange.

Several international donor agencies, including the EEC,
Islamic Development sBank, and IBRD nave pledged funds to
support rehabilitation efforts in the manufacturing sector, but
progress nas been slow due to administrative bottlenecks,
disputes on property ownership, and security problems in major
industrial areas. Reliable transportation continues to oe
scarce. Whereas manufacturing's share of GDP in the monetary
economy was 7.1% in 1970 and 6% in 1975, it dropped to about
3.5% for the period 1980-1982. The breakup of the East African
Community furtner reduced the potential for regional African
markets for manufactured goods from Uganda, and most
manufacturing must now be oriented toward tne Uganda domestic
market alone., The reduction of import restrictions for
manufactured and consumer goods will require thnat locally
manufactured products be competitive in price and quality with
imported goods if they are to gain back a portion of tne local
market. Investments should first gravitate toward those
activities wnere Uganda appears to anave a comparative
advantage, which now would pbe in the agricultural and
agro-industrial areas such as sugar processing and oil
extraction.
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I1I. The Project

A. Overview

The PID originally identified coffee and cotton as tne major
areas requiring financial support for rehabilitation efforts.
During subseguent field investigations, however, it became
apparent that these two commodities were being adequately
supported by ADB, IBRD, and UK funds. Nevertheless, other
appropriate agricultural production and processing areas were
identified during field preparations for the Project Paper,
which included; poultry hacheries, processing and production
facilities; edionle oil processing, animal feeds production,
dairy production and processing, commercial fishing, and mixed
farming.

All tnese project areas rely primarily on locally produced
agricultural materials, or are engaged in direct agricultural
production. They also tenda to be labor intensive and job
creating. Current market demand for planned project production
comes from poth regaining the previous market and from the
natural increase in demand resulting from high population
growtn. Foreign exchange requirements are significant and
essential, especially for capital equipment. The necessary
investment capital has not peen forthcoming, nowever, due to
the ongoing liquidity problem, lack of external funding aimed
at these areas, and lack of technical absorptive capacity of
both credit intermediaries and the enterprises themselves. It
is to these constraints, of course, tanat tnis project is
directed.

B. Specific Sub-Project Activities

Areas identified for RPE support are of an agricultural
production and processing nature aimed at domestic consumptions
and sometimes imporc substitution. All activities were well
developed at the time of the Amin takeover, some being
primarily in the nands of Africans (fishing, farming, dairy),
whereas most of the oil processing was owned and controlled by
the Asian community.

During preparation of the project paper, a representative
sample of the various loan categories were reviewed and site
visits were made to several parts of the country. Of tine loan
applications submitted to the Uganda Development Bank (UDB) and
reviewed by the PP team, none were adequately prepared and
ready for appraisal. UDB senior management concurred.
Preliminary costing and appraisals were made on several

G



Annex D, p. 8

potential projects, but it was apparent that a considerable
amount of preparatory work and analysis still remained before -
an adequate assessment of the applications could be made. The
banking institutions have been reluctant to become involved in
loan and project preparation work, however, due to the risks
inherent in such projects without adequate feasibility
analyses, the lack of externally supplied foreign exchange
available for this area, and (according to tne JDB) the fact
that combining project development and appraisal function would
compromise objectivity. Cost and logistic constraints
associated witn feasibility work are also deterants.

For purposes of analysis, the PP team developed some
representative models for the various types of loan likely to
be included in the RPE project. These models provide
illustrative examples of financial viability for selected
enterprises. These do not substitute for what will ulitimately
be required by way of complete analysis of each loan
application, but such analyses will only be possionle when
adequate technical assistance is available to assist clients in
sound evaluation and planning of potential investments.
Undoubtedly there will be some changes in the profile of the
agricultural lendiny activity during implementation, taken into
account in project design, but the general focus of the effort
in terms of Level and nature should remain essentially valid.
Changing economic conditions of the country will result in
certain projects being more financially attractive than others,
and undoubtedly there will be new enterprises identified during
implementation. Examples follow:

1. Poultry Production and Processing

A well developed and integrated poultry production and
marketing industry had previously existed in Uganda, and there
is considerable interest being expressed oy producers to
re-establish it.

Success in poultry production depends on well estanlished feed
sources, processing facilities, and adequate markets. An ample
supply of day=-old canicks is also required. A reasonable level
of profitability can be attained if the producer has a regular
market for his mature pirds. wWitn an 8,000 proiler throughput
per annum, breakeven would be at about 25% production. Annual
profits are projected to be USh. 1.5 million giving an internal
rate of return of 28.7% over 20 years on an investment ©f USh.
3.5 million (Ref Appendix 2-A). No such market exists, however,
as the main processing cooperative, the Wankoko plant, is
unable to operate and is in severe need of rehabilitation.
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A delay in processing mature broilers by even as little as one
week can seriously reduce the profitability of a broiler
operation. For this reason it is recommended that the
rehabilitation of the Wankoko plant be given high priority.
Most of the demand for broilers comes from the urban areas,
especially Kampala and Jinja. A processing plant(s) with
storage facilities to hold oven~ready broilers is required to
provide dependable markets for producers,

Previous problems with the Wankoko processing plant can
generally be attributed to mis-management, and it is important
that this issue be addressed and rectified if producer
confidence in tne cooperative processing plant is to be
restored. The Wankoko poultry plant could be rehabilitated for
USh. 100 million and would be profitable operating at half
capacity. The internal rate of return would be 33%. This
assumes that existing land and ouilding would be contributed
and the return is calculated on additional finance, both
capital and operating, required to pring the plant back into
production. (Ref: Appendix 2-3).

With respect to datcneries, production is far below current
demand in part due to inadequate equipment at existing
facilities, and the snortage of foreign exchange for tne
importation of parent stock. The EEC has funded some new
equipment for both government and private natcheries, but tinis
has not brought up the level of production to meet market
demand. The private natcheries are planning expansion as
demand is such that customers are placed on waiting list for
day-old chicks. The 3ulemezi Hatchery is an example of a
closed operation that would be made operational by the
installation of a generator and the purchase of parent stock
and drugs. Previous production was 4,000 chicks per week.
Inadequate supply of quality feeds, another important factor,
is discussed in the section below on feed milling.

The actual rearing of proilers and layers relies primarily on
inputs available from within Uganda. Adequate building can be
constructed of local materials, and the moderate climate keeps
construction costs low. Medium-sized production units for
(1,000-4,000) birds tend to be simple in construction and labor
intensive. These units fit well with the high population
density and small farming units around Kampala, and they have
the advantage of being close to urban markets. Poultry
products in other parts of Uganda are being supplied from the
informal agricultural sector, and current opportunities for
establishing commercial poultry production in these areas
appear limited.
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2. Dairy Production

The milk collection and marketing centers estaplished by the
parastatal Dairy Corporation are currently grossly underx
utilized, and prospects of the Dairy Corporation
re-establishing previous milk processing levels appear
limited. The Dairy Corporation currently pays the Government
set price of USh. 20 per liter of milk delivered to the
collection center. This is below tne cost of production. The
controlled price of milk has been increased to USh. 40, but
this still is inadequate to encourage new investment. Even
though the Dairy Corporation has a monopoly on the purchase and
processing of milk for the formal market, the majority of milk
now produced is sold locally through informal marketing
channels. The price of raw milk in tne open market varies
considerably through the country from a low of USh. 20 per
liter in tne traditional milk preoduciang area of Mparara to a
nigh of USh. 100 in the Mbale area. Prices in Kampala and
other larger urban areas are denerally between USh. 60-80 per
liter in the open market.

As with all livestock projects involving cattle, a dairy
enterorise must be viewed as a long term proposition. This is
especially important when the enterprise relies on the initial
herd for internal growth. When analyzing a medium-sized dairy
farm of this nature (initial 30 cows increasing to 60 cows when
fully stocked), a dairy farm located in an area of the country
where there is sutrficient market demand so that milk can be
sold at USh. 80 per liter would experience a negative cash flow
during tne first (and possibly tie second) year. It would not
be until the tenth year that the herd would reach a full
stocking level of 60U cows. The enterprise would pe profitable,
nowever, from the third year on, with a 12.9% internal rate of
return on USh., LY million investment. If open market prices
continue, and milk prices increase faster than variable costs,
the IRR would obviously improve., (Ref: Appendix 2-B.)

Much of Kampala is supplied with reconstituted imported milk
powder supplied by the World Food Program and packaged by the
Dairy Corporation, a parastatal, which it then sells to cover
its operating expenses. With tnis operation in place, there is
little incentive for reactivate producer collection centers.
Transport costs to move liguid milk from outlying areas would
not be economical given current costs for operating a milk
transport fleet. There is potential for investment in rural
collection/cooling centers, however, if the Dairy Corporation
were to adopt a price policy competitive with the local
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market. The Dairy Corporation has embarked on a merchandising
scheme whereby it supplies certain inputs to farmers (e.g.,
milk cans, fencing material). Such a scheme might be
appropriate for RPE funding, but proposed project criteria
would prohibit lending to a parastal corporation.

Dairy production should be encouraged in those parts of the
country were it is a profitable agricultural activity. Such
areas include Kampala, Jinja, Mbale, and Ft. Portal. Prices in
Lira, Soroti, and Gulu would also warrant production
investment. Constraints to increasing dairy production have
been the scarcity of drugs, shortage of feed concentrates, and
a poorly operated artificial insemination (A.I.) service. The
shortage of dairy stock has also been cited as a constraint,
and several officials recommend that Uganda should empbark on a
program to import dairy heifers. A field survey carried out
during PP preparation indicated that dairy heifers were
generally available for between USh. 100,000 to UsSh. 150,000
($330-$500) , which is about half the cost of importing stock
from neighboring Kenya. With the reintroduction of the A.I.
service througn support of the ErC, adequate foundation stock
is now available to provide the 600 head of dairy stock for 20
dairy units proposed for the RPE project. The GOU has also
announced that the supply of drugs in the future will be handed
over to commercial drug producers wno will estaplish thneir own
distribution network. Pfizer, Welcomer, and Bayer are expected
to re-estanlish distribution systems in Uganda. (Feed supply
for dairy production is covered below.)

3. Feed Mills

The lack of an adequate animal feeds industry responsive to the
local market is considered by most livestock producers to be a
critical constraint to increasing production and improving
profitability. Most of the feed production capacity in Uganda
1s concentrated in one milling unit operated by a parastatal
organization in Jinja. Not only are their products reported to
be inconsistent in gquality, but supplies are irregular and not
widely distributed throughout the country. '

Demand for animal feeds is increasing due to expansion of
poultry and dairy production. Ingredients for manufacturing
animal feeds are increasingly available in Uganda, and the only
required imported ingredients is the pre-mix concentrate.
Existing feed milling facilities need to be decentralized, with
scaled down capacity and using less complex milling machinery
with lower capital and maintenance cost requirements. uiore
labour intensive processing methods are warranted as the
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availability of labour is not a constraint. Uganda also
produces cereal crops and agricultural by-products that are
suitable for animal feeds. Human requirements for cereal crops
are now being met, and surplus-and inferior grades of tnese
commodities should be used for animal feeds. The current
revival of cotton ginning and o0il extraction will also restore
cotton seed cake, an important protein source for animal feeds,
to the market.

Small scale feed mills (1-5 tons per hour) are low capital cost
processing facilities, and given the good system of electricity
distripbution in Uganda, energdy is also available.
Transportation costs are, relative to other wvariable costs,
nigh in Uganda, and the selection of location for feed mills
should take this into consideration. Several substitutions can
be made in the make-up of animal feed, and mill operators
should take advantage of the least-cost formulation.

An illustrative model of a small feed milLl derived from current
market prices for inputs and capital equipment costs indicates
that a mill can preakeven operating about 35% capacity on
single shift. An investment of USh. 20 million would be
reguired for this type of mill. If proauction increased to 67%
of mill capacity by the third year and continued at that level,
a 28.6% internal rate of return would be realized over 10
years. Because of the low capital cost to variable cost ratio,
feedmills like this can breakeven on 800 tons per annum. (Ref:
Appendix 2-B.) Road transportation costs about USh. 40 per
ton/kilometer, meaning that feed costs increase by 6% for every
100 kilometers of transport on feed valued at USh. 65,000 per
ton. Moving feed from Jinja to Ft. Portal would increase feed
costs 18% (USh. 16,000 per ton).

4, 0il Seed Processing

A recent consultant report for the USAID (0Oil Seed Processing -
Uganda, May, 1983) reviewed the current status of oil milling
in Uganda and recommended consideration of selective investment
in potentially viable operations. Most of the existing plant
is low teciinology and labor intensive, designed for processing
only cotton seed.

All o0il milis (18 units) and tneir auxiliary soap activities
were taken over by the Lint Marketinyg Board (LMB) through a
government decree in 1974 with no compensation paid to former
owners. Because of a shift in the cotton production areas
toward the north in recent years, several mills are no longer
in a geographic location that would warrant rehabilitation.

i
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There are no crushing facilities at Gulu, however, a major
cotton producing/ginning area which also has potential for
other o0il seed crops. The consultant study recommended that a
mill pe established at Gulu, and the Madhavani Group has
already prepared a study on a 60-ton-day unit for this area to
be a joint venture with otner Uganda citizen investors holding
majority shares. There is a serious policy issue to be
resolved, however, before any financing is provided for the
rehabilitation of 0il seed milling capability. ©0il production
in Uganda is taxed at 7% £for the domestic market which makes
the resulting price nigher than that for imported oil.

Cotton seed cake is sold locally for USh. 6 per kilogram which
is low in comparison to world market prices, but it provides a
cheap source of protein for the animal feeds industry.
Equipment installed in any new o0il crushing plant should be of
the type that can also be used £or other olil seeds like sesame,
sunflower, and soy beans.

Estimated wmarket demand for oil is only 25,000 ton per year due
to nigh retail prices (Kampala price USh. 900 per kilogram).

If total proauction reaches the government projected level of
300,000 tons of cotton seed per year, reserving soame 50,000
tons for planting material, the remaining 250,000 tons would
produce about 30,000 tons of o0il. Consumer demand would
increase if the retail price were to come down. It is also
important that any new facility be able to take advantage of
lower cost rfor cottonseed resulting from low material transport
costs. If the Lint Marketing Board were to adopt a uniform
delivered price and force transport costs of cottonseed to be
absorbed in this same price, obviously this would be a
disincentive to new investment and proviue for higher costs to
the consumer. The current EMCO oil mill (51% Uganda Government
and 49% Madhavani) in Jinja with a 300 ton/day capacity would
be the prime beneficiary of this distorted pricing system. The
price for cottonseed should be establisned ex-gin with the oil
miller being responsible for transport costs.

Investment opportunities for RPE funds would potentially exist
for the construction of a new facility at Gulu and
rehabilitation of existing facilities at Soroti, Mbale, and
Tororo. Most of rehabilitation work would be for replacement
equipment and some puilding repairs. Refer to Appendix 3 for
net margin calculations on cottonseed oil processing and the
internal rate of return rfor a proposed plant. ‘The IRR would
increase with a reduction in the 70% tax.

7
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Population

Population Growth Rate -
Acdult Literacy Rate
Primary Scheol Enrollment
GNP Per Capita

2.8%

{1982)

13.51 million {1S82)
par annum (1980-82)
52.3% (1930)
50.08 (1980)
USSs 240~

AbleI - UGANDA: COUNTRY DATA

Area
Dopulation Density
Poplation Density

(less lake and swamp areas)

D-¥# ' -

236,000 sq. lkm.
57.25 per sq. k.
69.5 per sq. km.

. . C
ross National Product in 19829/ Real Annual Growth Rates:Percent Annual Rates of Inflatlon—/
Us$ Millio % 1970-75 1975-81 1982 1970-75 19.24%
- 1975-79 56.74%
@P at Market Prices 7,338 100.0 - - 3.2 7.8 - 19739-80 107.23% .
Gross Dormestic Investment 609 8.3 ~11.9 - 4.7 27.1 . 1980-81 92,80%
rosg National Savings 353 4.8 -16.9 e -10.4 44.7 % i981-82 44,87% ]
Current Account Balance ~256 ~3.5 ~ e -— 1982-83 30.00% (Estimate)
Export of Goods, NFS 339 4.6 -11.3 - 7.3 ¢ 361, ¢ .
Inport of Goods, NFS 558 7.6 -9.2"° - 5.9 19.0 ~
Values Added (1966 Prices) Governinent Finance Central Government .
1980 1982 UsHs Million (¢ of GDP)

. US§ Million %  US$ Million 8 1981/82 1971772 1981/82
Roriculture 424.0 51.7 536.0 56.8 Current Receipts 27,878.0 13.5 4.9
Industry 46.0 5.6 44,0 4.6 Current Expenditures 30,071.0 13,5 5.3
Services 350.0 . 42.7 363.0- 38.6 Current Surplus —-22,193.0 - -0.4
Total 820.0 100.0 943.0 100.4Q Capital Expenditures 13,225.0 8.6 ‘2.3

a/ Adjusted to account for overvalued exchange rate
b/ Calculated at official Window One exchange rate

¢/ GDP deflator

v

Source: Uganda Country Fconomic Memorandum, IBRD, December, 1983
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TABLE II
Gross Domestic Product by Industry

{Millions of Shillirgs at 1966 Prices)

1965 1475 1980 1981 1982

Ghp 3 Gop % GDP 3 Ghe % Gne % GDhp 3
Share Share Share Share’ ghare Share
3,939.0 68.07  5,095.0 9.7 M_;a._ . 64.81  3,822.0 62.50  3,833.6 60.34  4,044.0 60.0L
1,332.0 22.88 1,781.6  24.46 1,605.0 21.82 1,234.0 20.18 ,232.84 19.40 1,382.0 20.51
85.0 1.47 114.0 1.57 59.0 .80 43.0 .70 ak.0 .49 43.0 .64
375.0 6.48 517.0 7.10 446.0 6.06 218.0 3.57 | 216.0 3.40 235.0 3.49
2,155.0 37.24 2,683.0 36.84 2,658.0 36.13 2,327.0 38.05 2,334.0 37.06 2,384.0 35.33
1,848.0 31.93 2,137.0  30.03 2,589.0  35.19 2,293.0 37.50 2,518,0 39.66 2,695.0 39.99
'1,494.0 25.82 .1,763.0 24.21 2,685,0 28.34 1,734.0 28.3a 1,952.0 30.73 2,124.0 31.52
354.0 6.12 424.0 5.82 5Q4.0 6.85 559.0 9.14 567.0 8.93 571.0 8.47
5,787.0 100.00 7,282.0 100.00 7“357.0 100.0 6,115.0 100.00 6,3§2.Q 100.00 6,739.0 100.00
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Caffee
Cotton Z.Lint
Tobacco
Tea

Sugar (Raw)

Maize
Finger Millets

Sorghum

Sweet Potatoes

Cassava

Bananas

Groundnuts

"Beans {(Mixed)

)

TARTE IIT .

Production of Mujor Crops

{Thousands of Tons)

.4
-0
1.3
286.0
458.0
299.0
1,200.0
2,072.0
5,699.0
65.0
186.0

1982
166.6

5.1

2.4
2.5

393.0

' 528.0

400.0

1,600.0

. 3,300.0
© 6,600.0
90.0

300.0

DT N I

Percentage
Chancge

+23,22
-16,39
+50.00
+60.00
-41.86
+37.4)
+15.28
+33.78
+33.33
+59.27
+15,81
+38.46

+61.29

Source: Uganda Country Economic Memorandum, IBRD, December, 1983
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1/ Includes Errors and Qmissions

. TABLE IV D-17. -
Balance of Pavments
" (In USS Million)

Ttem 1970 1975 1978 1979 1980 1981 1982 1583
Merchandise Exports FOB 261.6 237.2 322.9 397,2 319.1 245.5 335.0  333.0
rerchandise Imports CIF 204.9  -262.5  -352.1  ~322.1  -503.7  -414.7 -457.5 -497.0
Trade Balance 55,7 = 29,3 - 29.2 75.1  -184.6  -169.2  -l22.5 ~167.0
Invisibles (Net) - 43.3 -49.2 -112.3, =-82.0 ~-63.4 - 84.5 -133.3 ~95.0
Current Account Balance 13.4 =~ 74,5 -141.5 - 6.9 “-248.0  -233.7 -255.8 ,=262.0
Cificial Grant Receipts 7.0 21,1 8.8, " 31.6 93.2 103.3 gs.4  102.0

. (s & o .

Public M & LT Loans (Net) 21.3 16.0 33.8 109.4 gl.8 - 1.1 151.1  1063.0 .
~Disbursements 27.4 29,3 69.5 150.4. 134.0 92.9 256.6  236.0
~Scheculed Repayments - 61 -13.3 -35.7 oa-41.0 =-52.2. -9L.8 -105.5 -133.0

Use of IiF Credit (Net) - £ 9.9 - 1.8 -~ 3.5 26.5 1251  82.4  104.0

Cther Capital Items i/ - 36,9 28.0 48.8 -195.7 -107.2 ~ 74.3 78.6  =27.0

Overall Balance of Payments 4.8 0.5 ~-51.9 =651 =153.7 50.1 144.7 20.0

Financed Bv: .

. Accunmlqtion of Arrears - 17.2 70.3 9.6 141.1 - 39.5 -.86.4 ~20.0

change in Reserves (——INCR) - 4.8 - 17.7 - 13.4 85,5 12.6 - 10.6 - 58.3 WA

¥emo Items '

Arrears Level (End of Year) - 36.5 105.9 115.5 256.6 217.1 130.7 N/A,

Rese. ses Level (End of Year) 64.8 31.9 72.3 16.8 4.2 14.8 73.1 N/a




A . . | ‘ : D"/X

TABLE V

Central Government Budgetary Operations

(In USHs Billion)

Estinmates
Actual Budget Latest Budget
FY72 FY8L FYB2 FY83 FY83 FYB84
Revenue and grants 1.5 3.3° 27.9 45.9 52.8 B4.7
Revenue 1.5 2.7 24.4 44.1 52.2 76.5
‘Grants - - 0.6 3.5 1.8 2.4 8.2
Expenditure 2.4 13.1 43.3 61.0 69.4 102.9
Recurrent » 1.5 11.0 30.1 41.3 45.6 63.9
Developnent 0.9 2.9 8.9 19.3 11.7 35.6
Other - -0.8 4.3 0.4 12.0 3.4
Deficit ~-0.9 -9.8 -15.4 -15.1 -16.5 -18.2
Financed by:
External borrowing {net) 0.1 0.8 " 1.0 12.6 3.6 14.2
Domestic borrowing 0.5 9.0 4.4 2.5 12.9 4.0
° ©
Ratios (%) .
Deficit/expenditure 36.6 74,7  35.6 24.8 23.8 17.7
Revenue/GDP 14.0 0.8 4.3 ‘5.3 6.3 7.0
Expenditure/GDP 22.1 3.9 7.6 7.3 8.4 - 9.4
Deficit/GDP 8.1 2.9 2.7 1.8 2.0 - 1.7
o LY e Y A
Soorce: Tganda Country Economic Memorandun, IBRD, Decembor, 1983.
. .
. o - £ COPY
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Source: Revised Recovery Program, 1982-1984

. D41 °
t TABLE VI .
[} Vad
Uganda
Sources of Secured Financing
for the ’ S
Ravised Recoverv Program — FY 84 - FY 85 )
($ 1illions)
Agriculture Industry Mining Transpott - Social .
& & & Infrastructure LT
Denor Tourism Frergy Cormumnications Total .
£5C/E0F 34.43 .40 5.70 | 12,00 3.40 55.93
IDA/IBRD IFC 30.50 41.75 .40 25,90 -~ 27.35 125,90
IF50 9.80 - - - ; -_ 9.80
"~ AD3 14.00 17.00 - — A 1.50 32,50
U\, Family 7.20 .62 - 2.20 - 20.67 20,69 .
USAID 5.00 - - - - 3,00 )
33 2.60 — — - 7 - 2,60
France .30 - - + 1,10 . - - 1,40
U/CC - 6.00 v .40 - - T 6,4a0
CIFA - - - - ’ 1.82 1,82
" Areb Organizations -~ 39.00 -— 2,00 Lo 41,00
Other .30 28.90 .60 16,30 4.14 50,24 :
. . ‘ 1
Tatal Donors 104.13 133.67 7.10 59,50 58.88 363,28 '
cou 1.40 .3.76 6.00 7.00 24.69 42,83
Total Financing 175.53 137.43 13.10 66.50 83.57 406,13
Total Cost 159.38 165.95 25.80 106.50 128.96 586.59
% Secured 66.2 82.8 50.8 62.4 64.8 69.2
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Appendix 1
Table 7

NATIONAL ECONOMIC TRENDS FOR
MOMEY, CREDIT, AMD FRICES

1977 1978 1979 1980 1981 1782

T P L R e e b D D Ltd o

(USH million outstanding end of period)

Money Supply 7,400 9,885 13,1446 17,435 30,847 38,512
Bank Credit to GOU S5,522 7,288 2,485 14,848 29,332 34,175
Bank Credit to Other 2,883 3,22 IL.A71 5,991 11,459 23,428

(Fercentage or index number)

Money " of GDF. 1%.9 3.7 11.9 8.0 &.9 Sl

General Frice Index

(17886 = 100 704 Q17 1702 A 6800 FaS1
grinual Fercentage Change ins

General Frice Index - 117 Z0 86 107 Q= 45
Bank Credit to Fublic

Sector 13.3 32 J0.1 54.5 F7.5 16.3
Bank Credit to Frivate ,

Sectar 43.9 ii1.4 4.7 76.5 2.6 86.5

ote s o0 Shte e Saeet Posn Pt e et Se S_S Shmi P S o0 SO S NS e e M R Sy S HOUTS Semie VI et B WS Ve e T St e 4ot Aited st $esot Vema i M Bt Sagil M @iue GSS SHANY Maat SR Sembe SNG4 SUTES SEmAE Satas AN MHSE 6000a SoTaY bomtm bompd Lokt Ss Siset

Sourcs:  IBRD
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_ Break Even #nalysis

Broiler Production luit 8,000 Rirds

Retail Price 1000, 00

Fixed Costs " {Totals)
Interest Cap Bav 300000, 00
Depreciation 150000, 00
Bther 30600.,00

TOTAL Fixed Cost 500000, 00

Variable Costs {Per Unit)
Labor 3.7
Materjals/Feeds 370,00
Transportation 45,45
Other 1131

TOTAL Variable Cost 732.43

Buantity Incresent 500

'Discaunt Rate (%) 0

#ESUNPTIONS:

{. 2,000,000 1oan $37 int

e
L3
e

4
5

2. 8% mortaiity

1,500,004 working capital
2,000 bird intake/90 day cycle
sarket 1875 birds guarterly
TE00 per vear

500
1000
1500
2000
2500
3000
3500
4000
4500
5000
5500
5000
6500
7000
7500
8000
8500
9000
9500

10000
10500
11000
11500
12000
12500
13000
13500

14000

14300
15000
15310

Units Sold Profit or Lo

~366215.00
~232430.00
-38645.00

35140.00
168925.00
302710.00
436495, 00
570280.00
704065, 00
§37850.00
9718635.00
1£05420.00
1235203, 00
13729%0.00
1506775.00
1640560. 00
177434500
1908130, 00
2041915, 00
2175700.00
2309483, 00
244327000
JaT70535.00
2710840.00
204442500
2978410.90
I112195.00
3243980.00
3379743, 00
3517550.00
3647335, 00

finnwal
Cash

Year  Investzent Inflows
3500000 0

{ 570280
2 1506775
3 1506773
4 1506775
5 1506775
4 1504775
7 1506775
8 1506775
3 1506775
{0 1506775
i1 1306773
12 1506773
13 1506773
14 1506775
15 1504775
14 1506775
17 1506773
i8 1506775
19 1506775
20 1306775
21 0
2z 0
2 0
2 ]

Internal Rate of Return 28.7%

D-at




freak Even amalysis Units Sold Profit or Lo
$AKOKD-Dressed Chicken . .20000 -423755.00
Retail Prica 400 7 40000 -133755.00 Appendix 2-A -(cont.)
40000 -103755.00
Fixed Costs {Totals) 40000  -93755.00
Developaent 32880.00 100000 -83755.00
Marketing 5000,00 120000 -73755.00
Dther 75875.00 140000  -63755.00
TOTAL Fined Cost 1337533.00 160000  -53755.00
180000  -43755.00
Variable Costs (Per Unit} 200000  -33755.00
Labor .05 220000 -23795.00
Materials .09 240000  -13755.00
Packaging 07 260000 ~3755.00
Live Birds 3.33 280000 $245.00
TOTAL Variable Cost 3.50 300000 16245.00
320000 26245.00
Quantity Increeent 20000 340000  36245,00
Discount Rate (%) 0 360000 46245.00
JBOH00 56243, 00
. 400000  46245.00
Calculatsd in US$1.00 = USh 300. 420400 76245.00
Development costs are debt service 430000  B86245.00
Other fixed costs include indirect 460000 96245.00
labour, office expenses, HM 480000 104245.00
500000 116245.00
Full Production is 400,000 birds p.s 320060 126245.00
T5% procuction 450,008 birds 540000 136245.00
0% production 300,000 birds 360000 146245.00
380000  156245.00
600000 166243, 00
b20000  176245,00

finnual
Cash
Year Investment Inflows
350000 0
: 16243
16243
16245
16245
16245
16245
16245
16245
16243
16245
16245
[}
0

O~ O~ LN g G B3 e

[ -
R -

Internal Rate of Return 33.6%

D
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Break Even Analysis

Units Sold Profit or Lo

Kodel Dairy Fara-30/40 Cow Unit

10000 -5021200. 00

Internal Rate of Return 12.9%

. Retail Price per liter 80,00 20000 4342400, 00
30000 -3443600,00 3 -
Fixed Costs {Tatals) 40000 -2984800.00 Appendix 2-B
Int Sh 19a Cap Dev 3800000.00 50000 -2304000,00 )
Depreciation 101 pa 1900006, 00 60000 -1627200,00
Qther »00 70000 -948400.00
- TOTAL Fized Cost 5700000, 08 80000 -269400,00
0006 409200.00
. Varishiz Costs {Per Unit) 100000 1088000, 00
~ Labaor 1.81 110000  1746800,00
Materials/Feeds 5.93 120000 2445400,00
Transportation 4.01 130000 3124400,00
¢ ther .37 140000 3803200.00
TOTAL Variable Cast 12.12 1350000 4482000.00
160000 5160800.00
¢ Quantity Increment 10000 170000 5839600.00
Discount Rate (%) 0 180000 6518400.,00
. 190000 7197200, 00
» ] 2000600 7876000.00
CAPITAL DEVELOPMENT 210000 8554800.00
facilities are adequate for &0 cows 220006 9233400.00
{ and it each cow produced 7 1t/dav 230006 9912400,00
the growth from initial 30 cows to 280000 10591200.00
&0 cows would be as follows: 250008 11270000, 00
¢ Year 1 - 80,000 1t 260000 11748800, 00
Vear 2 - 90,000 1t 270000 126275609, 00
Year 3 - 100,000 it 280000 133046400.00
¢ Year 4 - 110,000 1t 296000 13985200, 90
Year § - 120,000 1t 300000 14664000,00
. Year & - 130,000 1t 310000 1534280000
¢ Year 7 - 140,000 1t
Year B - 150,000 1t
Year 9 - 160,000 1t
‘4 Year 10- 170,000 1t
Annual
¢ . Cash
Year Investeent Inflows
¢ 19000000 0
1 - 269400
2 409200
¢ 3 1088000
4 1746800
§ 7445600 .
’ b 3124400
7 3803200
8 4482000
¢ 9 3160800
10 5839500
¢ 1 6000000
12 4000000
13 6600000
9 14 4000000
5 6000000
16 6000000
17 5000000
’ 18 6000000
19 5000000
2 6000000
' 2 0
. BEST AVAILABLE COPY
~
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" “Break Even Analysis
FEEDNILL
Retail Price per Ton

Fixaed Costs
Bevelopsent
Depreciation
Dther

TDTAL Fixed Cost

Variable Costs
Labar
Materials
Packaging
Qther

TOTAL Variahle Cost

Buantity Incresent
Discount Rate (%)

U

Units Sold Profit or Loss

63000.00

. «-{Totals)
* 300000090

3000006, 00
1600000.00
7000000, 00

{Per Unit)
400,00
45000, 64
4500. 00
610000
36000.00

100

0

#ill capacity is 1.3 tone per hour
or 3000 tons p.a. on 240 workdays
Developmant Cost represent interest
on {5 aillion loan. Depreciation
rate ie 20% p.a. Throughput for
tirst year is 502 of rapacity up

to 67% by year .

100 ~6100000.00
200 -5200000.00
300 -4300000.00
400 -3400000.00

" 500 -2500000.00

400 -1600406, 40
T00  -700000.00

800 200000.00
900 1100000.00
1000 2000000.00
1100 2900000, 00
1206 3800000, 00
1300 4700000.00
1400 5600000.00
1500 4500000.00
1600 7400000.00
1700 8300000, 00
1800 9200000.00
1900 10100000,90
2000 11000000, 00
2100 11900060 ¢h
2200 12800000.00
2300 13700000, 00
2300 13400000.00
250¢ 15559060, 00
2600 156490000.00
2700 17300000, 00
2800 18200000.00
2900 19100000,00
3000 20060000, 00
3100 20%00000.00

Afnual
Cash

Year Investeent Inflows

20000000 0

L b3 e

- S X

2000000
8500000
11600000
11000000
11000000
11000000
11000000
11008606
11000000
11000000
1}

0

¢

Internal Rate of Return 28.6%

. Appendix 2-C

Year 1§

Year 2

Year 3
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COTTON SEED OIL FROCESSING

The cottonseed oil processor in Uganda realizes about USh 200 per
kilogram of refined cottonsesd oil after paving & Z0%4 tax to the
government and currently about USh 8 per kilogram of cotton seed
cake when sold on domestic markets. I+ the cake is evported for
foreign  edchange and the currency converted at Window II  rates.
(LS 270 = $1.00) the export price ex—-oilmill would be USS
27.463/ton which is very low in comparison to world merket prices.
Comparison of wvalues in the USA and Uganda are ag follows on gach
of the domestic markets:

FRICE USA MARKET UGANDA MARKET
HUS USH sUS Ush
Cottonsesd 01l (Fg.? . S0 125, 6 1.11 etain]
.18 48,4 SOOI a8

{gxchange rate: USs1.00= USh 2707

value of 1 Fg. of oil in the times the valus of 1
: of cake, while oil in Uganda i 7 times lthe value of cake.
The cake should eventually be utilired in the Uganda livestock
industry and with broilers selling for USh 1100 per kg. ($1.83
l1b. $OLI% to 30,49 per lb. in the USA) cottonseed cake at
F#I0/ton is cheap.

FRODUCT YIELD & sSMNUAL FRODUCTION
COTTOM SEED OIL EXTRACTION FLANT

p-af

Froducticon: &0 tonsday capacity X 2850 dave = 15,000 tons cottonsesed

duct

il 15.2%
Soap oy T
Cake 5L 2% .80

Hulls )
Limt ) FUEL

Waste 29, 0%
Cottonzesd 100. 0% 15,000 Tons
1
-
..
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FROCESSING MARGIN FROJECTIOM/TON .
Ush
% FRICE ush
FRODLICTS YIELD kG REVENUE .
Dil 15.2 300 45, &00
Soap . b 00 L 200
Calke 59.2 & 4,724
(wagte) —5575 _____________

Gross Value of Froducts 75,0 51,530
Cost of Cottonseed 100.0 % - 15 (15,0003
Gro=ss Margin I6.5%a
Supplies (Window I1 rates:) ¢ S,673)
Manufactuwring Expenses (Y, 2)

(Incl. interest) ( a,533)

NET MaREIN Ush 220330 ton

Cash Inflows in the following calculation of the internal rate of
return are  based on 15,000 tons crushing per  vear. The net
margin figure of USh., 2& O per ton iz converted to USE at rate
of ZFoo:ri, or about %74.50/ton. F74,.50 X 15,000 = $1,117,500,
{(Souwrce: USAID//Fampala  Consultant Report “0il Seed Frocessing-
Hganda, May, 1987).
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3000000

finnual
Lash
Inflows

1117560
1417500
1117500
1117500
1117500
1117500
1117500
1117300
1117500
1117500
1117300
1117500
1117500

C117300

£117500
1117500
1117300
117500
1117500
{147500

i

I}

Internal
Rate of
Return

18,34
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FINANCIAL ANALYSIS
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Prepakatinn of the financial analysis reviewed the potential
project participants (the ICI{(s) and their clients) on management

- rcapability . to effectively use the RFE funds and an estimate. of
~how . the RFE project will affect the viability of the

participants. There are two basic components in this project:
(1) & line of credit to 1ICI’s for on-lending to viable
enterprises, and (2) technical assistance to strengthen both the
ICI(s) and their clients under the project. The assessment of

“Financial viability was made relative to the institutional

capability oaof the I[Cl’s identified as participants in the
project. Individual assessments of illustrative examples of
typical sub-loan (enterprises) can be found in the appendices in
the Economic Analysis, but conclusions about the potential for
profitability of actual loan applications are not included in
this financial analysis. The ICI's using their established

.loan criteria and procedures and AID’s general criteria will

evaluate loan applications relative to their financial and
technical viability. The success of RFE in financial terms will
be determined by how well the ICI{s) manage the line of credit
provided them under the project. The technical assistance
component of the project will also contribute to the success for
both the ICI{s) and the sub-loan beneficiaries.

p-pip— PR 3 S P-A LA

Uganda had a history of a well developed banking sector during
both the pre- and post-independence period up too the 19707s.
Sevaral international commercial banks, including Standard Bank,
Barclays Rank, Grindlays Rank and Bank of Baroda, maintained full
banking services throughout much of the country. The Cooperative
Bank of Uganda also provided commercial banking services for its
clients. The commercial banks catered for agricultural clientele
besides their usual industrial and trade accounts. When the
Uganda Government formed the Uganda Commercial Bank (UCB), much
of the branch network of the commercial banks was taken over. and
UCE became the dominant bank together with the Cooperative BRank
in the rural areas. The overseas commercial banks now limit most
of their activity to Kampala, although they have retained many of
their agricultural clients. The GOU has recently encouraged the
commnercial banks  to consider re-establishing branch banks.
Grindlays i=s considering the reopening of a Jinja branch.

Recent upheavals in the financial environment of Uganda®* have had
a profound effect on the financial sector and banking system in
the country. Banks now generally face a severe liguidity crisis.
Bankers attribute part of this problem to delavs in
* Brought about in part by what is in effect a Float of the

Uganda shilling through weekly auctions of foreign exchange to
the pubklic.
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payments from the government to their various suppliers. Another
factor is that outside major urban areas, the commercial banking
system is not operating efficiently, therefore, most trading
must be carried out on a cash basis thereby requiring large
guantities of. physical cash to be available for business
transactions. Recent increases in interest rates have not

produced a noticeable increase in deposits, and this situation

will most likely continue if interest rates remain negative in

real terms relative to the current rates of inflation. However,
real progress is being made in bringing down the rate of
inflation and i+ this trend continues, there will be more

incentive to save.

Table 1 Annual Inflation Rates

- oS D o

1970-735 19.24%
1975-7% S56.74%
1979-80 107.2%%
1980-81 2. BO%
1981-82 44.87%
1982-83 30.00 (est)

(GDF deflator) Source: Uganda Countrvy Economic
Memorandum—IBRD, December, 19823.

Az the inflation rates have been declining since 1980, interest
rates have been increasing with the most favorable rates for the
borrower in the agricultural sector. There continues to be &
liquidity problem in the commercial banks as so much money must
remain outside the banking system to support commercial trade
activities. Interest rates Ffor the period 1980 to present are
presented in the table below:

Jable 2 Interest Rates (%)

< aaes oo siosé aseon vosin Srmet e e Sl StURS TSR SRR Sabtm A LHE AN SOVRS SomES it s R e S St i e S St S S4bis SAaas Aaia® bt Savan Homin $50a8 SAens S (uteV ki et gt b Sarie. Seme SO S e ) S P ERACD AMACH WDOCT In000 e Svm 4480

Rediscount rate 7.0 7.0 10 12
Treasury bills (90 day) Sel 7.0 12 12
Savings Deposits (mindioum) 3.0 8.0 ? 11
Lending Rates (maximum)
-Agricul ture 8.0 12,0 i4 16
~-Export % Manufacturing 12.0 14.0 15 17
-Commerce 12.0 15.0 20 =22
~Unsecured C12.0 17.0 20 22

According to recent World Bank reports, the BOU has kept within
the limits of growth for domestic credit as established in
consultation with the IMF. Furthermore, IBRD projected Uganda’s
foreign aid requirement for 1982 to be %400 million, and %450
million in 1983, Actual receipts were about $360 million for
each of those vears. '

k3
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AID is funding this project on the basis of a grant to the GOU.
0f the $19 million grant, $12.5 million will be used as a line
of credit passed thirough the Rank of Uganda (BOU) for on-lending
by the UDB and other participating ICI’s on commercial terms to
productive enterprises. The ICI’s will receive paymemts on their

- outstanding loans  according to @ their established iending

criteria. The ICI*s will borrow these funds from the BOU as
long term loans, and repayment of interest will be annually with
principle repayments starting after the tenth year. Repayment of
borrowed funds by UDE and the commercial banks to the BOU  wowld
be placed in & separate account, and the disposition of these
funds would be decided jointly by the BOU and USAID. Lending by
UDE and the commercial banks would be within the normal lending
criteria of each of the lending institutions in complying with
general criteria and areas of lending as established under the
RFE project.

lLocal contributions to the RFE are projected to be:

1. UDER lending from own sources
Est. requirement is 304 of the

foreign exchange requirement 5, 000, 000
2. Commercial Banks participating as

ICI. (530% minimum of loan in local

currency from own resowces) $2, 700, 000

G« Client equity investment (minimum
4:1 debt equity ratico on #1 & #2

above plus #12.3 AID grant). %4, 000, Q00
Total $11,500,000 ( in L/70)
(local contribution will be
about #$11.85 million)

The RFE 1iné of credit could leverage total funds for investment

in enterprise development of more than 24 million when local
currency ICI funds and equity contributions are considered. an

additional amount of loan funds will be internally generated by

the ICIs as their principal payments to BOU do not start until
the tenth year, whereas client will be repayving principle much
SOOMNEer. Dver $3 million will be available for relending From

client principal payments and interest earned in excess of
administrative costs. (Ref. Appendix 1, Table )

Because the funds to be received by GDOU are a grant, the
financial soundness of the project can be insured by adjustments
of the spread in interest rates of funds from the BOU to the ICI,
and also on the rates,  terms, and conditions of lending by the
ICI to the target client groups. Smaller loans that have higher
administrative and supervision costs can have a larger spread in

A - -~
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interest. This can also be done for loans that are considered to
be higher risk. The BOU has prepared a draft for the small loan
guarantee scheme, and this draft is to be circulated to the
proposed ICI*s for their comments before final approval by the
EBoard of the BOU. The BOU have proposed that the initial fund for
the guarantee scheme to be USh. S00 million. BOU will seek
external donor assistance to support this fund. GOU carries
little risk Ffrom changes in foreign xchange rates as the
repayments from the ICI will be in local currency. These
repayments will be deposited in a special fund account which will
circulate back to other approved development activities.

RFE Line of Credit

LRI R S R 2 R -

. This component compliments the Government recovery program that

is directed, in the short term, to the revival of the productive
gconomic sector with & focus on rehabilitation and improved

utiliration of existing capacity. Freliminary reviews of loan
applications pending in UDB indicate that there is demand far
hoth foreign  exchange and local cwrency. A review of 'a

representative sample of UDR loans indicated that the local
currency requirements of the loan were about S0% of the foreign

wochange elemsnt. The client will be eupected to put up a
portion of this, but the UDR will require about $5 million in

local curreﬁty. To support this local currency requirement, the
EOU will make available the required local currency by purchasing
discounted UDE commercial paper. This will provide the reguired

liguidity to the UDE. Funds for the sub loan would pass through
the Bank of Uganda to the UDE and participating commercial
banks. The terms and conditions of lending by BDU to UDE and the
comnercial banks would provide for adeguate margins to UDE  and
the commercial banks to enable them to cover expenses and earn
reasonable profits on this lending. To encourage smaller loans
and lending to higher risk clients, the BOU would provide larger
spreads for these higher cost/risk loan categories.

Of the US$12.5 million designated +or the lpan program,
approdimately US$8.3 million will be allocated to the UDE, and
the remaining WUS$ 4 million will be allocated to the commercial
banks participating in the project. The terms of the loan from
the Bank of Uganda to the UDE have been proposéd initially at
6.0% interest with a 10 year grace period on repayment of
principal, with interest to be paid annually. The long grace
period allows the participating bank to build up internal
reserves which can be relent. The UDE will diraw down the loan
over a five year period. UDE will pay interest annually to BOU,
and equal principal payments after the grace period. The UDE
{and commercial banks) will have access to the principal
repayments  from clients for relending during the grace period
that they have on repayments to BOU. These repayments will be
placed inteo a special fund (local currency). The loan
amortization schedule for funds from BOU to UDR project a total
payment into the local currency fund of the equivalent of about
Uss 16 million by year twenty. If the payments to the local
currency fund were re-deployed earlier in the project, there will

4
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be an increase in total funds generated.

"By relending principal payments made to the UDB and approximately

S0% of the net interest on lcans, the UDB would increase the
total amount of their loan fund to $11.3 million Ffrom $8.95

“-million woriginally received from BOU by year 10. The amount
.available for 1lending would. start to decline as principal
repayments are made to RBOU. When the total loan has been repaid

to BOU by UDE in vear twenty, UDB will have generated additional
6.9 million in local currency as a result of this project.

Until vear 10, all payments by UDR <and other ICI's> to ROU
will represent interest payments only, which will amount to about
$2 willion in year 4, and %4 million in vyear 6&. By the end of
the project, payments to the fund by all ICI*’s will total to
agver $20 million. Fart of this fund could be used for the loan
guarantee scheme. (Refer to Appendix 1 for additional
information).

Froject Technical Assistance

The technical assistance component of the project can be sub-
divided into three categories: (1} long—-term staff, (2) short-

term consultants, and (3 training activities. Technical
azgistance activities will affect the rate of loan disbursement
and guality of loans approved. Fending loan applications with

the UDR are inadequate and incomplete, thus making loan appraisal
ditficult Ffor the Bank. BRank management officials and other
members  of the financial community were in agreement that while
there were considerable good investment apportunities in Uganda,
processing loan applications was difficult due to the poor
quality of the loan application. Furthermore, it was also
concluded that often an enterprise sponsor had adeguate technical
background and general management experience for the enterprise,
hawever the client often lacked financial management. planning,
and other FElath analytical skills.

The technical assistance component will address these
shortcomings by providing business advisary and managerial
services to RFE clients. During the start—up phase of RFE, the
technical assistance team will assist the ICI(s) and the BOU in
preparation of the requisite agreements, schedules of loan
criteria., and  managements systems required for RFE
implementation. The technical assistance team will also
undertake reviews, where warranted, of ICI(s) internal
pperations, lgan review and approval procedures, and supervision
capability. . Short-term and in—-service training will be provided
to uwup—grade staff skille during both the start—-up period and
during the implementation of the credit component of the project.
Asgistance on off-shore and local procurement will also be
prrovided by the TA team. The technical assistance team will be
located outside the ICI(s) and provide assistance and training to
both the IClI(s) and the clients. ICI(s) have expressed support
for this arrangement in that they feel that their objectivity in
appraising & loan application may be compromised i+ they were

o
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also responsible for preparation of the application.

While technical assistance is approximately one-third of the AID

grant, when viewed in terms of a potential $25 million credit
praject when local contribution are included, and considering
that project focus is directed toward medium-size enterprise, the
importance of . the technical  assistance component providing
training to banking staff and business/financial management
assistance is appreciated., The clients of FRE locan funds will be
paying the going market rate for debt equity. They require a
comprehensive analysis of their proposed investment and the
ramifications of any financial obligation resulting from a RFE
loan.. Had the institutional capabilities been &tronger, the
technical ,assistance portion of the project could have been
smaller. The technical assistance component is necessairly large
owing to the rehabilitation and training regquirements of both the
UDE and the RFE loan clients.

The FID had identified the Cooperative Bank of Uganda (CBU) as a
potential candidate for the intermediate credit inmstitution
(ICI). However, a subsequent study of the CRBU indicated that it
was financially weak and admimistratively inadequate for the

RFE project. As an alternative, both the Uganda Development Bank

(UDR) and. the commercial banks were considered ICI's +for the
project. Discussions have been ongeoing with UDEB and Grindlays
Bark since August, 1982, concerning their possible raole as  an
ICI for the RFE project.

2
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APFENDIX 1, TABLE 1

PROJECTED AID
RTERLY DISBURSEMENTS

Buarter

Tatal Dishursesent

Total Cunulative

UDB Disburseaent

Cuaul ativelids

Coma, Bank Disbur.

Coan. Bank Cua,

N

312500

312500

212500

212500

$00000

100000

312300

623060

212500

423000

100000

200000

312500 312500

937500 1250060

212500 212500

637500 B30000

100000 100000

360000 400000

318750

1768750

318750

1168750

200000

600000

316750

2287500

318759

1487500

200000

800000

518750

2806230

318750

1806230

200000

10000600

518750

3325000

318750

2125000

200090

1200000

675000

4000009

425000

2530000

250000

1450000

675000

4675000

425000

2975000

230000

1700000

i1 12

673000 675000

5350000 6025000

423000 420060

3400000 3823000

250000 250000

1950000 2200000

13

831230

6856250

531250

4336250

300000

2300000

14

831250

1687500

33125

4887500

300006

2840000

15

831250

8518730

531230

3418750

360000

3100000

16 17 18 17 20 Total

B31250 787300 787500 787500 787300 12500000

9350000 10137500 10925000 11742500 12500000

331230 637500 #J7300 637300 4375006 BI00G00

5950000 4387500 7225000 7842500 8500000

1

300000 130000 150000 130000 150000 4000000

3400000 3330000 3700000 3BI0000 4006000

DT




B50 = first year dishursesent

§ = average lean period APPENDIX 1
856 = repay to BOU x 10 TABLE 2
.15 = UDB lending rate ($ 0001
.06% = BOU lending rate
L2833 = 1 int releat U,D.B. LOAN REFAYMENT SCHEDULE
1 2 3 4 3 [ 7 8 9 10 1 12 13 14 15 16 17 18 19 20
drawdosn/onlent 850 1278 1700 2125 2550 ,
int relent 36 92 168 265 385 401 419 436 455 474 458 442 424 406 387 36 4T 3% 303
850 1311 4792 2293 2B15 389 401 419 436 455 474 458 442 424 40% 387 368 47 326 303
106 270 494 7Bl 1133 M181 1231 1283 1232 1125 90 731 434 439 439 435 427 413 395
13 47 109 200 348 496 H4%  BIO 951 1037 lilp 1109 1022. 929 B30 724 628 535
2 ] 21 47 90 182 234 335 452 578 704 817 901 9595 978 - %7 924
0 1 4 10 21 40 &% 111 167 239 324 420 0 922 622 713 794
0 0 0 0 { 2 4 § 18 32 52 81 ¥l 2
0 0 0 0 0 { 2 4 8 15 23 40 ef 88
[ 0 0 ¢ 0 1] 1 1 2 4 1 229
0 0 0 ? 0 0 0 0 0 1 2 3
disburseaents 830 1417 2073 2836 373 1747 1981 2243 2343 2771 2956 3044 J043 2913 3049 3147 3220 3265 3286 3297
prin repay. -106 -283 -043 -B97 -13b1 -1080 -1B27 -2106 -2316 -24B} -23BA -2603 -2509 -2643 -2739 ~2853 -2918 -2940 -2984
prin repay to BOU -850 -830 -B30 -850 -B30 -850 -BSO -850 -850 -BS0
end yr lpan bal 830 2141 3903 4246 9041 9447 9B4B 10267 {0703 11158 10782 10390 9982 9556 9112 B&4D BI67 7644 7140 4593 TOTAL
int earned at UDB 128 324 593 937 1359 417 1477 1540 405 Ma74 1617 1559 1497 1433 137 1297 1225 1150 1071 989 24239
int onlent by UDB 36 9z 168 268 383 401 419 436 453 474 458 442 424 406 387 JeB 347 326 303 260 4873
BOY loan bal . B350 2125 3625 5930 6300 BI00 AS06 BS00 A500 BS0O 7A50 ABOO 5950 S100 4250 3300 2550 IVOO B850 1
int paid to BOU 3}/ 13 49 387 553 393 593 553 893 553 497 442 A7 332 206 22 ie6 I 5 0 6630
FRIK + INT 10 BOU 35 138 249 387 883 553 883 553 593 953 347 1292 1237 1482 [12¢ 1071 1016  9Al 905  B56
{cupulative) 33193 442 829 1381 1934 24Bb 3039 IS91 4144 5491 A7B3 8020 9201 10328 11399 12414 13375 14280 15130
EN
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406 = first year dishursesent
B = average loan period APPENDIX 1
400 = repay to BOU x 10 TABLE 3
.15 = IC1 lending rate (87000
.065 = BOU lending rate
L2833 = % int relent CONMM. BANK LOAN REPAYMENT SCHEDULE
1 2 3 ) 3 4 7 B 9 10 1 12 13 Mo 15 te 178 192
drawdown/onlent 400 80O 1000 1200  &00
int relent 17 52 9 152 183 49t 199 208 217 226 218 2 203 194 186 177 147 157 147
W00 817 1052 1296 752 183 191 199 208 27 226 218 211 203 194 166 477 167 137 147
S0 152 284 446 540 543 SBA el G752 409 274 207 209 210 208 204 198 189
. & 25 ol 116 IB4 154 327 404 47t Gl6 532 510 A9 425 37 3@ 119 0
i 412 7 4 Bt 122 {72 230 292 351 400 435 457 483 433 4N
0 | 2 § 11 22 37 0SB 87 123 145 202 260 -307 30 385
0 0 0 (i 1 1 2 5 to 17 2 2 8l 5 113
. 0 0 0 0 0 0 1 2 4 g 13 2 U B
0 1 ¢ 0 1 0 0 i i 2 4 [ 10 .
[1] 1 Y Y i 0 1] 0 0 i 1 2
disbursesents 400 867 1210 1606 1262 852 966 1094 1239 1352 G419 1435 1402 1406 (459 1504 1537 1553 (561 138!
prio repay. -50 -158 -310 -510 -668 -775 -B9S -1031 -1135 -1194 -1247 -1191 -1203 ~12465 -131B -1360 -1388 -1404 -1414
prin repay to BOU -400 -400 -400 -400 -400 -400 -4G0 -400 -400 -400
end yr loan bal 400 1217 2249 3565 4317 4500 4491 4891 5099 535 SHAL 4940 4770 4573 4368 4133 3930 3697 3454 3201 Total
int earned at ICI B0 183 140 535 447 A73 T0A 734 TS 791 771 744 716 6BA 655 623 089 303 916 480 11774
int onlent by ICI 17 52 9 152 183 191 199 208 217 22 2B 211 203 194 1B& {77 467 137 147 134 3337
80t laan bal 400 1200 2200 3400 4000 4000 4000 4000 4000 4000 3400 3200 2800 2400 2000 1600 1260 800 400 0
int paid to BOU 2 7B 143 221 260 260 260 260 260 240 234 208 182 156 130 14 7B G2 2 0 3190 5242
PRIN + INT TD BOU 26 7B 143 220 2e0 240 260 260 260 260 634 40B 582 5Gk 530 S04 478 452 426 400
{cunulative) 26 104 247 468 728 968 1248 1508 1748 2028 2662 3270 IBSZ 4408 4938 95442 3920 6172 46798 7198
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Table 4' Eéﬁlmﬂgéé Employment/Cost per Job
Job/ Unit | Total Total Cost/
Activity Units Unit Cost Costs Jobs Jab

Dairy Farms 20 20 &0, 000 1,200,000 400 I, 000
Hatchery (New) 3 20 100,000 300, 000 &0 5, 000
(Rehab) 3 20 40, 000 20, 000 &0 2 000
Foultry Farms -~ 40 b 10,000 490,000 2440 1,664
Wankakal 1 40 300,000 00, 000 40 7,500
Dil Mills (New) 1 47 2500,000 2,500,000 47 53, 200
(Rehab) 3 47 1000, Q00 3,000,000 141 21,275

Fead Mills 10 10 50,000 500, 000 100 5, 000 -
Fishing 10 4 8, 000 80, OO0 40 ~ 2,000
Mixed Farms ) 20 20 S0, 000 1,000, Q00 400 2,500
" Tptals 111 %9, 400, Q00 1,528 % 6,150

: 5

Motes:

Average Loan Size is $84,685 (excluding oil mills $36,111)
} - , BT T T SR R [ : .
Dairy Corporation funding for supply of inputs not included.

'dnly direct employment counted. Significant secondary employment

also . created, especially in the oil @mills. It is anticipated
that several thousand farsers will grow 0il seeds and cotton
which will be processed in the oil mills.



Notes to Appendix P, Tables 2 &

&}

1. For the puwrpose of projecting the utilization
of Froject funds, the amounts were arbitrarily set
at %8.5 million for UDB, and %4 million +for the
commercial banks. Drawdown of funds would be
phased as aver five years.

2. The ICI°s (UDEBE and commercial banks) would
receive funds from the BOU at &.5%4 per annum.
Repayment by the ICI°s to the BOU would commence in
Year 11 and continuing for 10 vyears.’ Repayments
will be in egual installments.

3. Sub—borrower loans were projected to be eight
YEars average, one year grace on principal

repayment, and installments in egual portions.

4., The IC1°s will make annual interest payments to
EBOU. Interest on sub-borrower loans calculated for
purpose of this exercise is 13% per annum, however,
it expected to be in range of 17-18%4 by time
disburzsements actually start. A 154 sub-borrower
interest rate will provide a 8.5% spread +for the
icCI1.

5. The assumption is made that the ICI’s can cover
loan administrative costs including a provision for
bad and doubtful debt with 4.25%4 of interecst.
Therefore, the 134 sub-borrower interest rate will
provide an additional 4.25% to the ICI which will
be re-lent. This internally generated source of
additional lending will grow to about 400,000 by
vear &6 for UDB and declining to $300,000 by the end
of the 20 year projectioh period. The same applies
for the commercial banks participating on a basis
proportional to the amount of funds they receive
under the project.

G The average amount available to UDE from the
4.283% on total loans outstanding resulting Ffrom
Froject funding will be $528,000 per annum over 20
vears. For the commercial banks, the combined
average amount per year is $2462,000,

7. At the end of 20 years, when all phligations to
BEOU  have been repaid, the UDE will remain with an
internally generated capital fund of $6.5 million
in local currency. The commercial banks would have
generated $3.2 million. These funds come from the
internal growth as the result of relending interest
{(refer to note % above).

*
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‘MiryFans 2 4 5 5 4 2

. Posltry datckery (Rehab) 1 1 1 3
, e b 1113
Pultry Farss 3 & 12 12 1w
Wankoko Poultry Plant XXXXXNXXX
Dairy Corp Inmput Supply TXRKARXXXXAKUNN X EAXKRAXA
Bulu Dil Mill | XEXXXXXXEXX
Uil M1l Rehabilitation 111 3
Feedaills 102 3.2 2 1
Cowercial Fishig 1 2 3. 2 2 10
Mixed Faras 2 4 5.3 31 2
Other Industrial .xxxx:fxxxxxxxxxﬁxxxxx,xxxi .

Los. Bank Projects REXXAAXANKK LA KXARKHARKAN

éstilated Usit Investaent Bnﬁt: » _

1. Dairy Pr’oduction“ll'r;it o000 y Estisated Funds Reouiced Per fear

2. Poultry Hatcheries e ee WL

:: :::agril;::ation v "gg:ggg | : Yeaf Tué | 2’075’000 .
3. Poultry Production bnit 10,000 sear Tres 5 2?79?’_000:'

: o : “Year Four - AT o
4. Wankoko Processing - 300,000 o s ;’;25’,0 00 o
: o o o . Year Five . 3,150,000 -
~—— -5, Dairy Corp. " 7 700,000 77T 7 o "’,1§9f090

1 e e o

. . Bulw Dilseed Plant 2,500,000 _Tmi} s-z‘zn,soc}'; 000

7. Rehad. Dilseed Plant 1,000,000

B. Feednill 50,000
9. Fishing Unit 8,000

10. Mized Fars 50,000
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UGANDA DEVELOFMENT EANE
A. HISTORY

The Uganda Development Bank (UDE) was estalished in 1972 with an
input of Sh 100 million from the Government of Uganda (GOW) . It
was to assist in the development of agriculture, industry,
tourism, housing and commerce. It was to provide such assistance
in the form of short, medium and long term loans, equity and
other share investments, guarantees, and managerial and technical
advice. It was also to administer a credit guarantee fund
consisting of contributions from G0OU and banks, for assisting
marginal borrowers in raising funds from banks and credit
institutions.

UDB s inception coincided with the mass exodus in 1972 of non-
Ugandan citizens, and the allocation of their trading and small
manufacturing businesses to new owners without the reqguisite
business experience. These new owners were unable to obtain
finance From the commercial banks because they were largely
unknown, and UDE was therefore requested by Government to lend to
them. UDE therefore started by playing a non-—developmental role
of providing short term commercial credit. Its role has however
not been limited to this. As envisaged under the decree, it has
plaved the role of a multisector development bank by providing
long term project finance in the agricultural, industrial,
trarisport and tourism sectors. In addition it has managed two
funds {including one for beef ranching development financed under
an IDA credit) on behalf of Government.

BGovernment intends to build UDB into its major development bank
with a substantial role in investment financing in key sectors.
In future therefore, UDR will concentrate on medium and long term
development lending for commercial agriculture, medium and large
industries, transport and tourism. Its role in lending to
comnmer-ce and small industries has discontinued.

The problems which existed under the Amin Administration and the

lopoting @ and destruction which occuwred during the War of
Liberation, seriously underminéd the quality of the UDE loan
portfolio. The new administration has decided to undertake a

serious rearganization of UDE +to make it into the kind of

development bank it was intended to be. The Government also

—

agreed +to a comprehensive reorganization program funded by UNDF
and executed by the World Banlk, inciuding the assignment of &
expatriates to key line positions within the bank. The West
German govenment is planning to provide two credit specialist
(one livestock and one corps credit specialist).
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One of the most important obstacles impeding the UDE from
carrying out its development role has to do with questions of
ownership of client enterprises. UDE can not responsibly lend to
enterprises whose ownership is in dispute. ., There are many
enterprises marked for rehabilitation waiting for the GOU to
respive the issue of ownership. The longer the Government delays
on this question the more difficulty UDB will have in meeting its

targets for disbuwsing rehabilitation funds. This is seriously
impeding the rehabilitation of productive enterprises in Uganda
in the industrial sector. This is much less a problem in the

agricultural sector as few of the agricultural loan applications
perding with UDR involve ownership disputes.

The GOU has formed a committee to review all such applications.
UDE is encouraging this committee to decide on the larger more
important cases first, especially for potential UDB clients, and
not to wait until a decision is reached on all cases prior to
annourcing their decisions.

B. STRUCTURE

STAFF ING:

Appendix & shows the newly created organization structure of UDE.
The Department of Bupervision and Monitoring shown in table 1 was
egtablished in early 1784 and is now operational. In order to
ensure that addequate attention is given to client supervision,
the WDE want to keep the supervision function seperate from the

appraisal function which will be done by the combined Livestock
and. Crops Departments.

The UDE"s board is appointed by the Minister of Finance and
consists of up to seven members, including the Governor of the
Central Bank and the Secretary of the Treasury as permanent W=

officio members. The decree establishing UDER stipulates that
Board members should have experience in banking and financial
mattetrs. Thie requirement is being broadly interpreted. The

current board was appointed in September 1983, and consists of
the following people:?

Mrs. C. Ogwal ' Chairman
Hon.  -M.B.Asubo., M.F. Director
Hon. A. Kadumbe-Mukasa, M.F. "
Hon.  1.0. Malinga, M.F. n
M. W.J. Magambo u
Mr. E.E. Wako "
Secretary ta the Treasury "
Governor, Bank of Uganda "

Given that a number of directors including the chairman come from
& political background and do not have the banking and financial

tJ




backoground originally intended under the decree establishing the
UDE, there will be concern about possible undue political
considerations in UDE policy and management decisions. AID will

‘reserve the right to review and approve all loans in excess of

$3 00, 000 being financed under the project. =

As .part . of the.reorganization plan sponsored by UNDFP and the
World  Bank, 6 senior positions at the bank will be filled by
expatriatk personnel. These are as follows:

Department
1. Assistant General Manager — Operations
2. Assistant General Manager (vacant) -~ Finance
Fe Chief Accountant (vacant) - Accounts
4. Industrial Engineer - Industry
5. Financial Analyst -~ Industry
6. Industrial Economist - Industry

A candidate has been identified to fill the position of Assistant
peneral Manager—Finance and is expected to take up this position
in July, 1984. His comes from a commercial banking background in
Canada., is a CPA, and has recent banking experience in Nigeria.

In April, 1984, UDBE had 5B professional staff, assigned as
follows:

TOTAL
Gengral Manager®s Office 4
Internal Auditor 2
Operations
a. Crops b
. Industry 11
c. Livestock 16

d. Research (not operational)
SHecretariat
Finance and Administration

A Accounts

b. Admin. % Personnel
Supervision
TOTAL

n

O p

h

At 1 September 1981 there were approximately 40 professional

=staff. The 18 additional positions have been created as part of

the  program to prapare UDB for a much more expanded and active
role in financing the country’s rehabilitation. Breakdown of
staff within individual departments and gqualifications of senior
staff are provided in Appendix éb.

In addition to the expatriate assistance. there is also be a

N program of external fellowships for training UDE staff. For the

[ 198%3/84 period UDE has developed a +training and development
programme to be financed with $238000 granted by UNDF. The
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programme  includes conducting in Uganda of introductory

. Livestock/Agricultural /Industry projects courses lasting 4-5
g weeks Ffor about 20 newly recruited UDE professional staff.
Frovision has also been made for sending about 12 UDE emplovees

to B-9? wesek seminars organized by the following overseas
2 institutions: . :

a. EDI-Euwropean Development Institute

b. ADB-African Development Bank

c. Bradford University

d. Irish Development Authority

e. Development Banking Centre, New Delhi

UDHE have made adequate staff provisions in the Industry
Department. Yet, by UDB's own admission, their Crops and
Livestock Departments reguire strengthening. Both of these
departments need up-grading in! financial skills, especially
project analysis. The newly formed Supervision and Recovery
Department is critical to succegsful UBD operations and will also
require strengthening. UDE is requesting that USAID provide
under the project technical assistance in this area.

UDE has adequate lines of credit to cater for the present and
mediuwn—term nesds of the Industrial Department., and do not
anticipate ~ the need Ffor additional credit uwnder RFE for
Industrial loans. Additional credit could not be effectively

. vtilized with existing staff limitations in this department.
~ UNDF/IBRD have a team of technical expertsz assigned to the

. Industrial Department of UDB providing services and training to

- strengthen the capability of this part of the bank.
L .
i A review of current loan applications pending with UDE in  the
o Livestock and Crops Departments indicate considerable demand for
credit Ffacilities. While the technical skilles relative to crop

- and livestock production appear to be adequate at the UDR, the
- level of euperience and expertise relative to financial appraisal

of agricultural projects is inadequate. UDE would benefit from
. having an experienced agricultuwal financial analyst to provide
o technical assistance in loan appraisal and training to UDE staff.
. The RFE project would provide this technical assistance in  the )
- AForm of one specialist serving in a line position for a period of
e three years.

The West German Government have recently informed UDR that they

3 will be filling a long outstanding request from. UDE for two
advisors. in the agricultural section of the bank. The two

- pogition to be filled are:

- 1. Livestock credit specialist

- 2. Crop credit specialist

- To further improve on the procedures for project appraisal, it is

- reconmended that the Livestock and Crops Departments be combined
into orne Agricultral Department. Many of the pending
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applications are for mixed farms making it difficult to determine
which department should have loan appraisal responsibility.

Seperate appraisal is counterproductive.

The reorganization of the Livestock and 'Craps Departments
together with the proposed technical assistance would enable this

. 'section of the UDR to effectively appraise and supervise the loan
“applications proposed for funding by the RFE project.

Folicies:

=t p

UDE limits its exposure per project to the lowest of:
d. BO%L of the project’s cost
b. 20% of UDB s net worth

It will not normally finance projects with debt/equity ratios
exceeding 5 to 1, and if necessary will make equity investments
to keep the financing plan of projects within this limit.

UDE has the stated policy of not accepting any foreign exchangs
risk. Yet the EEC credit leaves UDEB with this risk and they
incurred a UWUSh 192 million exchange loss on this credit in 1983.
UDE is now renegotiating this credti. According to UDE officials
the GOU bears the exchange risk on the IDA and OFEC credits.
However, it appears that certain BOU officials look on the UDR as
a 60U institution which is as capable as any other GOU financial

institution to absorbe the exchange risk. The issue of where
the foreign #change risk is lodged is a critical matter and
requires resolution. Commitments of foreign lines of credit may

soon reach % 130 million (see Appendix 4).

Depending . on the economic sector in gquestion and GOU pricing

policies, devaluation of the shilling could substantially

increase the final borrowers debt service required on these

loans. The UDR is taking the position that changes in exchange

rates will be fully reflected in prices, and that debt service,
as & % of the borrower’s revenue, is likely to remain constant.
This seems to be & very optimistic assumption which if proven
wrrong could result in many defaults.

Obviously it is very difficult to predict what the final effect
of all these factors will have on the borrowers ability to repav.
But it is interesting to note that during August, 1983 the
exchange rate was in the area of Sh 270 per %$1.00, and in
November, 1983 it was Sh 330 per $1.00. This would increase loan
balances by Z04 aover & 4 month period. Debt service on foreign

xchange denominated loans, as a per cent of the borrowers total
revenues, is most likely to become more burdensome.

Under the RFE project, clients will repay loans in local currency
based on the prevailing exchange rate at the time of their
drawdown with no foreign exchange exposure being passed to the
loanee.

u
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Some 14 steps have been lidentified  in processing an loan
application in the UDB. All processing is done now in the bank’s

head office. A description of the different. steps is given
telow:

i. A& standard application form is purchased from the UDE. This
form, together with supporting documents stipulated in the UDE
form, are completed and submitted to UDE. Supporting documents
include:

a. copy of Articles of Incorporation or Certificate
of Registration, .

b. copy of Income Tax LClearance Certificate,

c. copy of cuwrent operating license(s)

d. copies of latest accounts--Frofit and Loss, Balance
Sheet.

e. copies of bank statements for past six months

f. list of title deeds, debentures, loan agreements,
and contracts.

If a feasibility study has been prepared, a copy is to be sent to
the UDE with initial application. Copy of application +form
attached.
2. The application is logged in at the General Registry., and
forwarded to appropriate Division in UDRE. The application is
screened at this point, and one of three options exercised——

a. cut if not a suitable project for UDE consideration,

b. heold pending receipt of additional information,

c. applicant called for personal interview.

3. Option “c* must be selected for application to continue.
During the interview, the planned investment i= dizcussed by the
applicant with a loan officer.

4. I+ applicant is successful with persomal the interview, then
arrangements are made for a loan officer{s) to visit project
site. This also serves a an opportunity to verify physical

property and other aspects of the initial application.

S Freparation of appraisal report--done by the loan officer
assigned to the application with assistance from other

'15ﬁecialized.perscnal {(financial analyst) in the Division.

S Divigion Commnittee Review of application and appraisal
report—-committee composed of Head of Division, Senior Loan
Officer in charge of section, and loan officers who made site
visit. Meetings called when 3 or more applications ready for
review. This committee has three options:

a. teject the project,

O
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b. return to client or appraisal staff for additional work,
- recommend application to Operations Committee.

7 Operations Committee-—meets weekly, and chaired by the Ast.
General Manager, Operations. Members incliude all the Heads of
Divisions., -and . the Head of Supervision as secretary. A summary
of the project is presented by the loan officer in charge of.the
appraisal. If the loan application is approved, it is forwarded
with a recommendation to Folicy and Investment Sub~Committee of
the RBoard of Directors.

8. Folicies and Investments Sub—-Committee-made up of three
directors of the Board of which one is chaifrman. A
representative of the Bovernor of the BOU and the General Manager
of the UDR also members. Projects are presented by the Ast.
General Manager-0Operations. This amounts to the final review of
the project, but one additional approval step is required if the
project is recommended by this sub-committee. Meets every one-
two months.

. Board of Directors-——final appfcval based on recommendations
of the FPplicy and Investment Sub-Committee. Intervals for
meetings to confirm loans sometimes up to three months. No loan

pffers can be made until loans confirmed by this Board

10, Secretary of the Board approved loans, and sends written
notification to the Department Head. The Board reserves the
option to &dd conditions to the loan (security reguirements,
right to approve management).

11. Department Head prepares a Letter of Loan Offer (example
enclosed) giving conditions: and disbursement schedule. This
letter is sent to applicant.

2. If terms and conditions acceptable to applicant, the Letter
of Offer is signed and retwned with security documents (title
dead) . :

13, Legal Department of UDBR then prepares instruments to

register a charge on the title deed(s) and forwards documents to
Ministry of Justice to be registered.

14. When documents returned from Ministry of Justice, UDE then
informs applicant and requires a 1%4 commission on total loan to

“be paid by applicant to UDE. Disbursement according to schedule

then commences.

The time required for completion of the entire process, assuming
that the application continues to move forward with being
returned for additional work or information, is estimated to be
gix  months with current volume of work in UDRE. With increasing
applications in the agricultural division, it is anticipated that
the processing time will be even longer once a number of
applications start to enter the system. There will also be

k3
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apﬁlicatians which must be returned for additional information
and analysis.

It is being proposed that during the early part of the project. &
development banker work with the agricultwal division to improve
procedures in  loan processing.’ It is furthermore recommended
+that ~consideration. . be given . to delegating authority Ffor a
" specified level of lending to be approved and authorized by

executive staff of the UDR. Routine agricultural 1loans which
fall into the approved categories of UDRB lending would bhe more
efficiently handled by the executive staff of the bank. Members

of the Board of Directors have limited professional experience in
finance and banking, and hence their contribution to the loan
approval process is more likely to be in ensuring that lending
complies with overall bank policy.

A
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The Ffollowing extract from the 20 april 1982 Staftf Appraisal
Report (F 14) carried out by the World Bank on UDR in
‘consideration of a new % 35 million line of credit, adeqguately
describes loan processing procedures.

“UDE already has well established procedures for processing

projects. Its bye-laws .prescribe that ail applicaitons for
financing should be made on a standard form. in addition
sponsors are reqguired to submit detailed feasibility studies if
available. - ALl applications are preappraised to quickly

eliminate those which do not fall within UDB’'s mandate, and those
where the state of preparation by the sponsor indicates that
immediate consideration is not merited. Frojects which are not
rejected after preappraisal are appraised according to guidelines
which are adapted to the needs of the sector and the project
size. For small industry, commerce and small agricultural loans
{(these have accounted for a substantial proportion of the number
of loans UDR has considered), UDB s appraisal is limited to basic
commercial and financial analysis, and has adequately addressed
issues. UDR's appraisal of large scale industry projects is
comprehensive, and includes calculation of financial and economic
rates of retwn. Because of the very small number of such
projects that heave been undertaken in Uganda since UDE s
inception, its experience in undertaking such comprehensive
appraisals thas not been very extensive, and it will neesed some
guidance and assistance, expecially in technical and econamic
evaluation, to appraise the larger number of projects to be
financed wnder the proposed credit. This assistance would be
provided by consultants and by IDA& in its review of subprojects.
All appraised projects are reviewed by an investment committee
chaired by the General Manager and consisting of all division
heads. This committee is responsible for making final
recommendations an loans for approval by the Roard.”

_ “"UDB s supervision procedures call for guarterly visits to
each borrower. In practice, this has not been possible because
of  the security situation and transport difficulties. Clients
around Fampala have therefore tended to be adequately supervised
while those in distant areas have generally been barely
supervised. This is5 a problem which is faced by all financial
institutions in Uganda, arnd will only be resolved with general
improvements in the security and transport situations.”
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T Appendix 1 is-a summary-of- -UDB s income and expenditure statement

for 1978 through first guarter of 1984. Appendix 2 shows the
balance sheets for this same period. UDE incwred losses each
vear from 1978 thirough 1983, with a cumulative loss at 3 Dec
1983 of Sh 729 millioni the total share capital at the time was

8h 1143 million. Outstanding loans during this period has grown

substantially from 8h 125 million to S8h 2358 million. Most of
this growth occured during 1983 when UDE began heavily utilizing
foreign lines of credit. The growth in borrowings increased firom
Sh 2 million in 1980 to Sh 188 million in 1981 to Sh 817 wmillion
at the end of 1982 to 8h 2241 million in 1983, Appendix 3 is a
historical statement of souwses and application of funds.

It should be pointd out that a 70% provision for bad debts was
made in 1980. This represented a potential write off of Sh %0
millicn, out of a&a total of &Sh 134 million. Yet current
experience indicates that this provision is probably excessive.
Losns put on UDB"s books prior to the float of the shillings can
rnow  be repaid with greatly devalued shillings. These borrowers
are voluntarily clearing these old debts in order to bhe eligible
for new loans.

As  with other institutions in Uganda, the UDR suffered from the
chaos of the 1971 to 1981 period. Accounting standards were poor
duwring this period and this has resulted in qualified audits for
1980 and 1981. A primary reason for the gualification is that

" UDE could not produce a list of individual loan balances. showing

specific  allocation for bad debts. The accounts department is
actively working on this problem. "

FRESBENT FOSITION AMD FUTURE FPROJECTIONS

F T — et e e [ -

The draftt audit for 1987 has been completed by Frice Waterhouse
and is being reviewed by UDE. Appendix 5 is a copy of the 1983
diraftt audit. The moast noteworthy elements of the 1983 draft
audit are as follows:

i. A 16 fold increase in foreign borrowings over two vears,
Shs Z01 mitlion (1981) compared to Sh 3241 million (1983). &t the
end of 1983 the total foreign lines of credit avalable stood at
Sh 16,642 million (compared toc Sh 1920 million for 1981).

2. A net loss for the year of Sh 473 million compared to a
logs of &Bh 110 million for 1982. Significant increases in
administrative expenses account in part for this increased loss.
UDE is maintaining & larger staff (especially in agricultural)
anticipating increased lending in this area.
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3. There was a loss of Sh 74 million in the Ranch
Rehabilitation Frogram. This was dus to stolen goods (purchased
by UDE), death of cattle, and an “apparent" foreign exchange

. loss. Because of movement in foreign exchange rates, an exchange

loss is carried an the books until the goods are sold when their
full value is recovered.

4. tnder th EEC line of credit, the UDE is not permitted to
pass exchange risks on to the borrower. This resulted in a ©5h
193 million exchange loss in 1983. UDE is making efforts to
reneqotiate the terms of this credit.

S UDE s operational efficiency has improved during the

year and they are making progress in solving various problems and
the implementation of improved systems.

- With respect to income, it is worth noting how UDE
accounts for interest income. UDB accrues interest only on loans
guaranteed by GDOU. On other toans it accounts for interest
income only when the money is actually received. The 1983

interest income from loans was Sh 176 million, vet this contains

at least 5h 144 million of accrued income on GOU guaranteed
loans.

Afppendix 4 shows the approdimate position of UDB's Industrial
Department at Il December, 1784 with respect to foreign lines of
credit.From this table one can see that the focus of UDB's

current lending policy is on industrial rehabilitation. The focus

of the UNDF assistance to UDE has been on strengthening the staff
in the Industrial Department in preparation for this increased
lending activity. Yet even with the external assistance
(expatriate engineer and economist) it is not likely that the
Industrial Department could responsibly administer any more
credit bevond the $1046 million which is now available. On  the

other hand the Crops and livestock Departments do not have sach
large credits.

There is only one foreign line of credit (DR II <Ranch
Rehabilitation Froject> for 10 milliomn wunits of account
(estimated to be %173 million) which is available to the Livestock
Department. This credit has now been almost fully disbursed, and
the workload in this department is drastically reduced. No lines

of credit are available to Crops Department. These two
Departments now have a significant ekcess of staff, some of whom
will be transferred to the new Supervision and Recovery
. Department. The RFE credit can be staffed Ffrom existing

personnel .

Ancther line of credit is the kKuwait Fund Loan ($25 milliom)
which dates back to the time of the Amin administration. It was
originally intended that these funds should go to financing large
livestock projects. These funds should have been disbursed by
the Ministry of Agriculture but for various reasons they were
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unable to do so and this line of credit has remained dormant.

_The  UDE has been given the task to re-activate this fund and a

meeting took place in December 1983  to discuss the issue. The
general outcome of that meeting is that the Kuwait would like
these Ffunds to be used to rehabilitate the parastatal Uganda
Livestock Industries, Ltd. <ULI>-(large scale government stock

“farms). A condition to the credit is for local banks to put up

2534 of the amount in local currency for working capital for ULI,
but it is doubtful is any local bank would be willing to put up
working capital for ULI as their financial position is very poor.

An issue - of considerable importance to the successful
implementation of UDE"s loan program is their ability to mobilize
local currency. The best use of foreign lines of credit is for
the importation of needed foreign goods, such as factory
equipment. Yet the importation of such eguipment is only part
of a typical rehabilitation loan package. The installation and
utilization of such equipment reguires local construction,
working capital, and other uses of local currency. The
Devel npment  Finance Department of the Bank of Uganda said that
the BOU will make available local currency to.the UDB, however

consideration should also be given to using part of the RPE funds

for local currency requirements, especially when items previously

thought to be available only through direct importation become
available omn the local market. Rather than to explicitly state
that RFE funds be restricted to only off-shore pruchases, 1t is
more important to ensure that the total financing package of a
client’s project contains the mutually agreeable portion of
equity contribution, local ICI finance, and RFE {funds. ‘

In most cases the loan package from UDR will have to include the
local currency portion as well as the foreign currency. Fecent
estimates by the industrial department of UDE indicate that for
every $ 1 of foreign exchange $ .50 of local currency may also be
required. The Industrial Dept. currently has foreign lines
totaling $106 million (Appendix 4) this may require as much as Bh
17 billion in local cuwrrency to implement these loan packages.
The combined savings of all the commercial banks in Uganda does
not total 8h 17 billion., and all of these deposits are being
fully utilized in their own loan portfolios. Currently there is
no excess liquidity in the Uganda banking system.

A condition to the IDA loan was that UDE share capital be
increased by the government. A condition to this credit was an
increase of USh 100 million per year for three vear. This
condition has not been met. The IDA credit also provided that
the First $10 million of the $30 million credit disbursed would
be converted to eguity in the UDBE. UDE engaged the services of
an international consulting firm, PE International, to appraise
major loan application in the industrial sector, and now have

appraised projects which will commit about half of the IDA
credit ($15 million).

Eventually principal and interest repayments from UDE loans will
be sufficient to provide the shillings needed to implement new

10
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projects. Yet, due to the grace periods provided for in most UDB

‘loans these loan repayments will not be significant in the

initial years.

It’ is likely to be very difficult for UDB to mobilize the local
currency needed to execute their existing foreign 1lines of
credit. BRecause of. this situation USAID may wish to channel
shillings generated under other USAID programs to the UDE for use
as local cover needed to implement RFE loan packages.

The duration of these foreign lines of credit and the terms of
UDE*s lending policies creates another problem exposing UDB  to
foreiagn exchange risks. The average sub-loan under UDB’s various
foreign lines of credit is for 3 1/2 yvears, but the average

repayment period for theee lines iz 13 vears, The borrowers
obligation ends with the repayment of his loan after S 1/2 vears.
Dwring the remaining 7 1/2 vears UDB may be wposed to the

foreign  exchange risk on such loans. The management of UDE say
they will come to an arrangement with 60U to be free of such
exchange risk. Yet, to date, no such arrangement exists.

i e ot 12 o it et e Soate e o S

UDE's success as an ICI will depend on its ability to properly
appraise and supervise loans and keep defaults to reasonable

minimums. Considerable effort is now underway in upgrading and
streamlining UDE operations. The past gives nmo indication of
what UDR's performance is likely to be in the future. The bank

is undergoing a period of substantial transformation.

Nevertheless, current information at UDE indicates that all the
changes and upgrading that has been taking place at UDR has not
vet .resulted in an improvement in loan recoveries. Recause of
grace periods very little of UDR’s loans have any principle due,
yet interest is to be paid. It was already mentioned that about
BZ% of 1983 interest income was accrued, not collected. I1f one
takes into account the uncollected interest (8h 133 million) on

other loans (not guaranteed by BOU) this percentage increases to
0%,

UDE financial performance for the first quarter 1984 also
indicates poor recoveries. During the guarter UDE expected loan
recoveries (primarily from interest and delinguent loans) of Sh

e

I3 million. Actual recoveries were less than Sh 5 million.

The Supervision. and Recoveries Department needs to be
substantially improved before UDE will be & viable self-
sustaining institution. The strengthening process is still
underway. If UDE can not improve its recovery rate, funds

currently planned for onlending through UDR should be channeled
through other ICI°s. The Froject Agreement with GOU should
spell out certain performance criteria for UDE. Failure to
maintain these performance standards should be grounds for
suspending the flow of AID funds to the UDE until performance is

11



{) 1. W

L

P

F-i5

back up to the specified level.
IV GRINDLAYS EANK

Grindlays Rank (U} Ltd. is a locally incorporated bank (October,
12469 . Grindlays was the first bank to open in Uganda in 1%06.
Grindlays was the government banker from {913 until the formation
of the Bank of Uganda in 1966. In 1970 Grindlays operated 18
branches and 32 sub-branches with representation in all major
Ltowns. With the military government transferring all government
and parastatal accounts to Uganda Commercial Bank, insufficiant
banking business remained to justify branch operation up-country.
Grindlays Eank operations have since been reduced to one banking
facility located at 435 Fampala Road, Fkampala (F.0. Box 7131,
Cable MINERVA).

Grindlavs is capitalized at USh 20 million and ownership is 5S1%
Grindlays Bank Limited London and 49% Republic of lUganda. A
summary of Grindlays financial performance for recent vears is as
follows:

Table 1. Grindlays Ferformance 1379-83
' (USh 000, 000)

TOTAL TOTAL FROFIT CAFPITAL
DATE DEFOSITS LOANS BEFORE TaX % RESERVES
10/,7% P8I TET7 S.& 78
107,80 1,086 487 17.5 92
10/81 - 1,873 296 23.5 99
10/82 2,317 921 - 135.6 359
10/8% 4,441 | 24301 167.3 78

Source: Grindlays returns to BOU
Grindlayvs Board of Directors (31/10/83)

Mr. G.6. Howard

Mr. J.E. Milligan

Horm. C.H. Obonvyo-Jabwor, M.F.
Hon. G.M. Ssenduala M.F.

M. C. Easibavo

Mr. T. NEavarwa

Mr. J.B. Simpson (Secretary)

As of June, 1983, 524 of their lending was to the agricultural
zector with the following being a futher sub—division of total

bank lending related to the agricultural sector: 41%4 marketing,
%4 processing, and 2% production. Most of the lending to
12
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marketinga'was to coffee cooperatives to finance seasonal coffee
purchasing.

Grindlays lending policy is based on their many vyears of
experierrce in ‘commercial banking in Uganda. A Risk Asset
Management guide has evolved providing Grindlays staff with

cguidence for- loan. appraisal. . The criteria.for loans is based on

(1) target market, (2) security offered, (3) amount of loan.

Levels of authority are:
(currently being revised upward)

1. Manager (Kampala Branch) USh. 5 million
2. Country Credit Manager Ush. S million
3. General Manager USh. SO million
4. London Office over Ush. SO million

Loan applications are made by the client in written form

following an initial discussion with bank manager. This
application 1is then screened using the Risk Asset Management
guide including the assignment of a risk grade. Frocessing is

fairly rapid with a decision generally within three months.
Acceptable securities are: (1) fived deposits, (Z) mortgage, (3)
personal guarantee by person acceptable to Grindlays. (45
treaswry bills and gqgovernment stock, () debentures, (&)
surrender value of insurance, (6) other acceptable guarantees.

Fepayment periods depends on type of loan for the market groups.
Maximum period is currently I years with grace period up to 12
mornthes. Loan recovery is by bank order for monthly fixed or
variable repayments depending upon what type of activity is being
tinanced.

Bank of Uganda consideres Grindlays performance on loan recovery
to be very good.

The manager Mr. David Edger has expressed strong support for the
program. He feels that many of his small to medium sized
customere  are the kinds of people USAID has targeted in RFE and
that they could productively benefit from this scheme.

The following is an outline of the program discussed with
Grindlays (refl Dempsey memo to I.Coker dated 21 November 1983):

Aa Source of Funds: USAID grant to GOU which would on—~lend

to Grindlays &t a rate sufficient to allow Grindlays +to cover

costs and make a fair profit. Grindlay’s repayment would be in
shillings based on Window II exchange rate prevailing on the day

“of dollar disbursement. The foreign exchange component of the

loan would come From USAID sources, but the local cuwrrency
requirements would come from Grindlavs own sources.

b. Terms of Subloans: loan repayment periods will be 2-5

vears depending the repayment capacity of the project. Repayment
terms to GOU would be 8-10 years. The prevailing commercial rates
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will apply on all sub-loans. The borrower provides collateral in

the Fform of a cash deposit (interest bearing) at Grindlays equal

to &60%Z of the foreign exchange loan. Grindlays would require GOU
to guarantee the remaining 40%. Grindlays would bear the full
credit risk on the local cwrency portion of the loan.

: ©. . Appraisal ‘and Technical Assti: Since Grindlays will be
lending to established customers with proven track records of
repayment, they feel it not necessary to have an exhaustive
technical appraisal of each loan. In addition there will be the
&0% collateral held on deposit. Grindlays feel that & simple
standardized appraisal would suffice.

d. Frocurement USAID would make the services of a
procurement service available to help Grindlays with the purchase
and monitoring of foreign goods. All dollar disbursements will be
made directly to the suppliers.

Grindlavs staff report that many of thier clients are now
providing collateral in form of interest bearing deposits equal
to 100% pf the amounts borrowed. This does not make economic
sense but is done {(according to Grindlays staff) to discourage
demands on client funds from the extended extended family. In
effect these borrowers are paying 4%or 5% (the spread betwesan
deposits and lending rates) to borrow their own money. With this

wperience they feel that they would have no difficulty obtaining
L07 collateral deposits.

an issue that requires better definition is the amount of RPFE
funds that could be productively channeled through Grindiays.
Their staff conducted & survey to better guantify the likely
demand {(and 1likely sectors) for RFE funds. The response was
favorable and initial client interest was much higher than
originally - anticipated. The management of Grindlays fell that
this will depend in part on  how effective the procurement
mechanism proves as Grindlays intends to use RFE funds to
fimance clients off-shore procurement needs.

Another concern is the willingness of GOU to approve a program
with Grindlays. Several months ago GOU strongly opposed the idea
of using the private commercial banks. Yat ., since that time CEU
has been dropped from consideration. It is recognized that UCE
could, at this moment, responsibly absorb limited funds, and UDE
is not expected. to be able to absorb more that the amount
provisionally sst at 8.5 million. Commercial banks are a
suitable option available to channel RFE funds, and if the UDE
praoves unable to absorb the amount of funds provisionaly set
aside For the UDE, then consideration can be given teo shifting
additional funds to the commercial banks.

It ie recommended that USAID should take a very strong position
with GOU that would allow the inclusion of private commercial
barmks into the RFE Frogram. Generally speaking their internal
fimancial controeols are much better than their quasi-governmental
counterparts, their default rates are much lower, their client

14
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base is more reliable and less in need of technical assitance,

and ‘their lending decisions are less subject ' to political

considerations.

Subject to resolving some of the issues mentioned earlier we

‘recommend at least a pilot project be tried with Grindlays. with
cfuarther expansion being dependent on ‘a successful pilot. The 60U

may find it more easy to approve a ‘“pilot" project with a
commercial bank.

Because the commercial banks do not have significant technical
support staffs, USAID may wish to make such support available to
them on a selective basis. In this way USAID may be able to
channel more of the RFE funds into areas of higher priority to
USAID.

15
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The Uganda Commercial. Bank (UCB) was established in 1945 by Act f

Savings Bank inheriting 9 branches. From its inception the UCE |
has experienced rapid growth owing in part to government policies

that directed all government and parastatal institutions to use

the UCE as their banking facility. It is now the dominant
banking institution in Uganda accounting for a majority of the
banking business. UCE is owned entirely by the Government of
Jgaridet.

UCE head office is located in Kampala in the UCE Building.
Mailing address is F.0. RBox 973, cable address UGACDMBANE.,

UCR offers a wide range of banking services to the general

public. Froviding credit and other banking servicez to the
saricultural sector is a specific objective of UCE. It has also
engaged small-scale industrial lending and term lending to
agricul ture. Several government devel opment funds are
administered by the bank on a marnaged funds basis. LUCE small-—-

sCcale fndustry lending program was recently expanded through a %35
million line of credit from IDA.

Structure

UCE management responsibility is vested in a 10 person Board of

Directors. The Chairman of the Board is also the chief operating
officer of the bank, There are two General Managers,

Administration and Operations, and these positions are currently

being covered by Department Heads in the capacity of acting

General Managers.

Table 2. UCER Board of Directors

Name ' Fosition Decupation

Mr-. R.H.Eaijuka - Chairman Managing Dir./UCE
Froft. F. Banugire Member ' Economics Lecturer
Mr. C.F. Atidoro ) " Business Lectuwrer
Froft. J. Ilukor “ Fhyvsics Lecturer
Dr. W.B. Nganwa " Dental Surgeon

o Mrs. 1. Wanendeva u Businesswoman
Mr. J. Mulwana " Businessman
Mr. A.D. Lubowa " Gen.Manager EMCO
Hon. S.E. Byakika o Folitician
Mr. J. RBagabirwa Secretary Chief Legal Dept/UCR
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The management and decision making process of UCE is centralized.
There are eight departments in’ the bank; credit, accounts,

international, audit, administration, 1legal, personnel., and
research/planning. There are over 50 branches, but except of
routine account management decisions, branch managers have

limited discretionary authority in approving credit applications.
" They do have responsibility. for supervision and collection.

Adequacy of security is the most important criteria for lending
at UCEH. The bank uses all normal forms of security, but prefer

mortgages in agricultural and industrial loans. Other forms of
acceptable security are fiued deposits, debentwes, and
acceptable guarantees by companies or government. Dnce the RBROU

guarantee scheme becomes operational and 'if it has an adequate

level of coverage, UCE would be able to expand their lending to

viable projects previously excluded due to inadequate tangible

security.

Loan applications are made on standard forms through the nearest
branch office. Loan applications include the following: 1)

income tax certificate, {2) statement of liabilities and assets,

(g cash flow projection, (4) valuation report when tangible

property is offered for security. The branch manager will pre-
screen  the applications, add comments and recommendations, and

pass the application to the head office credit department for a

decision on the loan application. The BOU has established

guidelines to encourage lending to certain priority sections of

the economy. These guidelines currently favor agriculture and

industry, and UCB takes this into consideration when approving
lpans. The Credit department conducts its own analysis of the
application wusually following & visit to the project site.

uce uses several disbursement methods including overdratt
facilities, credit to ocurrent account, direct payment to
suppliers and contractors, and supply of actual inputs. UCH

prefers to make in~kind disbursements, but this is often not
practical in many situations.

Repayments are generally made by bankers orders with frequency of
payment (monthly, quarterly, or semi-annual?) based on projected
cash flows. All borrowers are reqguired to maintain  their
business banking account with UCR thus enabling the bank the
opportunity to monitor account activity. . Loans tend to be short
to medium—term, not generally over S vears. Moratorium on
repayment can be up to 12 months.

o SRS 35 B S

Total staff of UCR exceeds 2,&00, with about S%U being
professional banking staff. UCE has its own training school to
provide specialized training, opportunities for staftf up—grading,
and orientation for new staff. UCR is generally considered to
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be a qood employer, and therefore staftf turnover is small.
Fromotion generally come from within, and a review of current
officers in Department Head positions indicates a average age in
the early forties with 20 years service in the bank. UCE also
has several specialists on their staff such as lawyers and
angineers. (An- organizational chart and biographical information
of department heads is attached as Appendix 9.

Einancial Fosition
UCE has made a profit every vear from 1976 to present with the
xcept 1979 when there were considerable war related write—-offs.
The most recent balance sheet (September 1982) reported a
aperating profit before tax of USh. 251 million for the vear.
There was alsc recorded a significant increase of USh 2.48
billion in the capital reserve as the result of restating the
value of bank property, however, the auditors qualified this
entry as this couwld not be supported by independent professional
valuation.

Lending has increased signifticantly in recent vears. Lending up
to 1982 generally ran S0-60% of total deposits, and be September
of 1982 this increased to 86%. The amount that UCE lends to
agricultwre has generally been around 40% which is close to the
guideline of 30% as established by the BOU. Only a small portion
of thisz agricultural lending has been for production with the
majority going to agricultural marketing and procession (finance
the puwchase and processing coffee and tea). This trend has
continued to the present, and slow payments for coffes exports
have contributed to.-current the liquidity problems facing UCE and
other banks.

The 1982 audited account shows nearly USh 700 million as being
items in transit (funds from branches). The previous year this
amount was even larger.. The auditors noted that this amount has
not been reconciled nor investigated. Other commercial banks in
Uganda. except For the Cooperative Bank, have ouch lower
percentage levels for transit items.

It is difficult to evaluate the loan portfolio of UCE using

normal criteria in assessing arrears because much of the
portfolio is made up of short-term loans (overdrafts) that are
rolled over with regularity. A portion of the short-term loan

account would be more appropriately considered as medium—term

credit as many averdraft ac:nunts remain at relatively constant
levels throughout the year. - Seasonal credit advanced to finance

crop purchases also remains outstanding longer than originally

gl anned due tn delays in remittence by commodity export
authorities.

Current authorized share capital for UCE 'is UBh 1.5 billion.
Faid up share capital stands at USh 280 million, and this is
expected to increase Lo USh S00 millionm by end of 1983. Further
increases 1in share capital will be required for UCE as capital
base is inadeqguate for present and projected operating levels if
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the leverage ratio {(total assets/equity) are to be maintained at

acceptable levels. Income in 1982 was nearly 8 times share

capital and profit after taxation was slightly more than total
share capital. ‘

 Growth of UCE’s operations, like all other credit institutions in
‘yYganda, depend mainly on development in the economy and on

wternal influences especially those related to security. As is
difficult to accurately forecast those developments, meaningful
financial projections are difficult to prepare. Frojections
necessarily have to be highly qualified resulting in documents of
limited value when assessing the capability of a credit
institution to effectively manage funds. I+ the economy
continues to improve as current indications suggest, there will
be increased lending opportunities to viable projects by all
banks. Given UCR current share of the market, they are well
placed to take advantage of RFE funds, especially provisions
related to off—shore procurement.

Fecommendation
Consideration of the UCE as an ICI for the RFE project followed
a reqguest by the BOU that UCE be included. This request came
dwing the final stages of preparation of the project paper.
Insufficient -~ time remained to complete a full ICI assessment for
UCH. It is recommended that before a final decision is made
on UCE, a review of the 1982-87 audit report should be completed.
This document is expected to be available during the third
quartetr of this year.

# indication of UCE capability for small-scale loan management
can be determined from closer examination of their current
management of the IDA industrial rehabilitation credit. Many of
the featuwres of this credit program for industrial rehabilitation
are  similar to those enterprises being proposed for
rehabilitation under RFE. A demonstrated effective system for
loan appraisal and supervision for the IDA credit would support
UCE as an ICI for RFPE.
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APPENDIX 1
UGANDA DEVELOPMENT BANK

Historical Profit And Loss Statements For Year
Ended December 31 )
(U.Shs. million)

Ist.Quart. Budget

| INCOME 1978 1979 1980‘ 1981 - 1982 1983 1984 1984
Interest on Loans 11.818  11.600 6.400 16.567 .80 176 nz 1076
Profit Sale Bicycles - - - . - a3 . -
Commission and Committment Fees : 0.131 0,347 2,018 - - - -
Exchanga Gain - - - - - - 13 -
QOther Income 0.256 0,300 2.150 1,651 6 12 B 2 11
Tota] Income 11.283  12.031 8,897, 20,13¢ ....86. 2L .Qel.-  -.108L.
EXPENDITURES ‘

Interest on Borrowings 0.280 0.280 0.280 18.619 63 157 - 22 478
Staff $alaries and Wages 3.339 3,127 6.286 - 12,382 - - - .80
Other Administrative Expenses §.829 6,551 12.109 25.667 - - - 225
Total Administrative Expenses 9.168 9.678 17.395 38,049 130 215 a3 335
Lass on Ranch Rehabilitation - . - - . - 74 ]0 56
Exchange |oss : - - - - - 193 - -
aszze== ===s=== =ss====  =sss===  ssss===  s=ssss= gasgsss S
Total Expenses 9.446 9,958 17.675 56.668 196 639 128 869
Profit Befare Provisions 2.336 2.073 ( 8.778) (36.532) { 110) ( 368) 2 218
Loans and ?rovisions for losses 2.817 1.817 89.610 - - ( 105) ( 28) ( 112)
Profit After Provisions { 0.482) 0.256 ( 93.388) (36.532) ( 110) ( 473) [ 26) 106
Loss Brought Forward - - 10.596 109.082 146 256 - 729 729
Loss Carried Forvard wreesienee 1006 109087 145,614 286, .20 -alffer  eecflie

ref: ADB Report Annex 3.5
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ASSETS

Current Assets

Cash and Bank Balances
Treasury Bills

'Bicycles Project Acct.

Other Curpent Assets
Tota) Current Assets

Fixad Assets
Portfalia Loans
Stock i

Othep Fixed Assets
Tota] Assets

Liabi}ities and Equity
Current | iabilities

Bank Ovardrafts

Accounts Payable

Other Current Liabilities
Tata] Current Liabilities

F-2§

APPENDIX 2
Historical Balance Sheets as of Decemper 31
(U.Shs. million) ' PROJECTED
A A A A B B C D
1978 1979 1980 1981 1982 1983 Mar 84 1984
0.899 3.141 86.446 27.237 106 513 1305 351
2.992 8,992 6.510 29,74 - - - -
221 .
18.111 16.330 3.631 11.711 20 171 186 68
22.002 28,463 66.587 66.689 126 905 1491 419
EEET=== SSERIFSS 0 SE==S== = @ ==s=sss === =Ss===
126.552 104.714 - . 44.084 239.665 696 2358 - 3321 12518
. - - - 154 764 Nni -
6,287 8.561 11.217 22.676 30 55 57 305
163.84] 141,738 121.888  331.030 1006 4082 5886 13242
4.425 1.664 1.920 0.904 14 54 " -
.594 1.088 5.036 24,257 43 283 249 322
.429 2.835 2.515 0.439 - - - -
-=3:448 __3,087 __.9.471 _.25.600 ____ 67 .  __ 337 _ 249, ..322..
esaf2
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PROJECTED 1
A A A A B B C D :
1978 1979 1980 1981 1982 1983 March B4 1984
Long-Term Debt 42.555 42.835 9.147 187.692 " 853 3331 4921 9627
Share Capital 100.000 100,000 10Q.000 100,000 352 632 532 - 3032
Accymulated losses { 6.514) ( 37.036)(106.082) ( 1456,614) { 256) ( 729) ( 725) ( 366)
Capital Contribution 12.352 32,552 112,352 163.352 - 611 611 627
Total Shareholders Worth 105.838 93.516 103,270 117,738 96 414 418 3293
TEMEISIEE =z=Ra3=FT== ZSZES=S SESFERSE SZSSESSSS SE=EZZSIES =
Tata] Liabilities and Equity 163.841 147,738 121,888 331.030 1006 4082 5586 13242
. 31 3 1 zSTT==== F:-23 f-F 111§ SEBTBSESD . SESSZSSE SSSSRESES SE= = ==
Debt/Equity Ratio a.40 0.45 0,01 1.58 8.9 8.0 11.8 2.9
Current Ratio 3.4 3.5 7.0 2.25 2.2 2.0 6.0 1.3
Average Gross Assets 181 177 178 2N 669 2544 4834 B662
Ref; - ADB Report Annex 3.6

A
B - Draft 1983 Audit

€ - st Quarter Financial Report
R - 1984 Budget




p - 1984 Budget

APPENDIX 3
UGANDA DEVELOPMENT BANK

Historjcal Statements of Sources and Application of Funds

For Years Ended Decemher 31
(U.Shs. million)

PROJECTED
A A B . B c D
SOURCES 1980 1981 1982 1983 March 84 1984
Net Profit (98.388) (36.532) ( 110) ( 368) 107
Provisions 89.610 - 12 408 201
Cash Generated From Operations ( 8.778) (36.532) ( 98) ( 40) 308
Increase in Share Capital 80.00 51.00 - 89 791 2500
Loan Repayments 31.621 44.079 39 33 66
Increase in LT Loans - 184.306 626 1208 7224
Ranch Stocks Distribution - - - - 1357
Other Sources 3.135 0.839 30 - 279
Tata] Sources 105.978 243.746 686 1992 11734
s=SERES= =% WRSTSTSTAER EEIAPREST s==z=sszzo=

APPL ICATIONS ]

Loans Pisbursed - - 52771  239.660. . 437 . 807 10743
Purchase of Fixed Assets 3.309 13.302 17 3 214
Repayment of Loans - §.997 - - - 125
Increased Stock - - 154 610 - 951
Increase in Treasury Bills . 23.23]} - . - -
Othar Applications - 8.030 7 ( 40) - -
Movement in Liquid Funds Al 687 - -
Increase (Decrease) in Working Capital 49,898 ( 46.474) - - (_299)
Total Applications 105.978  243.746 686 1992 11734
Ref: A - ADB Report Annex 3.7 TRRTRTE ThmmR e e T

B - Draft 1983 Audit
£ - 1st Quarter Financia] Report *
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APPENDIX 4

TABLE 1

STATUS REPORT ON LINES OF CREDIT WITH INDUSTRY DEPARTMENT.
A. LINES OF CREDIT WHERE BOROWER TAKES FOREIGN EXCHANGE RISKS

Line of Credit Amount of Amount Amount Amount Amount
Lina of Credit Commi tted Disbursed Committed but )
US. $M at 31/3/84  at 31/3/84  Undisbursed Uncomnitted
1. E.E.C 1.5 1.4 1.4 0.05 0.05
2. A.D,B.I. 13.0 12.1 - 6.0125 6.0875 0.9
3. EEC Uganda Hoes 3.5 - - - ' 3.5
4. E.I.B. 7.5 * 6.65 6.65 - 0.85
B. 1DB Yrade Financing (Hima) 3.7 3.7 2.2 1.5 , -
5. 1.D.B. 6.5 - - - 6.5
7. ADB JII 26.0 - - _ - - 26.0
* Sub-total . 61.7 ) 2}.85 16.2625 . 7.6375 37.80
B. LINES OF CREDIT WHERE GOVT. TAKES FOREIGN ECH,. .. RISK
8. WORLD BANK (IDA) 30.0 4.8 - 4.8 25.2
9. OPEC : 15.0 0.2 0.2 - T 148,
Sub-total 45.0 5.0 0.2 4.8 40.0
ARAND TOTAL 106.7 28.85 16.4625 12.4375 77.8

L — — — . ———
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1.

" AUDITORS ' REFORT T0 THE MINTSTER OF. FINANCE ON THE
FINANCIAL STATRMENTS OF UGANDA DEVELOPMENT BANK
FOR THE YEAR ENDED 31 DECBMBER 1983

2.

3.

DRAFT

1] .
We have audited the financial statements on pages 2 to ¥. Our audit

was conducted in accordance with generally accepted auditing standards

except that the scope of our work was limited by the matters referred
to below.

i
l

As explained in note 5 to the accounts, the directors have been unable
to assess acturately the amount of loans which will ultimately prove

- §rrecoverable. We are, therefore, umable to form an opinionm on the

Teascnableness of the provision for loan losses included in the
financial statemcnts.

Ranch rehabilitation loans receivable have been included in the
balance sheet at an amount of Shs 420 million, as shown in note 8 to
the accounts. There was no system of control over the accounting for
such loans upon which we could rely for the purpose of our audit and
vwe were unable to obtain confirmation of the loan balances from the
borrovers. We are, therefore, unable to form an opinion whether ranch
rehabilitation 1oans receivable are fairly stated.

In our opinion:

i) the finamcial statements have been prepared on a basis
consistent wif:h that of the preceding year and are in
agreement with the books of account;

(ii) subject to the adjustments, if any, which may ultimately
prove to be necessary to the loan loss provision and to the
amount at which ranch rehabilitation loans receivable are
stated, proper books of account have been kept and the
financial statements give a true and fair view of the state
of financial affairs of the bank at 31' December 1983 and of

the loss and source and appiication of funds for the year
then ended. '

ettt i 2 ot A
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.- UCGANDA DEVELOPMENT BANK
© "7 PROFIT AND 1OSS ACCDUNT N
. FOR THE YEAR ENDED 31 DECRMEER 1983
Note 1983 1982
Shs s
. millions millions
INCOME
Income from loans . 176 80
Income from short term investments . . 11 3
Profit on sale of bicycles - 3 83 2
Miscellaneous. income _ 1 1
Total income 27 86

. EXPENSES
Charges on borrowings ‘ . 157 63
Administration expenses ) : 25 130
Loss on Tanch rehabilitation project 4 74 -

. Exchange loss (net) : 193 3
Total expenses 639 196
10SS BEFORE PROVISION FOR IDAN IOSSES (368) (110)
LOANS WRITTEN OFF (50) V-
PROVISION FOR IDAN I0SSES 5 (55) -
10SS FOR THE YEAR EEFORE TAXATION - {473) (110)
TAXATION ' 6 - -
LOSS FOR THE YEAR AFTER TAXATION (473) (110)
LOSS BROUGHT FORWARD (256) {146)

LOSS CARRIED FCRWARD (729) (256)
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UGANDA DEVELOPMENT BANK

Fi

BALANCE SHEET
KT 31 DECBMBER 1983

Note
ASSETS
Fixed assets 7
loans receivable 8
Stock and goods-in-transit 9
Debtors and prepayments . 10
Bicycles project account 11
Cash and bank balances 12
Total assets

T LYARILITIES, CAPITAL AND RESERVES
~ liabilities . ]

Bank overdrafts 13
Ioans payable 14
Creditors and accruals . 15
Total liabilities ‘
Capital and reserves
Share capital 16
Accumulated losses
Capita® contribution 17

Total capital and reserves

Total liabilities, capital and reserves

CHAIRMAN

3. !
1983 1982
Shs Shs
millions  millions
55 30
2,358 696
764 154
171 20
22 -
513 106
4,082 1,006
54 14
3,331 853
283 43
- 3,668 910
532 352
(729) (256)
(197) 96
611 -
£4 " 96
4,082 1,006

b
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STATBMENT QF SOURCE AND APPLICATION OF FUNDS
FOR THE YEAR ENDED 31 DECRMBIR 1983

SOURCE OF FUNDS
Loss- for the year before provision for loan losses
Adjustment for items not involving the
movement of funds:
Depreciation
Net unrealised loss on exchange
on loans receivable and loans payable

TOTAL GENERATED FROM QPERATIONS .
FUNDS FROM OTHER SOURCES

Capital contribution

loans received

Lloan repayments received
Net decrease in treasury bills

APPLICATION OF FUNDS

. Loss fuf the year before provision for loan 1losses

Adjustment for items not involving the
movement of funds:
Depreciation |
Fixed assets written off
Net unrealised loss on exchange
on loans receivable and loans payable

Total absorbed by operations
OTHER APPLICATIONS

loans disbursed

Purchase of fixed assets

Increase in stock and goods-in-transit
Bicycles project account

Others {net)

Increase in net liquid funds

1983
Shs
millions

(368)
400
40

TN
1,208
33

2,072

802
610

221
40

1,706

£-33

4.

1982
Shs

millions

k-7
626
39
30

.784

110
(3)
(6)
(3)

98

437
17
154

7

713

———

7

BEREESS



UGANDA DEVELOPYMENT BANK

NOTES TO THE ACQOUNTS
FOR THE YEAR ENDED 31 DECEMBER 1983

1.

2.
{a)

INCCRPORATION

The bank is incorporated in Uganda by decree. The. Uganda Government
has a controlling interest in the issmed=shares. bo-l..

SIGNIFICANT ACUNTING POLICIES

Accounting convention

The accounts are prepared under the historical cost convention.

{b) _Income recognition

()

()

N (e)

Income from loans is accrued and credited to income in the year to
which it relates except where loans are in default and where payment
of the interest is not guaranteed by the Uganda Government, in which
case no accrual is made, the income from such loans being taken into
income when collected.

Fixed assets and depreciation

Fixed assets are stated at cost less depreciation. Dépreciation is
charged on a straight line basis from the month following the date of
purchase of such assets at rates calculated to write off their costs
over their estimated useful 1lives. The annual rates used are as
follows:~ '

Leasehold buildings : &
Motor vehicles 25%
Furmniture, fixtures and fittings 12.5%

Stock and poods-in-transit

Stock and goods-in-transit are wvalued at the lower of cost and net
realisable value. Cost, which is calculated using the first-in
first-out basis, comprises invoice price converted, if denominated in
currencies other than Uganda shillings, at rates ruling at the
balance sheet date, and all carriage, duties, taxes, and other
incidental expenses incurred in delivering the stock into store. For
livestock and supplies for the ranch rehabilitation project, net
realisable value is based on the amount estimated as chargeable to
borrouers on disbursement of the stock to them.

Provision for loan losses

loans are stated net of a provision for that proportion of the
balances considered by the directors to be irrecoverabl .
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" DGANDA DEVELOPMENT BANK

NOTES TO THE ACOOUNTS (CONTINUED)
FOR THE YEAR ENDED 31 DECBMBER 1983

5.

6.

(£) CQurrency

The accounts are expressed in Uganda shillings. Assets and
liabilities denominated in currencies other than Uganda shillings are
translated at the rates ruling at the balance sheet date.

Foreign currency transactions which take place during the year are
recorded at the rate ruling on the transaction date. All exchange
differences are dealt with in the profit and loss account.

As disclosed in note 2(d), the invoice price of stock and
goods~in-transit, if denominated in currencies other than Uganda
shillings, is converted at. rates ruling at the balance sheet date.
Ay exchange differences are therefore inctuded in the cost of stock
and goods-in~transit since in the opinion of the directors these

. differences are recoverable.

PROFIT ON SALE OF BICYCLES

This arises from the sale of bicycles acquired "under a trade
financing agreement with the Islamic Developmen? Bank. It is stated
before charging the exchange loss on the Tiability to Islamic
Development Bank, which loss is included under "exchange loss (net)
in the profit and loss account.

10SS ON RANCH REHABILITATION PROJECT

This arises from the under-recovery of certain costs on disbursement
of livestock and supplies purchased. by the Pank under the ranch

rehabilitation project, financed by a line of credit extended by the
African Development Eank.

PROVISION FOR LOAN LOSSES

As a result of the uncertainties arising from the current economic
environment prevailing within Uganda, the directors have been unable
to assess accurately the amount of loans which will ultimately prove
irrecoverable. A general provision of 10% of loans receivable, other

thém those guaranteed by the Uganda Govermnment, has therefore been
made.

TAXATION

In view of the losses for the year, no liability to taxation will

arise, apd amounts 1id on provisional assessments for 1980 and 1981
are cansidered reco.erabie. ’

Yo fimal assessments have becen issued by the Income Tax authorities
since the inception of the bank in 1972.

N



. UGANDA DEVELOPVENT BANK

7.

rd

" NDTES TO THE ACODUNTS (CONTINUED)
FOR THE YEAR ENDED 31 DECBMBER 1983

FIXED ASSETS

Cost

At 1 January 1983
Additions

At 31 December 1983

- Bepreciation
. At 1 Jamuary 1983

thatge for the year
At 31 Pecember 1983

Net book amount

At 31 December 1983

LOANS RECHIVABLE

Foreign Oirrency

Industrial rehabilitation

F-a6

'~ guaranteed by Uganda Government

- Other

Ranch rehabilitation

local currency

less: provision for losses

Accrued charges receivable
- gomlﬂrmteed by Uganda Government
er

-

Staff

7.
Leasehold Furniture
land and Motor fixtures §
buildings vehicles fittings Total
Shs Shs Shs Shs
millions millions millions millions
s 19 12 36
- 11 22 33
5 30 34 69
- 3 3 6
- S 3 8
- 8 6 14
S 22 28 55
1983 1982
Shs Shs
millions millions
806 362
909 210
420 -
111 140
2,246 712
145 90
2,101 622
v 195 51
a2 10
20 13
2,358 696
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HJGANDA DEVELOPMENT PANK
NOTES TO THE ACDUNTS (CONTINUED)
FOR THE YEAR ENDED 31 DECBMEIR 1983
° 1983 1982
jls' n; S
. millions nmillions
9. STOX AND @ODS-IN-TRANSIT
Livestock and supplies for ranch rehabilitation project 722 116
Bicycles held for resale 38
!
- 764 154
10. DEBTORS AND PREPAYMENTS
Credit sales of bicycles . 68 -
) Lxpenditure to he reimbursed by Uganda Government
: Namanve Project 20 11
: Water and Sewerage Project 16 4
: . Kuwait Fund 4 -
| Taxation recoverable : 2 2
} ) Sundry debtors and prepayments 61 3
1; ,
{ - it 20
& . . . ) =z=== ==
. 11. BICYCLES FROJECT ACCOUNT
Z? This represents funds held by the Bank of Upanda which can be utilised solely fo:
the repayment of the liability due to Islamic¢ Development Bank under the trade
[ financing agreement for bicycles.
| : '
' 12. CASH AND BANK BALANCES 1983 1982
. Shs Shs
‘ millions millions
! local currency ~ interest bearing 112 8
- non-interest bearing 27 11
Foreign currency - interest bearing 136 .92
Less: Bank suspense accounts (6) (s)
) 513 106
13. BANK OVERDRAFTS
Local currency : ' 3 14
Foreign currency 51 -
54

The foreign currency overdraft arises from the psyrent of z letter
was reirbursed, after the ycar end, by the Agrican Gevelopment Bank.

of credit which

A

%
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90
UGANDA DEVELORMENT BANK
NOTES TO THE ACQOUNTS (CONTINUED)
FOR THE YEAR ENDED 31 DECEMBER 1983
14. LOANS PAYABLE 1983 1532
Shs Shs
millions millicns
African Development Bank )
Industrial rehabilitation v/1,187 1526
Ranch rehabilitaticn S - 1,020 o 121
Buropecan Icoaomic Commumity .= L 280 “131
Islamic Development Bank 754 .32
Uganda Government (local currency) 3 3
Accrued charges payable 87 40
3,3%1 853
The terms of the loans are as follows:-
Interest Repayment
(¢ p.a.) Period
African Development Bank - Industrial 7.5 1954-1995
- Ranch 7.0 1585~1555
Riropean Eoonomic Commmity 1.0 1992-2021
Islamic Devclopiaent Bank - 1984
{panda Goverrment ) 4.0 1984
is. REDITCRS AND ACRUALS 1933 1982
Sas chs
rillions millions
Anounts dve for purchase of livestock and
supplies for-ranch rehsbilitation project 208 -
EEC project account (training fund) 4 -
Other creditors and accruals 71 43
. 283 43

g T

& i
N
‘).w"

e A S
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 UGANDA DIVELOPMENT IANK
NOTES TO THE ACOOUNTS (CONTINULD)
FOR THE YEAR ENDED 31 _DECIMBI:R 1983
16. SHARE CAPITAL 1983 1982
: Shs Shs
millions millions
Authorised
400,000 (1982-400,000) ordinary shares of
Shs 5,000 each 2,000 2,000
Issued and fully paid
106,470 (1982-70,470) ordinary shares of
Shs 5,000 each - 32 302
The issued share capital was incressed by the retinactive alloirent of
36,000 vadinary shaves of Shs 5,000 each at a Board iMecting held in kaich
1984,
17. CAPITAL OONIRIBUTION 1983 1682
. s s
miliicns wildians
At 1 January - 163
Contributions.received during the year 751 29
Allotted as share capital (1890) (252)
At 31 December 611 -
18. COMMLTMENTS

At 31 Decemher 1983 there were undisbursed loan comsitments to borrowers
equivalent to Shs 5,582 millicn (1982 ~ Shs 662 williow).

Undrawn credit facilities available to the btauk at 31 lececmber 1930 were as
follows: '

1933 1082
“Shs Shs
. . ) millicns millions

African Development Bank 2,892 1,065
European Economic Community 21 24
Islamic Development Bank (trade financing) 599 543
European Investment Bank 1,459 762
International Bevelopment Association 4,800 3,14
The OPEC Fund 3,600 1,574
13,401 7,722
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" UGANDA DEVELOPMENT BANK

NOTES TO THE ACDUNTS (CONTINUED)
FOR THE YEAR ENDED 31 DECEMBIR 1983

19. CONTINGENT LIABILITIES

At 31 Docember 1983 the bank had no contingent liabilities under guarantecs
given to other banks (1982 - Nil).

20. FOREIGN CURRENCY EXCHANGE RATES .

The relevant rates of exchange ruling at the balance sheet date were

approximately:
1983 1082
shs shs
1 - African unit of account 257 118
1 ircpean currency unit 203 104
1 iftited States dollar 243 107
1 Islamic dinar 254 116

)
rq ;') \%‘} -~



Appendix 6

UGANDA DEVELOPHENT BANK

LIST OF PROFESSIONAL STAFF BY DEPARTMENT AS AT 2ND APRIL, 1984

GENERAL MANAGER'S OFFICE

NAME

Mr. A. K. Mawanda .
Mr. L. Berring

Mr. A. W. Kabugo

Mr. L. Ssebunya

POSITION

General Manager
Asst. General Manager - Operations
General Manager's Office

1 " L

SECRETARIAT

Mr. M. M. Kiwanuka
Mr. N. J. Dolomoy
Mr. B. Ssebuliba
Miss Joy Binayisa
Mr. 0. 0. Dlok

Bank Secretary

Deputy Secretary

Legal Officer

Legal Officer

Principal Legal Officer

ADMINISTRATION & PERSONNEL

Dr. C. K. Tibarokoka

Mr. L. K. Rwakaijengye

Mrs C. Lubwama

Mr. R. K. Ssali }
Mr. T. Ebong-Gngom -
Mir. G. J. M. Ssemwogerere

Ag. Head/Admihistration & Personnel
Senior Administrative Officer
Administrative Officer
Administrative Officer
Administrative Officer

Principal Administrative Officer

ACCOUNTS
Mrs S. Bbumba
Mr. J. Odong
Mr. R. Rukundo
Mrs C. Kwoba-Abungu

Ag. Chief Accountant
Deputy Accountant
Principal Accountant

Principal Accountant
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INTERNAL AUDIT

NAME

Mr. F. Kasule
Mr. S. B. Okeme

F-#2

POSITION

Chief Internal Auditor
Principal Internal Auditor

! INDUSTRY

Mr. F. J. Kasujja Head of Dept.

Mr. M. Mugonyi Principal Loans Officer
Mr. 0. Lubulwa Senior Loans Officer
Mr. #. Muteefu Senior Loans Officer
Mr. S. Kato-Magambo Loans Officer

Mr. B. Tumwesigye Loans Officer

Mr. 0. Ongaria Okonera Loans Officer

Mr. J. Barahukwa Loans Officer

Mr. S. Mpagi Senior Loans Officer
Mr. G. W, Kijjambu Senior Loans Officer
Mr. I. Kasiira . Loans Officer

LIVESTOCK

Mr. L. K. Lubowa
Mr. E. I. Laboke
‘Dr. Okidi-Odaka moi
Mr. P. M. Kyaka .
Mr. J. Potore

Mr. F. Rwakijanju
Mr. F. Kumbategire
Mr. J. Bukenya

Mr. M. Kibirige

" Mr. D. ¥asirya
Mrs. A, Masifa
Mrs. H. Nsubuga
Mr. Bosco Ogwang
Miss C. Mbabazi
Mr. J. Oloya

Mr. M. Or itum

Head of Dept. -
Principal Loans Officer
Principal Loans Officer
Principal Loans Officer
Principal Loans Officer
Senior Loans Officer
Senior Loans Officer
Senior Loans Officer
Loans Officer

Loans Officer

Loans Officer

Loans Officer

Loans Officer

Loans Officer

Loans Officer

Loar: OFfirown
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CROP
NAME POSITION
Mr. A. E. R. Byaruhanga Ag. Head of Dept.
Dr. D. W. Maloba Principal Loans Officer
Mr. Kasimagwa Loans Officer
Mrs. V. Sseckitoleko Loans Officer
Mr. S. Okello-Dinga Loans Officer
Mr. A. Sematimba Loans Officer

 SUPERVISION AND RECOVERY

Mr. B. Buhamizo Head of Dept.

Mr. D. Musanje Senior Loans Officer
Mr. S. Twase Principal Loans Officer
Mr. G. Musana Loans Officer

Note. Nearly all staff listed above have a university degree
or professional accounting qualification.




APPENDIX 7 UDB Loan Application Form Frgy

COl.\IFD)ENTIAL Form UDB/1
Register No ‘
N No.... 2 o b

File No.... : -.____.?_7.3_-_5__ Q el |

o ush\n% &m.nlum’ SANK ; \

C - 4 L XES BUBDING--PO. BOX 7210, KAMPALA, ,.\‘
LOAN APPLICATION FORM

SECTION I.—PERSONAL PARTICULARS OF APPLICANT(S)
1. Full Names of APPHCANt{S). .occcueicicisennneecerssrrroronsmsnierososesessnrsssassersrrssestasssssssssasscsensssssenss ssnesorsasnsannn
2, FUll AQAIESS ....eniniiiiiiniiissnirisiesirnenosesscssmssssnererassssenssssssessssenemsssesssssssssnesssssssssssnssesssssansnssuneenoss

.............................. -

3,  Present full-time EMpPIOYIMent......cciiirirereerecieericrienmmssessecmmmiosenonrissesiresseresssossisssasssssrssnsrisessnussastvansinssse

i

N

Name of Busxmess,

.................................................................................................

M0 ACHVILY ©vuvvvnrmemercersonssesssssseneseonens

Location:—

.........................................................

District Town or County Street or Sub-County' Block and Plot No.

..............................................................................

- Is your Business on Leased Land? If Yes, State:—

Length of Lease

(@) If Factory, Shop, etc., State whether Premises in which the Business is Housed belongs to you. Yes [ No (O
If Yes, State:—

...... EXpiry Date....ccoovivivrenienninecagenisninen

Cost of Construction/ Date of Construction/ REMARKS
Purchase Price Purchase

............................................................................................................

............................................................................................................

11,

(i) Address.....coreeciervinaane

......................................................................

(iii) Length of Tenancy Agreement. ... ...cocruimvunererernseessarsnsanncas EXpiry Daté co.oo.oveeireiiirienenrncnineienneee
Form of Ownership (Please tick):—
(@) Sole Proprietor [ (b) Partnership (3 (¢) Limited Liability Company

(d) Statutory Corporation [~ (¢} Co-operative Society/or Union [

3

o

g

R

t




o
i3

12. Names of Owners of the above Business:—

Names of Owners Age Nationality | Number Face Value
of Shares Shs.
JTelephone..ce.ececreniennes N
14, (@) BanKerS......uevcrseirarersinirarnsersssrnnns reresnesersrniaie coraerenans Branch ..c.coovveeerine. ....................
(b) If no bankers, state which Bank you intend t0 Use.......c.eeeerrsrerearnnreccroreconsessrsrnrnns Branch. ......cveerenne
15. (@) Total Investment (Complete the following table to indicate your total Investment‘ todate)—
Ftem Total Investment | Amount Already Paid | Your Contribution | Present Book Value
Shs. ] Shs. Shs. - Shs.
(i) Machinery ...
. (ii) Land ...
@) Buildings ...
@v) Livestock
(v) Crops... e
(vi) Others
TOTAL
{$) If yon have any Outstanding Liabilities under (a) State:— K
(i) Howmuch......ocoviiiiiiiiiinrnireiecinnniainens B OO P TP PRSPPI PP e e
(i) To Whom.......'.....
) AGHTESS . vvvvvvvveerneeeees e eeesssssses e eeesesssessss seeeeeesossersseesssesoeeseseesersse s e
(iv) Method Of REPAYTICNL... . ..cveuceeresresonresnsssseeessnsssesrsssasmanas sssomssamsessons taanssssssssnsssmvananssssonsnmssson
SECTION HL—PARTICULARS OF LOAN APPLIED FOR
16. (a) Amount of Loxn applied for—8hSe ..ot Repayment pericd...oeeeeereneninanes months
(5 Purpose of Loan:—
(i) Purchase of Business
(ii) Expansion of existing Business ...
(iii) Establisﬁng new Business |
(iv) Other (State) ... o | B
Makea brief statement specifying the nature and indicating the viability of your project or pr;posal (if space is
not enough attach a separate statement). .




*(¢) Total Scheme Value: Shs...............

Amount available for the Scheme from the Applicant:—

(i) Cashin Hand...
(ii) Cash in Bank...
(iii) Overdraft Facilities
.(iv) Bank Loan
{v) Others
Secni-ity offered to cover the above Loan:—

...........................

[y con e%e  esscessssri csrcasvacmcrine

ces

...........................

ass  esa  sso  ase  see  ecepereobesassonrsossssssiac

T

TYPE OF SECURITY LocaTioN
(e.g. Buildings, Land,
Insurance policy,
Share Certificates)

ESTIMATED
VaLUE
Shs.

Street/

District Town/County Sub-County Plot No.

..............................................................................................................................

eleracacacnrasascss acnees

Is/Are the above Security(ies) free of Encumbrances (Mortgeges)?
¥ no, give details below ——
(i) Address.........
(iii) Original Amount of Loan (ShS5.) ....ccccreerneiiiiiieiiiiiiimcet i reenrnime vttt e ceerane e

(iv) Present Balance (8hs.) .....ocoveunniinanaes
(v) Arrears, if aNY (SHS.) . ooooi ittt e aea e
SECTION IV.—~OTHER INFORMATION

18. In the case of a business already established, the following information in respect of this business*should also be
supplied :— .
(i) a copy of the Memorandum and Articles of Association, Certificate of Registration or Incorporation;

(i) a copy of current Income Tax Clearance Certificate;
(iii) a copy of current operating licence(s);
(iv) copies of the latest accounts—Trading, Profit and Loss Accounts and Balance Sheet;
(v) copies of bank statements of the latest past six months;
(vi) a list of title desds, debentures, loan agreements and comtracts.

B

19. Have yov in your own name {or that of your wifc/hlisba.nd or any of your éhildm) or in the name of a business
in which you have an interest received a loan from this Bank? If so, give full details below:—

20. Have you or any of your fumily members ever before applied for a loan from this bank which was not accepted?
If so, give particulars and date of application, etc.: .

.2, H:g: you any Substamtial Interest andfor Starcholding in any other Company or Firm? If so, give particulars

. Your Investment
MName of Business Nature of Business in Your Position
. Shs. in Business
e



Please Note (1) This form must be duly completed before submission.

(2) An application fee of Shs. 1,000 is payable when submitting this application,

SECTION V.—DECLARATION

1/WE HEREBY DECLARE that to the best of my/our knowludge and belief the particulars given in this form are true and

L&)

complete in all respects.
SigRAtUre Of APPUOARL:. ....ouerrmasmnsmscnsosssosssorosomsessosssssssssmossasss Designation Date:........c.
o - w0l SLBIAP o evevenvnmsrenssnssrs s srmarensmaats o sns
SECTION Vi—FOK BANK USE ONLY

Management’s Recommendation:

Minute NO......iermrrieirecenncravercenes (1) Approval—Amount ShS...ccc.ceceerrrrvveveerererosee Interest Rate............ % p.a. .
Loan period:.....cceveecreremcearorionnnniirermnunresesrncoene Months:....coeeerrenooacnne
Period of Grace:..c.c..eveeereerevne irossvornnsnncassonsnne Months:.......cviivreeirae
Repayment Period Months:.....occcveeirunenes .

(2) Further analysis to include:—

[ Special purpose application (specify).

O Financial stxtement 28 of....

L T Ty L D T T P Y IF R PR PP PP PR T
................................................................................................

..........................................................

0 Complete Capital Budget...ccc.uiiiicuniiirienicrenieirireieiniereccsnne

................................................................................................

.............................................................

....................................................................................................

(4) Application to be rejected. Reasomns:..........ccvvveeieierniecreminiereccninsssnennones
...................................................................................................... -
Board’s Decision:
Minute No. .o (1) Loan approved—Amount Shs
Repayment Period......ci v iieiii s ieeeiiiieiein et e asaaae e e p
- - €3 Further sanlysis soagsised (specify). ——a eee areeaseenenansaseane
(3) Loan Application rejected. Reasons:.....ccceveuurernseereermetarsessossiserasseasncssane
v e 2 e e < = =t ,)”’W
i~
- [
~ .
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TEL: 30740/6,
TELEX 61143,

CABLE DEVBANK,

APPENDIX 8 UDB Loan Offer Form - F-¢€

REF:c:.-....w-e

S0 200000000000 0000s00s0esny

PEUOANIINRGACREISIEILADIEROERS

PEOENPENCCIEINEBOECRIENRBED S

PSSR sPecsrsvseneseneeser e

Dear Sirs,

L.

36

loan O¥fer of

UGANDA DEVELOPMENT BANK

IPS BUILDING,

t4, OBOTE AVENUE,
T PO, Box 7210,

KAMPALA.

DATE:..:....o.........

- « and 3 local

component o0fessesevccecccencacens

With reference to your application for a loam to develop/
rehapilitate your ranch, you are informed that a loan of Unita
of Account {UA)eecmcsasssoecsesseeand a local component of
UuShBeaesnnesersesnseand other amounts s5till %o be determined

a3 explained below has been extended to you in kind, subject to
the fulfilment of and onh the following terms and conrditionsi-

Loan Amounts

Interest Rates

Repayment Period

Compission

sommitment Fee

K
-

-

v

i)

ii) °

iii)

i) ¥111 be 13% p.a. variable at
the instance of the Bank on
loan in Units of Accounts.

ii) Will be 16% pe.a. variable at
the instance of the Bank on
loan in Uganda Shillings.

The loan is for a period of 9
years including 3 years of grace.
Interest shall be payable during
the grace period.

1% p.a. on the principal amount

of the ioan disbnrsed and outstand~
ing from time to time. TFirst
commission is payabls on accapte-
nce of the loma offer.

1% p.a. shall be paysable on the
undisbursed portion of the loan
which shall begin to accrue 43
days after the date of the loan offer.

ceee/2

o e o e s

¥
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6. Exchange Rate The exchange rate t¢ be applied on
payments made te the Bank by the
borrower shall be the rate ruling on

the date of such payments.

7e Beneficiary 8 ceeceveccicovsreercnsccacssenentCos
' PO CO OOV CE NP P TIPOPIOETOIC LI NI ECENROED
8. - ©Purpose of the loan
and wmode of gdisburse-
ment T The loan shall be disbursed in kind

and utilised for ranching project.

The following listed cattle and materials
shall constitute part of the total loan
approved.

.voo/}



OA DEVELOPMENT BANK KAMPALA
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LOCAL COST

MATERIAL QUANTITIES URITS OF ACCOUNT REMARKS
{(U.4) (U,SHS)
UNIT TOTAL UNIT TOTAL
{
{
<}
P




NDA DEVELOPMENT BANK KAMPALA

S, Security

Other Conditions
to be observed

10,

4

an

ii)

iv)

vi)

vii)

F-$7

That ycu mertgage your lapd with all
developmsrts on it and prnvide any other
security msy deem necessary to cover the
loen.

1) You will be required:tc complete
and sign all documents relating
tc the item on security before any
part of the loan is disbursed.

A1l correspondence in connection
with the loan must be made on headed
or plain paper antheticated by stamp-

ing with a rubber stamp of the company

‘or affixingthe seal of the company.

3ii) The offer sball be valid for a period

of 45 days from the date of this letter

of loan offer.

All animals should be branded with
rancher's own brand.

v) Transport of cattle and other materials

to your ranch from point of delivery
shall be your responsibility.

That you shkould keep proper records
and submit to the Bank quarterly

reports and audited annual balance
sheets and profit and loss account.

A resolution passed by the Board of
Directors of the company authorising
borrowing of the loan be produced fo
the Bank.

This letter is sent to you in duplicate and you should indicate
your acceptance of the above terme and conditions by signing and return-

ing to us one copy.

for:

Yours faithfully,

UGANDA DEVELOPMENT BANK

_ SECRETARY

for: _GENERAL MANAGER

..n/5



{NDA DEVELOPMENT BANK KAMPALA - 50

CeCe Chief Accountant;

" Chief Internal Auditor:

" Supervision and Recovery
" Secretary/Board of Directors
/hb.

We on behalf Df M/Seecnccesccosssccnsssscormcnnccsssanses

accept the loan on the terms and conditions outlined above.

Signed: L‘l.) Sdesensccssssssnsssanesssness
(ii) ®eeccsvaccionsessvssssscanee

(111) eeveovecancsccanarnnssccnnns

e
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ANNEX G

SOCIAL SOUNDNESS ANALYSIS

I. Introduction

The purpose of the project 1is to develop viable,
self-sustaining systems for the effective absorption of
investment credit by agricultural enterprise. This is an
institution and system building project - focussed on both
borrowing enterprises and lenders - with an emphasis on the
former. The focus of this analysis will be on the two -
principal areas of project activity, a) the institution
building effort primarily through the Uganda Development Bank,
and b) the enterprises to be financed. The cooperative system
will also be discussedibriefly as this will be one of the
principal sub-borrowing enterprise vehicles.

IT The ICIs: Uganda Development Bank and Commercial Banks

A. The Uganda Development Bank.

With a broad mandate to serve a large community of development
activities, and a primary interest in agricultural and »
industrial enterprise activities, the UDB is well placed to -
serve as the lead ICI in the project. The recent establishment
of three field offices (Mbarara, Masidi, and Gulu) has further
enhanced its utility and exposure in other geographic and rural
sectors. Previously, UDB had been lending in these areas, but
this reqguired the farmers and owners of enterprises to present
loan applications to the UDB head office in Kampala which
undoubtedly discouraged a number of potential clients.

A review of staff qualifications of senior and middle level
personnel in the UDB indicates that there is a fairly high
level of formal education and technical gqualifications in the
specialized areas of engineering and agriculture. What is
lacking to some degree is experience in banking, specifically
development banking, (See Institutional Analysis Annex) There
are plans to address this issue, however, through support from
both the IBRD/UNDP project and this one for training
activities, both in-country and overseas.

The UDB, however, together with other parastatal organizations
in Uganda, must accept the fact that staff morale is suffering
from the very low wage scales. This has forced many staffers
to engage in other income generating activities in order to
maintain a basic standard of living in an urban area like
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Kampala, and has resulted less than full time dedication to
responsibilities within the UDB. The problem is recognized by
the Government, and there are plans to adjust salaries within
the public sector, including parastatals. Inflation rates have
also fallen drastically in the past three years (from over 100%
p.a. to abut 30% present rate), and with a freeze on new hiring
in the pub]:c sector, the government hopes to reduce the total
civil service through normal attrition.

As conditions within the economy continue to improve, wages and
salaries are expected to be gradually increased, hopefully
affording the UDB staff the ability to diminish other income
generating activities and devote increased attention to bank
positions. Making available technical assistance under the RPE
Project to the UDB will have a further positive affect on staff
morale through on-the-job training, the introduction of new
banking and loan appraisal technigques, and other related
procedures.

Formal training is another means by which morale and
performance standards can be raised. It is a nonnonetized
benefit that can be extended to a large number of bank
employees., Training can play a significant role in motivating
participation in this component of the project. Care should be
taken to distribute training opportunities among as manhy UDB
staff members as possible and to set criteria for training that
will reward performance.

In combination, the above factors should contribute to further
productive participation and diminished self-interest. While
this must be a rather gquarded projection, it is felt to be
realistic in terms of the economic and political upheaval that
has beset Uganda in the past decade. Social mores,
particularly among the urban wage and salary earning classes,
have changed to accept behavior that in normal times would be
considered dishonest and reprehensible, The re-establishment
of a value system more compatible with norms of western
morality, which Uganda once had, will be gradual and will
require more security about the future, with accompanying
economic and political stability, that have yet to be fully
realized.

B. The Commercial banks,

Commercial banks individually will play a lower order but
important role in RPE Project. While the exact number of banks
to participate has yet to be established, no single commercial
bank is expected to utilize more than 15% of RPE Project funds.
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Being independent, commercial organizations, these banks have
not had problems to the same degree that have plagued the
cooperative development bank and UDB in terms of staff morale
and inadequate training. Most of these banks are part of
larger international banking concerns and have been able to
draw support from parent organizations over the past decade.

It is anticipated that these banks will be able to take on the
additional activity generated by participation in RPE without
having to add additional staff resources that they are not able
to provide from within their own organizations,

C. Spread Effects, Social Consequences and Benefit
Incidence. ‘

Improving the banking capability of the UDB and increasing
lending will enable the bank to expand services to a wider
clientele, UDB is one of the few banking institutions capable
of lending for medium and long term investment which is
essential for rural development to take place. The additional
resource mobilization and capitalization of the agricultural
lending program resulting from project will channel larger sums
(including local currency mobilized from the Bank of Uganda
through the proposed rediscount facility) toward additional
productive activities which if properly appraised and managed
should result in ongoing expansion of economic activity and
enployment generation., UDB should be encouraged to ipncrease
the number of field offices as they build up a client base in
various regional centers such as Mbale, Soroti, Masaka, and
Lira. This would be particularly relevant to the project's
contemnplated lending for edible o0il processing facilities,
dairy, and animal feed mills.

Additional training of bank staff provided by the project
should result in the diffusion of new knowledge and techniques
to make the procedures of the bank more efficient. Short term
training courses conducted in country should not be limited to
UDB staff only, but participation in such courses be made open
to staff of other banks participating in the RPE Project. This
training, coupled with the proposed reorganization of the
livestock and crops departments into a single agricultural
unit, should contribute significantly to positive changes in
organizational behavior. Expectations for performance should
gradually be adjusted to higher levels, and new working
relationships should be established that will ultimately have a
positive effect on reestablishing conventional social values,
Bank =smployees must be given adequate advanced notice and apple
time to adjust to changes in organization and procedures for
best results. Experience has shown that such organizations
tend to resist change that is inadequately explained and
precipitously implemented,

yﬂb/



ITI. The Loan Program

a. Sociocultural Feasibility

About 90 percent of the Ugandan population lives in the rural
areas and engages in farming to meet subsistence and cash
income needs. The protectorate government encouraged
smallholder rather than estate agriculture, and today the
production of export crops as well as food crops remains a
small to medium farm enterprise., There are regional
differences in the production of crops for export, with coffee
predominating in the fertile crescent, cotton in the northern
and western belt, tea in the highlands of both east (Mt. Elgon)
and west (Ft. Portal), and sugar in the east along Lake
Victoria.

Industry is also geographically clustered. By 1970, a
significant amount of industrialization had occured in Uganda,
primarily aimed at agroprocessing for export or import
substitution. Most of this industry was located in Kampala or
Jinja, in the Buganda-Busoga area around Lake Victoria. A
pattern of internal migration had developed with (mostly) men
from Buganda-Busoga moving to this industrial area to enter the
producers on the farms. Immigrant labour from other parts of
Uganda or neighboring Rwanda and Zaire was then hired to work
on the farms producing export crops (mainly cotton and coffee)
as well as subsistence crops. This trend was most pronounced
in the fertile crescent around Lake Victoria, but was beginning
to be generalized throughout Uganda by the early 1970's.

The Amin period brought.a reversal of this trend. After the
expulsion of the non-Uganda (primarily Asian) citizens engaged
in industry and subsequent takeover by government or local,
politically influential individuals, a total decline of
industry ensued. For both economic and political reasons,
employees of industry returned to their farms where they could
grow subsistence crops, trade and surplus and keep a low
political profile, According to the 1980 population census,
Jinja had a net loss of population over the past ten years.
Kampala has remained roughly the same in size, while some of
the rural areas have grown as a result of the dwindling of
off-farm employment. The impact has been felt throughout the
Ugandan economy and into the neighboring countries as former
farm laborers have been repatriated. It is anticipated then,
that the rehabilitation of productive enterprises will benefit
small and medium sized farm producers via improved prices and
more competitive markets, provide additional enmployment for the
emerging wage-earning class and improve the supply at

G.¢
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reasonable prices of certain commodities such as edible oils,
meat, and livestock products,.

Direct project participants will be the owners and operators of
the productive enterprises to be rehabilitated under the
project. The exact number cannot be specified, because each
loan application must be separately considered and approved,
but an illustrative list and order of magnitude are as follows:

Table 1--Project Participants

Activity No. of Units Ownership
Dairy Farms 20 Private
Hatchery-Poultry . 6 Private
Poultry Farms 40 Private
Poultry Processing Plant 1 Cooperative
Edible 0i1 Mills 4 Cooperative
Feaedmills-Animal 10 Private
Mixed Farms 20 Commercial
Fishing Units 10 Private
Undetermined but substantial XX Private

numpber of smaller enter-
prises (mainly financed
by the commercial banks. Private

All of these enterprises are intended to be profit making
concerns, operating within generally accepted business
practices. Although most enterprises greatly decapitalized

during the Amin years, the loans offered under the RPE Project,
should allow the assisted enterprises to return to fully
competitive and profitable status.

Employees of the enterprises will also participate in the
project. It is anticipated that the rehabilitation will allow
a numbar of the firms to operate at or near full capacity
instead of at the present low levels (ranging from completely
non-operational to about 60% capacity). Most of the enmployees,
including top management are Ugandan citizens, Since so many
of the present enterprises are either non-operational or
operating at a very low level of capacity, the information and
data required to assess hiring practices is inadequate, but
information from other sectors such as coffee indicate that men
and women generally receive equal pay for equal work.

Low labor productivity appears to be a major constraint to a
return to full industrial capacity in Uganda. Two reasons are
generally noted for this: (1) wages are so low that workers
cannot affort to devote full time to wage employment and
survive; and (2) food consumption, in terms of both timing and
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quantity, is inadequate to provide sufficient energy for a full
day's work.

Many employees of AID's targeted enterprises consider their
wage earnings as supplemental income to their farming or other
income-earning operations. Some of the employment is, in fact,
seasonal (e.g., cotton ginning), but other year-round
operations have difficulty in recruiting labor because the work
interferes with individual productive activities that are
equally important for economic survival. This may become an
increasing constraint upon the borrowing enterprises under the .
project until such time as more realistic wages are able to be

paid in Uganda. Alternatively, the enterprises might consider

a multiple shift work permanently on a part-time basis. This

latter approach might have a slightly higher management costs,

but it would mean a positive impact on employment with perhaps

a reduced level of frustration for the managing staff of a

given firm,

The question of low energy levels may also need to be addressed
by enterprise management before higher labor productivity can
be assursd. 1In most of Uganda, the pattern of food consumption
is to eat very little during the day and then to consume a
large evening meal. The meal generally has a large quantity of
starch such as plantain, millet, rice, white potatoes or
cassava as the base, with a limited amount of meat or groundnut
sauce, By the middle of the day workers' energy level is low
and very little is accomplished in the afternoon hours.
Although this pattern is not detrimental to on-farm production,
it has serious implications for labor productivity in

industry. One alternative would be the provision of a midday
meal for workers, as is now done by some manufacturing concerns
in Uganda.

Although the loan component is predominantly designed to
improve Uganda's economic position, there are a number of
considerations that should be taken into account in project
development in order to enhance socio-cultural aspects of the
project. These are as follows:

1. Industrial Concentration:

Competitive industrial development has been shown to have
beneficial impacts on such things as prices paid to primary
producers, prices to consumers, and managenent efficiency. The
dairy and poultry industries are fairly diversified, and the
controlled price is generally ignored in the case of milk.
Local demand and market conditions determine the farmer selling
price., Poultry and animal feeds are also expected to be fairly
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competitive with market conditions establishing the wholesale
and retail prices. It is only in the edible o0il sector that
some concern is being raised. The present high government tax
on locally produced oil makes it unattractive to local
consumers and this will be a factor in increasing consumer
demand for locally produced edible o0il., There will be
additional demand for oil seeds other than cottonseed created
from the installation of new and expanded oilseed extraction
facilities. A reduction in the tax on 0il would allow for
higher prices being paid to farmers and/or lower retail prices
for 0il while at the same time allow for a reasonable return on
the investment in the crushing plant.

2. Employment Impact:

Clearly, getting industry moving again will have beneficial
employment effects., One of the criterjia by which loans are to
be assessed will be the enterprise's ability to generate
amployment. In cases where factories are operating
considerably under capacity, the employment effect should be
substantial, even given the labor productivity concern. This
may not always be, however, in new Jjob creation, but rather in
fuller employment of existing staff,.

Rehabilitation implies restoration of prior capacity. 1In %those
cases in which a complete reconstruction of the physical plant
is necessary, project criteria will require a preference for
capital-saving, labor-intensive technologies for maximum
smployment impact. Even in existing plants, upgrading need not
imply capital intensification. For example, the small
feedmills, dairy farms, and mixed farms will have a relatively
higher input of labor than larger centralized farms or plants.
Decentralized and smaller plants will take advantages of
location and access to locally produced raw materials, thereby
reducing the cost of material transport. Thus, the labor
intensity of industry can be shown to coincide with a
competitive firm operating on free market principles and need
not be selected in order to increase artificially the
employment effect,

3. Firm Management:

It is almost universally agreed that local management capacity
in Uganda is low. This circumstance has its origin in the
Protectorate era, and was continued in the post-independence
era with the domination of trade by mostly Asians, both
expatriates and citizens. The present economic situation is
also a contributing factor, as many
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experienced Ugandans prefer to remain overseas where their
earning potential can be fully realized. The private banks

list management capability as a major criterion for lending.

In the past, management has been a significant problem for
cooperative enterprises such as Wankoko Poultry Cooperative.

The project proposes technical assistance for both cooperative
and privately owned enterprises to assist management. 1In each
case, it is proposed that the enterprise share part of the cost.

It is intended that some loans will include funds for training
and technical assistance to increase and upgrade the cadre of
indigenous managers., The most likely means for accomplishing
this goal would be to build into the loans specific funding for
on-the-job training of qualified Ugandans. 1In those situations
where expatriate management is used, the individual project
should establish a plan for training and localizing the
management within a specific time frame. This is not an
unrealistic goal, given the generally high level of academic
training found in Uganda, and practical on-the-job training
should be able to provide the necessary "hands-on" skills
required by senior management. Many individuals simply lack
the experience of management, or have lacked the opportunity to
work as part of a competent management team and learn from nore
experienced managers. The project will provide management
training to enterprises on a selected basis as well as
consulting assistance to sob-borrowers where raquired.

4, Geographic Distribution:

Uganda has some 40 ethnic groups, with very distinct and
cohesive tribal affiliations centered in specific regions.
Politically, economically and socially, these tribal
distinctions have caused serious divisiveness among the Ugandan
population, Until the Amin period, the Buganda-Busoga region
was heavily favored in just about every respect - its favorable
climate and soils led to early development of export crop
production, and industrial development was centered in the
region. Today, the political opposition to the present
government is located in this region. Coffee, the major cash
crop, has been badly neglected, industry is at a virtual
standstill and there remains a fear of punitive military action
or common theft not found in other parts of the country.

In addition to reopening old political and economic wounds, the
prospects of increasing rural-urban migration emerges with the
rehabilitation of industry. The Jinja area experienced a net
loss of population over the past 10 years as the econony
declined and wage earners moved back to the rural areas and to
subsistence farming. City services in both Kampala and Jinja
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have declined, with housing a particular constraint. So a
rapid build-up of population in the two major urban areas would
tax already debilitated urban services,

There is also a problem of the movement of raw materials and
finished goods within the country. Roads are in poor condition
and vehicles in short supply and/or constant need of repair.
The cost of petrol is high, and fuel (particularly diesel) is
not consistently available, The railway is short of cars. All
of these factors contribute to extremely high transport costs.

In-view of the tribal, migration and transport concerns, a
decentralization of industry would be most desirable and would
affect a more broad based distribution of the project benefits.
This will definitely be facilitated by the project. Such
projects as storage facilities, maize and feed mills, milk
cooling centers, oil mills (particularly small, capital saving
types to meet local needs), dairy and poultry activities
(hatchery and production especially) would all be suitable
candidates for geographical dispersion. This should be further
discussed with the UDB and participating commercial banks and
added to the list of loan criteria.

5, Black Market Activities.

A constant concern in Uganda is the diversion of inputs for
other-than-intended uses for personal gain. Magendo, or black
mark=t activity, has become a way of life for most wage or
salary earners, due to economic conditions of the past 10 years
(sea the FY 1984 CDSS for details). To the extent possible,
safequards, such as those discussed below, should be built into
the project to assure that the project inputs are utilized for
the purposes intended.

For the private sector, the necessity to repay the loan in
order to stay in business and maintain creditworthiness should
in itself be a significant incentive for inputs to reach their
proper destination. Moreover, the foreign exchange will not
actually be available to businesses to put to alternative uses,
rather equipment and raw material orders will be placed against
foreign exchange credits, thus limiting opportunities for
diversion. Finally, the criterion to invest counterpart
resources in the enterprise should be factored in whenever
possible to raise the incentive to make the enterprise
profitable.

Cooperative enterprises have similar incentives to private
enterprise. Here, though, social pressure is even stronger,
especially when the proposad activities are at the primary
society level, for example, district unions, primary society
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board members can influence management decisions via social and
economic pressure, A high level of participation can be
engendered by a requirement that each individual or primary
society through the district union engage in a productive
enterprise to be required to contribute resources to that
enterprise, These resources can take many skills, transport or
capital. An incentive to protect the individual's resource
investment is thus built into project activity.

This can also operate at a higher level of organization in the
cooperative movement. For example, the proposed restructuring
of management for Wankoko Poultry Cooperative would make these
strictly processing and marketing, rather than production
entities. Tha proposal calls for competent professional
management to be hired. This management would be overseen by a
diversified Board of Directors that all have an institutional
interest in the success of the enterprise, including, perhaps,
a representative of the UDB, the Ministry of Animal industries,
the UCCU (if they have an equity contribution), the Ministry of
Coaoperatives, and, most notable, the poultry producer society
representatives, This restructuring has other economic
advantages, but it should provide better control and
accountability. Another example at the district union level of
increased participation might be to condition the loan on the
holding of elections and general meetings and the production of
an annual report together with audited accounts to ensure that
primary societies are allowed to participate as they are
supposad to. :

B. Spread Effect, Social Consequences and Benefit Incidence:

The rehabilitation of agro-industry in Uganda should result in
substantial macroeconomic benefit to the country. 1Increased
foreign exchange savings and earnings will benefit virtually
all producers and consumers. It is likely that those directly
involved in the enterprises to be rehabilitated - owners and
enmployees - will benefit directly. A secondary benefit flow
will be directed to small farmer producers, consumers, and to
cooperatives, Credit will be available at the beginning of a
recovery program and provide an opportunity to move towards
longer term investment and development activity.

1. Benefits Resulting from Loan Criteria.

Loan criteria specified in the body of the project paper
includes several that will improve the diffusion of immediate
benefits from agricultural and industrial rehabilitation. The
criteria with most relevance to spread eoffect and benefit
incidence are discussed below,

c/
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a) Direct linkage to increased agricultural production.

Producers of primary agricultural products should benefit via
improved access to agricultural inputs and outlets for their
produce. As virtually every small farmer in Uganda producers
at least once commodity for cash sale, this criterion should
cause considerable diffusion of project benefits,

b) Private ownership or market responsiveness.

These enterprises tend to be smaller scale (as for example in
the case of feed mills and poultry farms) which generally
implies a more labor intensive/appropriate technology
orientation, They also operate on a sounder financial footing
because they must show a profit to survive, whereas
parastatals, for example, may receive government subsidies.
Thus, market-oriented firms are willing to pay wages and
salaries that will attract the best management and labor, and
will pay prices for raw materials that may exceed the GOU
control price, if the materials are needesd to - maintain a
certain level of operation. 1In general, it has been found that
there are greater incentives for efficiency in operations in
market responsive firms and that some costs can be reduced and
highar producer prices can be paid while maintaining the same
profit margin. In other instances the mere ability of the
private firms to pay cash rather than operating on credit as
the cooperatives are often forced to do, allows the private
firms to pay a lower price to the producer, but the producer at
least gets paid on delivery. AID should also work with the GOU
to try to make the cooperatives more competitive on this issue
of cash payment. The RPE project provides yet another form for
discussion of this cash constraint.

c) Use of local raw materials with few imported inputs.

Any purchase of local raw materials should, of course, benefit
the material producers through the availability of both a more
reliable market outlet and via increased profits.

d) Enterprise participation in financing of
rehabilitation

This in itself is a participatory element of the project.
Beyond that, investments of resources should lead to a
heightened interest in enterprise success and an incentive to
realize a return on the investment. This contrasts with little
or no investment that often characterizes public sector
enterprises where there is very little sense of "ownership" and
responsibility for the firm's operations,

G. 1R
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@) Employment generation

Increases in employment, or fuller employment of the existing
workforce will have immediate benefits in terms of the
financjal status of the workers and their households. In turn,
this should generate effective demand for farm products and
finished goods, thus having wider economic impact.

f) Use of appropriate technology. .

This tends to have a beneficial impact on employment
generation, as human capital is substituted for financial
capital. Secondly, particularly in a rehabilitation =ffort,
use of the appropriate scale of technology should enhance the
financial viability of the firm by discouraging overambitious
capital investment aimed at markets that have not yet
materialized. For the beneficiaries, sustained employment or
market outlets may be more important than higher wages or
prices that fluctuate,

2. Beneficiaries,

Beneficiaries fall in four major groups for the loan component:
owners and employees of industry, cooperatives, individual
farmers (producers) and consumers. Although the categories are
not mutually exclusive, they are useful for distinguishing the
types of benefits likely to accrue to each.

Owners and employees of industry have been discussed above at
some length, The only additional point to be made here is that
loans should be made on the basis of reasonable rather than
exorbitant projected profit margins; and recycling profits into
business should be encouraged whenever possible. The AID
program should have adequate safequards attached to ensure that
funds are not being used for unreasonable personal enrichment
via extensive profit making. A preference should be indicated
for reinvestment of capital in the enterprise,

The cooperative as organizations are likely to benefit on a
separate level from their individual membership. Many of these
- 01l and poultry processing facilities are owned and operated by
cooperatives. Both physical plant and management capacity
should be enhanced through he loan component. Cash flow should
improve, with cooperatives consistently able to pay producers
immediately rather than delaying payment for several months.
This will result in enhanced financial stability with funds
available to return to members as dividends or invest in other
activities,

) ,%”L"
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There are some problems with the politicization of cooperatives
management, especially at the district union levels, that will
interfere with the efficiency of operation of the enterprise.
Special provisions should be built into the loan terms for
cooperatives that condition lending on the holding of annual
meetings, preparation of annual audited accounts, the election
of representative Management Committees and, perhaps, on the
appointment of one or more members of the UDB's choice to the
Management Committee for the duration of the loan. This
individual or individuals could come from the bank, the GOU, or
other source, but should be a disinterested party with no local
political connections,

small farm operators will also derive a variety of benefits.
Locally-made agricultural inputs, such as livestock feeds,
should compete well with higher-cost imports, and farmers
should realize a savings there, Secondly, better and more
reliable markets should be available for their production,
particularly surplus food crops. It should be notad here that
although farmers are price-responsive, price alone will no%
dictate their production decisions., For example, in recent
years cooperatives have faced a serious problem in their
ability to pay cash on purchase of farm -commodities, Farmers
who have immediate cash needs may turn to middlesmen who are
willing to pay cash, even though the price per unit may be
lower than the official price. alternatively, in
cotton-growing areas, production has simply been held off the
market in some years because of a lack of trust on the part of
the farmers, There are also reports that in the cotton-growing
zones, particularly in Eastern Uganda, farmers are allocating
resources to other cash crops, such as rainfed rice instead of
investing in cotton production, Pesticides for cotton are said
to be moving poorly, with few farmers willing to invest
anything beyond household labor in cotton production. The
implications seem to be that =sven with substantial rises in
producer prices over the past two years, farmers may not be
meeting their costs, and other commodities appear to be more
profitable,

One other factor affecting the diffusion of benefits over the
large segment of the rural producer economy is the role of
women. Generally, women supply a substantial amount of the
on-farm labor and participate in decisions about the farming
enterprise. They market food crop surpluses, and occasional
cash crops, but marketing and purchase and the use of inputs
requiring cash fall generally two the male hous#hold members.

IEZ\_J
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A project such as RPE may have a highly differentiated impact
on household members. Two means of addressing this concern
are: (1) allow women to become individual cooperative members
rather than having only one membership per household, and (2)
build into the individual loan feasibility studies a
requirement to assess the impact of the loan on local household
economics. A study has been built into the project as part of
the Data Management Component to identify women participants
and beneficiaries of the enterprise rehabilitation effort. It
should identify how the groups are expected to participate
and/or benefit and identify any obstacles or constraints to
participation and to receipt of benefits (e.g., the problems of
delayed payments of cash to farmers).

Finally, although the other categories of beneficiaries include
consumers, it is important to view the loans from the
consumption side. Reduced cost to consumers should be a goal
of the overall program and applied to individual loan approval
processes when applicable., ©Not only will farm inputs increas=e
in availability and decrease in cost through import
substitution, but consumers of certain food products, such as
edible 0ils, dairy products, and poultry should realize a
benefit in greater availability. With more employment, there
may also be greater ability to pay for such commodities,
Ultimately, a beneficial impact on nutrition is anticipated.

Due to the fact that individual loans proposals cannot be
raviewed at this stage of project design, the above discussion
of spread effect and benefit incidence has been necessarily
general.

IV. Cooperative Economic Activity

Because of the importance of the cooperative movement in Uganda
in the past, and the likely participation of a number of the
cooperatives in the RPE Project, a description of the general
cooperative structure could prove useful to understanding how
the cooperatives will not only benefit from the RPE Project,
but also the importance of this movement in providing the
vehicle for small farmer participation in marketing of food and
cash crops and benefits from value added through crop
processing, It is anticipated that up to 65% of the RPE funds
will be used for both rehabilitation and expansion of
cooperative agricultural activities during the life of the
project,

The Uganda Cooperative Movement is a pyramidal structure based
on over 3,000 primary societies with an estimated membership of
one million households. The primary societies are
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predominantly organizations for marketing farm produce. They
are very localized entities, managed by committees elected by
the membership. The district cooperative unions are at the
next level of the structure, There are 33 district unions,
each of which is composed of the primary societies in the
district. The primary societies have representation on the
Policy Committees of the District Unions. There are six
national cooperative organizations at the next level of the
structure, which serve gpecialized functions of banking,
procurement, transportation and insurance. 1In all these areas
the cooperative unions/societies are free to use services
provided by other commercial organizations, and historically
the commercial banks have played an important role in providing
banking services,

The Cooperative Bank of Uganda was originally identified during
the project identification stage as the main ICI. Subssquent
reviews of the bank revealed a number of ssrious shortcomings
and constraints that would have been impossible for the project
to deal with, howsver,

Note: This Social Soundness Arnalysis was based on the original
draft written by J. Atherton for the RPE Project at a time when
the principal ICI for the project was to be the Cooperative
Development Bank (CDB). Subsequently, the target enterprise mix
of the project likewise evolvad to a degree from the original,
heavily export oriented, somewhat higher economic level group.
The greater beneficiary population, however, remains fairly
similar to the original. although, there is now a greater
emphasis on direct agricultural production rather than
primarily agro-industrial cash export crop processing as was
initially proposed. If anything, the social soundness of the
project would appear to have improved under the new design.

[
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OFFICE OF THE MINISTER OF FINANCE.
P.0. BOX 8147,
KAMPALA. USGANDA.

TEnEaRAMs: “FINSEC.”
TeLesHonE  MINIFTER, KAWPALA 43034 & 32370.
OFFICE. KAMPALA 34700/8 (10 Lines).

w ane comesronoencton | EC,76/180.

* THIS SUBJECT PLEASE QUOTE KO..ooooooer: UL REPUBLIC OF UGANDA

15th Fehruary, 1984.

‘H.E. Irvin Coker,
Director,

United States Agency for
International Development
Kampala.

Your Excellency,

Re: Application for Financial Assistance
for Agricultural Sector

I wish to refer to various discussions you and your
. pfficials have been holding with Uganda Development Bank and
the Ministry of Agriculture regarding financial assistance for
the, Agricultural Sector.

The Agricultural Sector has been given top priority
in the Revised Recovery Programme and any financial a551stance
for projects in this area is vital and helpful towards
successful implementatién of the programme.

In this regard, I wish to formerly request the
Government of the United States of America to extend a grant
or a concessionary loan to Uganda Government to be channelled

- through Uganda Development Bank to finance development projects
in the following agricultnral sub—-sectors:

Agro-Based Industries
Crop Production
Dairy Farming

Poultry

Piggery

Fishery

There is also need to strengthen Uganda Development Bank
professional staff position relating to the management of the

loan and the areas in which the loan proceeds are to be utilized.

In this connection, I wish to further request your Government to
extend technical assistance to Uganda Development Bank.

Finally, I wish to express Uganda Government appreciation
for the United States Government contribution and support during
the recent Consultative Group Meeting on Uganda held in Paris
-and for the continved encouragement and assistance in our
-Recovery Programme.

. Accept, ¥Your Excellency, the assnrances of my
highest consideraticn.

(Ambassaddr E R Kamuntu)
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. THE GOVERNOR

- BANK OF UGANDA
= L 37/43 KAMPALA ROAD,

" P.0.BOX 7120,
KAMPALA

G.68/B/79/8 16th February, 1984,

Mr. Irvin D, Coker,lggu

Mission Dirsector,

United States of Amsrica Agency for
International Develpment (USAID),

P.D. Box 7007,

Kampala,

Dgar #r. Coker,

Thank you for your letter of é6th February, 1984 follow-
ing the discussions held at Grindlays Bank (U) Ltd., Kampala,

on 23rd Jenuary between your representative and the Grindlays
Bank,

The suggestion to include private commercial banks as
intermedia it i in your proposed Rehabilitation
of Productive Enterprises (RPE) project is acceptable to us. As
regards the proposal to institute a_E2g%ig_ggg£§§§g§_§gﬂgmg_fnr
saall borrowers, I have to advise that the Bank of Uganda has
sccepted it in principle. As ypu will appreciate, the Bank will
have to establish a special Fund before it could go ahead with
the implementation of the scheme. I understand that at the mest-
ing held on 23rd January at the Grindlays Bank, the question of
USAID extending assistance to ths Bank of Uganda for building /
the Fund was raised, I hope that the matter is engaging your ¢

attention. We would eppreciate any assistance from USAID to
supplement our efforts in this dirsction,

Mearnwhile, I have adviserd the Dirasctor of the Bankd

"Devalopment Finance Department to attend the meeting when it

is convened by you.

Yours sincerely,

mgn)

DEPUTY GOVERNOR




Mr. Winston M. McPhie

Project Design Officer

DUnited States Agency for
" International Development
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 BAMK OF TGAMDA - EXFERIETCE 1N HAMDLIYNG EXTECRIAL AID

The Bank of Uganda has been involwed closely with both World Bemi ond I.D.A.
Reconstruction Credits to Ugande. Most of the technical work in pro-
cessing the credifs is handled by the Externsl Debt lMemagemert Cffice
(EeDu¥.0.) of the Bank,

The Lid Co-ordination Unit in E.D.IM.0. works closely with Aid Co-ordinntion
both in the linistry of Finance and the Ministry Plarning and Zconomic
Developmert. The Department keeps full records of 213 the Letters of Credit
opened by importers, It also liazises closely with the Torld 2zrk office in
Fairobli and Vashinston to keep accurate records of disbursements of funds
by the Vorld Bank, The officers in the Aid Co-ordinstion Unit physically
visit the various importers to resolve problems and to ensure sreedy uti-
lisation of the Vorld Bank funds, TVhere 16cal cover is due to be pzid to
the Project Account, then this is followed up on an ongoing basis and reguiar
reports are made to the senior liznagement of the Bank of Uganda and to the
Ministry of Finance.

In 2 recent develonment, the work of the Aid Co-ordination section was
exranded by the establishment of an Exteinal Grants Desk. Records of external
grent aid will be kept in E.D.MN.0.and close coxmtact will bte maindeined with
the various donors. Regular reports will be prepared in the Deparinent on

the utilisation of IZxternal Grent Aid as to amounts received, amounts still
due, associated problems e.t.c. Every type of exiernal grant aid will be .
handled here whether commodity aid, project related expenditure, technical

assistance and relief =zid.

STAPFING:

The section on Aid Co-ordination is presently headed by the Deputy Director
of the Department, There are two other officers working in this section,
one at Senior Benking Officer level aznd the other at Banking Officer Grade
One level.

It is hoped that two more officers will be recruited to this work.

Y ~ ‘
L) f Ak A
VICHAZL J. BOURIE VD% B

DIRECTOR, Z.D,100,
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a) Direct linkage to increased agricultural production.

Producers of primary agricultural products should benefit via
improved access to agricultural inputs and outlets for their

produce, As virtually every small farmer in Uganda producers
at least once commodity for cash sale, this criterion should

cause considerable diffusion of project benefits,

b) Private ownership or market responsiveness.

These enterprises tend to be smaller scale (as for example in
the case of feed mills and poultry farms) which generally
implies a more labor intensive/appropriate technology
orientation. They also operate on a sounder financial footing
because they must show a profit to survive, whereas
parastatals, for example, may receive government subsidies,
Thus, market-oriented firms are willing to pay wages and
salaries that will attract the best management and labor, and
will pay prices for raw materials that may exceed the GOU
control price, if the materials are needed to maintain a
certain level of operation. 1In general,-it has been found that
there are greater incentives for efficiency in operations in
market responsive firms and that some costs can be reduced and’
higher producer prices can be paid while'maintaining the same
profit margin. 1In other instances the meére ability of the
private firms to pay cash rather than operating on credit as
the cooperatives are often forced to do, allows the private
firms to pay a lower price to the producer, but the producer at
least gets paid on delivery. AID should also work with the GOU
to try to make the cooperatives more competitive on this issue
of cash payment. The RPE project provides yet another form for
discussion of this cash constraint,.

c) Use of local raw materials with few imported inputs.

Any purchase of local raw materials should, of course, benefit
the material producers through the availability of both a more
reliable market outlet and via increased profits,

d) Enterprise participation in financing of
rehabilitation

This in itself is a participatory element of the project.
Beyond that, investments of resources should lead to a .
heightened interest in enterprise success and an incentive to
realize a return on the investment. This contrasts with little
or no investment that often characterizes public sector
enterprises where there is very little sense of "ownership" and
responsibility for the firm's operations,

G. R
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e) Employment generation

Increases in employment, or fuller employment of the existing
workforce will have immediate benefits in terms of the
financial status of the workers and their households. 1In turn,
this should generate effective demand for farm products and
finished goods, thus having wider economic impact.

f) Use of appropriate technology.

This tends to have a beneficial impact on employment
generation, as human capital is substituted for financial
capital. Secondly, particularly in a rehabilitation =ffort,
use of the appropriate scale of technology should enhance the
financial viability of the firm by discouraging overambitious
capital investment aimed at markets that have not yet
materialized., For the beneficiaries, sustained employment or
market outlets may be more important than higher wages or
prices that fluctuate,.

2. Beneficiaries,

Beneficiaries fall in four major groups for the loan component:
owners and employees of industry, cooperatives, individual
farmers (producers) and consumers. Although the categories are
not mutually exclusive, they are useful for distinguishing the
types of benefits likely to accrue to each.

owners and employees of industry have been discussed above at
some length. The only additional point to be made here is that
loans should be made on the basis of reasonable rather than
exorbitant projected profit margins; and recycling profits into
business should be encouraged whenever possible, The AID
program should have adequate safeqguards attached to ensure that
funds are not being used for unreasonable personal enrichment
via extensive profit making. A preference should be indicated
for reinvestment of capital in the enterprise,

The cooperative as organizations are likely to benefit on a
separate level from their individual membership. Many of these
0il and poultry processing facilities are owned and operated by
cooperatives., Both physical plant and management capacity
should be enhanced through he loan component. Cash flow should
improve, with cooperatives consistently able to pay producers
immediately rather than delaying payment for several months.
This will result in enhanced financial stability with funds
available to return to members as dividends or invest in other
activities,

.

/2
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There are some problems with the politicization of cooperatives
management, especially at the district union levels, that will
interfere with the efficiency of operation of the enterprise,
Special provisions should be built' into the loan terms for
cooperatives that condition lending on the holding of annual
meetings, preparation of annual audited accounts, the election
of representative Management Committees and, perhaps, on the
appointment of one or more members of the UDB's choice to the
Management Committee for the duration of the loan, This
individual or individuals could come from the bank, the GOU, or
other source, but should be a disinterested party with no local
political connections,

small farm operators will also derive a variety of benefits.
Locally-made agricultural inputs, such as livestock feeds,
should compete well with higher-cost imports, and farmers
should realize a savings there, Secondly, better and more
reliable markets should be available for their production,
particularly surplus food crops. It should be noted here that
although farmers are price-responsive, price alone will not
dictate their production decisions, For example, in recent
years cooperatives have faced a serious problem in their
ability to pay cash on purchase of farm commodities., Farmers
who have immediate cash needs may turn to middlemen who are
willing to pay cash, even though the price per unit may be
lower than the official price Alternatively, in

cotton- growxng areas, productlon has simply been held off the
market in some years because of a lack of trust on the part of
the farmers., There are also reports that in the cotton-growing
zones, particularly in Eastern Uganda, farmers are allocating
resources to other cash crops, such as rainfed rice instead of
investing in cotton production. Pesticides for cotton are said
to be moving poorly, with few farmers willing to invest
anything beyond houseshold labor in cotton production. The
implications seem to be that even with substantial rises in
producer prices over the past two years, farmers may not be
meeting their costs, and other commodities appear to be more
profitable,

One other factor affecting the diffusion of benefits over the
large segment of the rural producer economy is the role of
women. Generally, women supply a substantial amount of the
on-farm labor and participate in decisions about the farming
enterprise., They market food crop surpluses, and occasional
cash crops, but marketing and purchase and the use of inputs
requiring cash fall generally two the male household members,.

24

%4



G ¢

- 14 -

A project such as RPE may have a highly differentiated impact
on household members. Two means of addressing this concern
are: (1) allow women to become individual cooperative members
rather than having only one membership per household, and (2)
build into the individual loan feasibility studies a
rnqu1rement to assess the impact of the loan on local household
economics. A study has been built into the project as part of
the Data Management Component to identify women participants-
and beneficiaries of the enterprise rehabilitation effort., It
should identify how the groups are expected to participate
and/or benefit and identify any obstacles or constraints to
participation and to receipt of benefits (e.g., the problems of
delayed payments of cash to farmers).

Finally, although the other categories of beneficiaries include
consumers, it is important to view the loans from the
consumption side. Reduced cost to consumers should be a goal
of the overall program and applied to individual loan approval
processes when applicable. ©Not only will farm inputs increase
in availability and decrease in cost through import )
substitution, but consumers of certain food products, such as
edible o0ils, dairy products, and poultry should realize a
benefit in greater availability. With more employment, there
may also be greater ability to pay for such commodities, '
Ultimately, a beneficial impact on nutrition is anticipated.

Due to the fact that individual loans proposals cannot be
raviewed at this stage of project design, the above discussion
of spread effect and benefit incidence has been necessarily
general.

IV. Cooperative Economic Activity

Because of the importance of the cooperative movement in Uganda
in the past, and the likely participation of a number of the
cooperatives in the RPE Project, a description of the general
cooperative structure could prove useful to understanding how
the cooperatives will not only benefit from the RPE Project,.
but also the importance of this movement in providing the
vehicle for small farmer participation in marketing of food and
cash crops and benefits from value added through crop
processing. It is anticipated that up to 65% of the RPE funds
will be used for both rehabilitation and expansion of
cooperative agricultural activities during the life of the
project,

The Uganda Cooperative Movement is a pyramidal structure based
on over 3,000 primary societies with an estimatesd membership of
one million households. The primary societies are

-~
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predominantly organizations for marketing farm produce. They
are very localized entities, managed by committees elected by
the membership. The district cooperative unions are at the
next level of the structure. There are 33 district unions,
esach of which is composed of the primary societies in the
district, The primary societies have representation on the
Policy Committees of the District Unions. There are six
national cooperative organizations at the next level of the
structure, which serve specialized functions of banking,
procurement, transportation and insurance., 1In all these areas
the cooperative unions/societies are free to use services
provided by other commercial organizations, and historically
the commercial banks have played an Jmportant role in providing
banking services.

The Cooperative Bank of Uganda was originally identified during
the project identification stage as the main ICI. Subsequent-
reviews of the bank revealed a number of serious shortcomings
and constraints that would have been impossible for the project
to deal with, however,

Note: This Social Soundness Analysis was based on the original
draft written by J. Atherton for the RPE Project at a time when
the principal ICI for the project was to be the Cooperative
Development Bank (CDB). Subsequently, the target enterprise mix
of the project likewise evolved to a degree from the original,
heavily export oriented, somewhat higher economic level group.
The greater beneficiary population, however, remains fairly
similar to the original. although, there is now a greater
emphasis on direct agricultural production rather than
primarily agro~industrial cash export crop processing as was
initially proposed., If anything, the social soundness of the
project would appear to have improved under the new design.

7ﬁ“f’



T S ' * ANNEX H.

OFFICE OF THE MINISTER OF FINANCE.
P.0. BOX 8147,
KAMPALA, UGANDA,

TewEaraMs: " FINSEC.”
TeLepnone  MINISTER, KAMPALA 43054 & 32370.
OFFICE. KAMPALA 34700/9 (10 LINES).

(N ANY CORRESPOKDENCE ON EC - 76/180

© TWIS SUBJECT BLEASE QUOTE KD, .....ioomimonns S0l e #EPURLIC OF UGANDA

15th Februnary, 1984.

" H.BE..Xyvin Coker,
Director,
United States Agency for
International Development
Kampala.

Your Excellency,

Re: Application for Financial Assistance
for Agricultural Sector

. I wish to refer to variouns discussions you and your

. officials tave been holding with Uganda Development Bank and

- the Ministry of Agriculture regarding financial assistance for
the Agricultural Sector.

The Agricultural Sector has been given top priority
.in the Revised Recovery Programme and any financial assistance
for projects in this area is vital and helpful towards
successful implementation of the programme.

In this regard, I wish to formerly regquest the
Government of the United States of America to extend a grant
or a concessionary loan to Uganda Government to be channelled

- through Uganda Development Bank to finance development projects
in the following agricmltural sub-sectors:

- Agro-Based Industries
- Crop Production

- Dairy Farming.

- Poultry

- Piggery

- PFishery

There is also need to strengthen Uganda Development Bank
professional staff position relating to the management of the

loan and the areas in which the loan proceeds are to be utilized.

In this connection, I wish to further regquest your Government to
extend technical assistance to Uganda Development Bank.

Finally, I wish to express Uganda Government appreciation
for the United States Government contribution and support Guring
the recent Consultative Group Meeting on Uganda held in Paris
and for the continued encouragement and assistance in our

-Recovery Programme.

Accept, Your Excellency, the assurances of my
hlghest consideration.

(Ambassaddr E R Kamuntu)
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THE GOVERNOR

37/43 KAMPALA ROAD,
£.0.8BOX 7120,
EAMPALA

6.68/8/79/8 16th February, 1984,

Mr, Irvin D. Cokar,jQQ”

Migsion Director,

United States of America Agency for
International Devalpment (USAID),

P,0. Box 7007,

Kampals,

Dear #r. Coker,

Thank you for your letter of 6th February, 1984 follow-
ing the discussions held at Grindlays Bank {(U) Ltd., Kampala,

on 23rd January between your representative and the Grindlays
Bank.

The suggestion to include private commercial banks as
intermedia il ! in your proposed Rehabilitation
of Productive Enterprises (RPE) project is acceptable to us. As
regards the proposal to institute a Credit Guarantes Scheme for
smsll borrowers, I have tu advise. that the Bank of Uganda hae
accepted it in principls. As you will appreciate, the Bank will
have to establish a special Fund before it could go ahead with
the implementation of the scheme. I understand that at the meet- ‘
ing held on 23rd January at the Grindlays Bank, ths gquestion of '
USAID extending assistance to the Bank of Uganda for building /
the Fund was raised, I hope that the matter is engaging your -

attention. We would appreciate any assistance from USAID to .
supplement our efforts in this direction. ‘

Mesmwhile, I have advised the Dirsctor of the Bankb

"Devalopmant Finance Department to attend the mesting when it

is convened by you.

Yours sincerely,

(3. R, B.7EldNgot)

DEPUTY GOVERNOR
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Mr. Winston M. McPhie

Project Design Officer

United States Agency for
" International Development
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BANK OF UGANDA - EYPERTENCE IN HANDIING EXTORMAL AID

The Bank of Uganda has been involwed closely with both World Remi and I.D.A.
Reconstruction Credits to Ugenda, Most of the technieal work in pro-

cessing the credits is handled by the Extermal Debt Management Office
{E.D.11.0.) of the Bank,

The Aid Co-ordination Upit in E.D,M.0. works closely with Aid Co-ordination
both in the !inistry of Firence and the Vinistry Flanning and Economie
Development. The Department keeps full records of 211 the Letters of Credit
ovened by importers. It also liaises closely with the World Bamk office in
Faircbi and Vashington 40 keep accurate records of disbursements of funds
by the Torld Bank. The officers in the Aid Coordination Unit physically
vigit the various importers to resolve problems and to ensure sneedy uti-
lisation of the Yorld Bank funds. Vhere 16cal cover is due to be paid te
the Project Account, then this is followed up on an ongoing basis and recuier
reports are made to the senior lanagement of the Bank of Ugenda and to the
Vinistry of Finance.

In 2 recent development, the work of the 4id Co-ordination section was
expanded by the establishment of an External Grants Desk. Records of external
grant aid will be kept in E.D.M.O.ard close contact will te maintzined with
the various donors. Regular reports will be prepared in the Department on
the utilisation of Sxternal Grant Aid as to amounts received, amounts still
due, associated problems e.t.c. Every type of external grant aid will be

kandled here whether commodity aid, project related expexmditure, technical
assistance and relief aid.

STAFFING:

The section on Aid Co-ordination is presently headed by the Deputy Director
of the Department. There are two other officers working in this section,
one at Senior Benking Officer level and the other et Banling Officer Grade
One level.

It is hoped that two more officers will be recruited o this work.

ot S ,,xcuén.

MICHAEL J. BOUYE
: DIRECTOR, E.D,IL0
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