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PREFACE 

A l t h o u g h  t h e  b a s i c  d e s i g n  a n d  t h r u s t  o f  t h i s  p r o j e c t  r e m a i n s  
u n c h a n g e d ,  t h e  p r o j e c t  p a p e r  p r o p e r  d o e s  n o t  r e f l e c t  c e r t a i n  
r e c o m m e n d a t i o n s  a n d  d e c i s i o n s  r e g a r d i n g  t h e  p r e - i m p l e m e n t a t i o n  
p e r i o d ,  p h a s i n g ,  b u d g e t ,  a n d  m e a s u r e s  a d o p t e d  t o  e n h a n c e  t h e  
f l o w  o f  b e n e f i t s  t o  t h e  n e e d y  made d u r i n g  t h e  o f f i c i a l  r e v i e w  . a n d  a p p r o v a l  p r o c e s s  i n  A I D / W  ( J u n e  - S e p t e m b e r  1 9 8 4 ) .  T h e s e  
m o d i f i c a t i o n s  a r e  d e t a i l e d  i n  two  T a b s  t o  t h e  A c t i o n  Memorandum 
r e q u e s t i n g  a u t h o r i z a t i o n  i n c o r p o r a t e d  i n  t h e  f o l l o w i n g  p a g e s .  

i 
W i t h  r e s p e c t  t o  b e n e f i t s  t o  t h e  n e e d y ,  t h e  p r i m a r y  p u r p o s e  o f  
t h e  p r o j e c t  was  c h a n g e d  f r o m  i t s  p r e v i o u s  f o c u s  on  l e n d i n g  
s y s t e m  i m p r o v e m e n t s  t o  t h e  f o l l o w - i n g :  

I m o r o v e d  i n c o m e  f o r  t h e  r u r a l  Door  a n d  i n c r e a s e d  
a g r i c u l t u r a l  p r o d u c t i o n  t h r o u g h  i n c r e a s e d  i n v e s t m e n t  
i n  a g r i c u l t u r a l  e n t e r p r i s e  ( p r i m a r y  p r o d u c t i o n ,  
p r o c e s s i n g ,  m a r k e t i n g ,  a n d  o t h e r  a g r i c u l t u r a l l y  
r e l a t e d  o p e r a t i o n s ) .  

C o n d i t i o n s  e x p e c t e d  a t  t h e  e n d  o f  t h e  p r o j e c t  a n d ' l o w e r  l e v e l  
i n d i c a t o r s ,  h o w e v e r ,  s t i l l  i n c l u d e  t h e  o r i g i n a l  s y s t e m  a n d  
e n t e r p r i s e  d e v e l o p m e n t  o b j e c t i v e s  i n  a d d i t i o n  t o  new t a r g e t s  
a s s o c i a t e d  w i t h  t h e  f l o w  o f  b e n e f i t s  t o  t h e ' n e e d y ;  ( S e e  T a b  A . )  

A p o s t - a u t h o r i z a t i o n  a t t e m p t  t o  r e v i s e  t h e  P r o j e c t  P a p e r  was  
made i n  W a s h i n g t o n ,  b u t  i t  was  f o u n d  t h a t  some o f  w h a t  was  
p r o p o s e d ,  ( t h e  i n v o l v e m e n t  o f  t h e  P r i v a t e  D e v e l o p m e n t  
C o r p o r a t i o n  o f  t h e  P h i l i p p i n e s ,  f o r  e x a m p l e )  was  n o t  p o s s i b l e ,  
a n d  i n  o t h e r  c a s e s  a d e q u a t e  d a t a ,  i n f o r m a t i o n  a n d  c o n s u l t a t i o n  
w i t h  Ugandan  i n s t i t u t i o n s  was  n o t  a v a i l a b l e  f o r  a  c o m p l e t e ,  
t h o r o u g h  a n d  i n t e r n a l l y  c o n s i s t e n t  r e v i s i o n .  The  e x e r c i s e  t h u s  
w o u l d  h a v e  r e q u i r e d  e n g a g i n g  i n  c o n s i d e r a b l e  f i c t i o n .  F i n a l l y ,  
t o  a  d e g r e e ,  t h e  r e v i s i o n  h a s  b e e n  o v e r t a k e n  by e v e n t s  a s  t h e  
e c o n o m i c  a n d  i n s t i t u t i o n a l  s e t t i n g  i n  Uganda  c o n t i n u e s  t o  
e v o l v e .  

W i t h  t h e  a b o v e  i n  m i n d ,  i t  w a s  e v e n t u a l l y  d e c i d e d  t o  l e a v e  
s u b s t a n t i a l  r e v i s i o n  f o r  a  s u b s e q u e n t  PP s u p p l e m e n t  w h i c h  w i l l  
h a v e  t o  b e  a c c o m p l i s h e d  i n  a n y  c a s e  a n d  f o r w a r d e d  t o  W a s h i n g t o n  
f o r  r e v i e w  a n d  a p p r o v a l  p r i o r  t o  mov ing  ahead  w i t h  P h a s e  I1 a t  
t h e  e n d  o f  P r o j e c t  Year 2 (September  1 9 8 6 ) .  I n  t h e  m e a n t i m e ,  
m a t e r i a l  i n  p a g e s  i m m e d i a t e l y  f o l l o w i n g  ( l i s t e d  b e l o w )  s h o u l d  
b e  c o n s u l t e d  a s  t h e  o f f i c i a l l y  a p p r o v e d  v e r s i o n  f o r  p u r p o s e s  o f  
t h e  i n i t i a l  a n d  e x p e r i m e n t a l  P h a s e  I ( O c t o b e r  1984  - S e p t e m b e r  
1986) o f  t h e  p r o j e c t :  



R e v i s e d  P a r t  I - Summary and Recommendat ions 

A c t i o n  Memorandum r e q u e s t i n g  a u t h o r i z a t i o n  

P r o j e c t  A u t h o r i z a t i o n  

Tab A. R e v i s i o n s  t o  P r o j e c t  D o c u m e n t a t i o n  t o  Assure  an 
I n c r e a s e d  f l o w  o f  P r o j e c t  B e n e f i t s  t o  t h e  Needy, and, 

Tab B. Supp lemen ta ry  S ta temen t  on  P r e - I m p l e m e n t a t i o n  
P e r i o d  and Budge t  

The p r o j e c t  p a p e r  p r o p e r  (commences some t h i r t y  pages i n t o  t h e  
document)  s h o u l d  be  c o n s u l t e d  f o r  backg round  and c o n c e p t s  
u n d e r l y i n g  d e s i g n  and f e a s i b i l i t y  a s p e c t s  o f  t h e  p r o j e c t  and as  
t h e  s t a r t i n g  p o i n t  f o r  t h e  deve lopment  o f  Phase 11. 



PART I - SUMMARY AND RECOMMENDATIONS 

A. G r a n t e e  and E x e c u t i n g  Agenc ies .  

The M i n i s t r y  o f  F i n a n c e  i s  t h e  d e s i g n a t e d  g r a n t e e  f o r  t h i s  
p r o j e c t  and w i l l  s i g n  t h e  G r a n t  Agreement on  b e h a l f  o f  t h e  
Government o f  Uganda. The Bank o f  Uganda ( c e n t r a l  bank o f  t h e  

a 
c o u n t r y )  w i l l  be  t h e  o f f i c i a l  e x e c u t i n g  agency.  

6. Recommendation. 

1. A g r a n t  i n  t h e  amount o f  $18.2 m i l l i o n ,  o v e r  a  f i v e  y e a r  
p e r i o d  commerc ing i n  O c t o b e r  1984, s h o u l d  be  a u t h o r i z e d  t o  t h e  
Government o f  Uganda f o r  t h e  p r e p a r a t i o n  and e x e c u t i o n  o f  t h e  
i n t e r m e d i a t e  c r e d i t  syspem deve lopment  p r o j e c t  d e s c r i b e d  i n  P a r t  
I11 o f  t h i s  p r o j e c t  p a p e r .  The c o n t r i b u t i o n  t o  t h e  p r o j e c t  f r o m  
t h e  r e c i p i e n t  c o u n t r y  w i l l  amount t o  t h e  U.S. d o l l a r  e q u i v a l e n t  
o f  $8.2 m i l l i o n  (31% o f  t o t a l  p r o j e c t  c o s t ) . .  O f  t h e  t o t a l  
p r o j e c t  c o s t  o f  26.4 m i l l i o n ,  s u b - b o r r o w i n g  e n t e r p r i s e s  a r e  
e x p e c t e d  t o  c o n t r i b u t e  a p p r o x i m a t e l y  $3.2 m i l l i o n  w h i l e  
i n t e r m e d i a t e  c r e d i t  i n s t i t u t i o n s  w i l l  f i n a n c e  abou t  $5 m i l l i o n .  
(See F i n a n c i a l  P l a n . )  

2. Wa ive rs :  

a )  A b l a n k e t  w a i v e r  r e q u e s t  t o  a l l o w  t h e  p u r c h a s e  by 
s u b - b o r r o w e r s  o f  i t e m s  o f  Geog raph i c  Code 935 s o u r c e  and o r i g i n  
o f  up t o  $3 m i l l i o n  i s  r e q u e s t e d  as p a r t  o f  t h e  a u t h o r j z a t i o n . .  
T h i s  i s  due t o  a  d e s i g n  team e s t i m a t e  t h a t  up t o  100  
s u b - b o r r o w e r s  unde r  t h e  p r o j e c t . w i l 1  be r u r a l  based, f o r  t h e  most  
p a r t ,  and g e o g r a p h i c a l l y  d i s b u r s e d  w i t h  l i t t l e  access  t o  
p r o c u r e m e n t  i n f o r m a t i o n  on c o m m o d i t i e s  o t h e r  t h a n  t h o s e  n o r m a l l y  
a v a i l a b l e  i n  t h e  v i c i n i t y  o f  t h e  e n t e r p r i s e .  L i k e w i s e ,  
m a i n t e n a n c e  and r e p a i r  s e r v i c e s  w i l l  o n l y  be a v a i l a b l e  f o r  
equ ipmen t  n o r m a l l y  i n  use  t h e  s u b - p r o j e c t  a r e a ,  and few,  if any,  
o f  t h e  c o m m o d i t i e s  l i k e l y  t o  be  i m p o r t e d  by  s u b - b o r r o w e r s  a r e  
c u r r e n t l y  i m p o r t e d  by  Uganda f r o m  t h e  U n i t e d  S t a t e s .  

b )  A b l a n k e t  s i x  month s o u r c e / o r i g i n  s h i p p i n g  w a i v e r  
and a  d e t e r m i n a t i o n  o f  n o n - a v a i l a b i l i t y  of US F l a g  v e s s e l s  w i l l  
be r e q u e s t e d  f r o m  A I D / W  (SER/COM/TS) s h o r t l y  b e f o r e  t h e  f i r s t  
p r o j e c t  c o m m o d i t i e s  a r e  pu rchased .  A l t h o u g h  such  a  d e t e r m i n a t i o n  
c o u l d  be s u p p o r t e d  a t  t h i s  t i m e  f r o m  Europe  and Japan t o  
Mombassa, because t h e r e  i s  c u r r e n t l y  no  US f l a g  l i n e r  s e r v i c e  on  
t h e s e  r o u t e s ,  t h i s  may n o t  be  t h e  case  a t  t h e  t i m e  p r o j e c t  
p r o c u r e m e n t  i s  i n i t i a t e d .  

C. The P r o j e c t .  

The p r o j e c t  c o n s i s t s  o f  a s s i s t a n c e  t o  i m p r o v e  income o f  t h e  r u r a l  
p o o r  and i n c r e a s e  a g r i c u l t u r a l  p r o d u c t i o n  i n  Uganda t h r o u g h  
i n c r e a s e d  p r o d u c t i v e  i n v e s t m e n t  i n  a g r i c u l t u r a l  e n t e r p r i s e .  



A s s i s t a n c e  i s  f u r t h e r  p r o v i d e d  t o  h e l p  i n  s t r e n g t h e n i n g  t h e  
c a p a c i t y  o f  b o t h  b o r r o w e r s  and l e n d e r s  i n  t h e  c o u n t r y  f o r  
p r o d u c t i v e  i n v e s t m e n t  i n  a g r i c u l t u r e  t h r o u g h  p r o v i s i o n  o f  ( a )  
t e c h n i c a l  a s s i s t a n c e  and t r a i n i n g  f o r  i m p r o v e d  m a n a g e r i a l  and 
t e c h n i c a l  c a p a c i t y  o f  b o t h  g roups ,  and ( b )  s t a r t - u p  l e n d i n g  
c a p i t a l  f o r  p r i m i n g  o f  t h e  c r e d i t  systems t o  be s t r e n g t h e n e d  and 
t o  enhance e x p e r i e n c e  and c a p i t a l  m o b i l i z a t i o n  c a p a b i l i t y  
n e c e s s a r y  f o r  s e l f - s u s t a i n e d  deve lopment  i n  t h e  f u t u r e :  

The s t r u c t u r e  o f  t h e  p r o j e c t  i s  b u i l t  a round  t h e  n o t i o n  o f  
s e p a r a t e  b u t  m u t u a l l y  r e i n f o r c i n g  packages a imed a t  t h e  two  key  
l e v e l s ,  c r e d i t  i n t e r m e d i a r y  and b o r r o w i n g  e n t e r p r i s e .  O v e r a l l  
management and c o o r d i n a t i n g  r e s p o n s i b i l i t y  f o r  t h e  p r o j e c t  w i l l  
be l o d g e d  w i t h  t h e  C e n t r a l  Bank o f  t h e  c o u n t r y  (The Bank o f  
Uganda [ B O U ] ) .  As a  p r a c t i c a l  m a t t e r ,  however ,  t h e  e f f o r t  w i l l  
be d i r e c t e d  p r i m a r i l y  t h r o u g h  t h e  e f f o r t s  o f  US c o n t r a c t o r s  i n  
c o l l a b o r a t i o n  w i t h  t h e  management o f  t h e  l e a d  l e n d i n g  
i n s t i t u t i o n ,  t h e  Uganda Development  Bank (UDB). The p r o j e c t  w i l l  
a l s o  be c a r r i e d  o u t  i n  a  c o l l a b o r a t i v e  s t y l e  w i t h  a  ~ o r l d  
Bank/UNDP team, c u r r e n t l y  w o r k i n g  w i t h  t h e  UDB i n  c r i t i c a l  l i n e  
p o s i t i o n s  t o  s t r e n g t h e n  i n d u s t r i a l  l e n d i n g  and o v e r a l l  management 
o f  t h e  i n s t i t u t i o n  and i t s  o p e r a t i n g  p r o c e d u r e s .  

I n  t h e  AID/W r e v i e w  o f  t h e  p r o j e c t ,  i t  was ag reed  t h a t i n t h e  
p r o j e c t ,  as  o r i g i n a l l y  c o n c e i v e d  and p r e s e n t e d  i n  t h e  PP, ( a  
t h ree -phased ,  $32 m i l l i o n ,  seven and one -ha l f  y e a r  e f f o r t )  s h o u l d  
be m o d i f i e d  i n  o r d e r  t o :  a )  e l i m i n a t e  t h e  l a s t  phase o f  t h e  
p r o j e c t ,  c u t t i n g  t h e  p r o j e c t  t o  f i v e  y e a r s  a t  l e s s  t h a n  $20 
m i l l i o n ,  b )  i n c o r p o r a t e  f u r t h e r  a n a l y s i s  o f  p r o j e c t  assump t i ons  
and an a c c e l e r a t e d  t r i a l  o p e r a t i o n s  a c t i v i t y  i n  o r d e r  t o  meet 
c e r t a i n  e a r l ' y  c r e d i t  demands and v a l i d a t e  o r  a d j u s t  d e s i g n  
s t r u c t u r e  on t h e  b a s i s  o f  t h i s  e x p e r i e n c e  (AID/W i s  t o  approve  
d e s i g n  a d j u s t m e n t s  and t h e  r e v i s e d  p l a n  f o r  t h e  m a i n  
i m p l e m e n t a t i o n  phase o f  t h e  p r o j e c t  on  t h e  b a s i s  o f  an e v a l u a t i o n  
o f  t h i s  e a r l y  e x p e r i e n c e ) ,  and c )  a d j u s t  budge t  assump t i ons  and 
g u i d e l i n e s  f o r  n o n - c r e d i t  e l e m e n t s  o f  t h e  p r o j e c t  t o  encourage  
more o f  an i n d i g e n o u s ,  l o w e r  c o s t  approach  t o  t e c h n i c a l  
a s s i s t a n c e ,  t r a i n i n g  and management o f  p r o j e c t  a c t i v i t i e s .  These 
m o d i f i c a t i o n s  a l o n g  w i t h  a  new a d j u s t e d  budge t  and o t h e r  changes 
r e l a t i v e  t o  t h e  f l o w  o f  b e n e f i t s  t o  t h e  needy a r e  d e t a i l e d  i n  
Tabs A and B t o  t h e  A c t i o n  Memorandum r e q u e s t i n g  a u t h o r i z a t i o n  
i n c o r p o r a t e d  i n  t h e  f o l l o w i n g  pages. 

D. Summary F i n d i n g s .  

The P r o j e c t  Commit tee has  r e v i e w e d  t h e  d e t a i l e d  economic,  
f i n a n c i a l ,  i n s t i t u t i o n a l ,  s o c i a l ,  e n v i r o n m e n t a l  and 
a d m i n i s t r a t i v e  a n a l y s e s  c a r r i e d  o u t  f o r  t h e  p roposed  p r o j e c t  
( P a r t s  I V  and V and c o r r e s p o n d i n g  Annexes).  I n  each  case,  t h e  
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p r o j e c t  was  f o u n d  f e a s i b l e  a n d  b e n e f i c i a l .  The  p r o j e c t  i s  a l s o  
f o u n d  a p p r o p r i a t e  w i t h i n  t h e  f r a m e w o r k  o f  o f f i c i a l  U S A I D  c o u n t r y  
p r o g r a m  a n d  s e c t o r  s t r a t e g i e s .  P r o j e c t . a u t h o r i z a t i o n ,  t h e r e f o r e ,  
a n d  e a r l y  e x e c u t i o n ,  a r e  r ecommended .  

L e g a l  C r i t e r i a :  

The  p r o j e c t  meets a l l  a p p l i c a b l e  s t a t u t o r y  c r i t e r i a .  As 
e t h i s  i s  a n  i n t e r m e d i a t e  c r e d i t  i n s t i t u t i o n  ( I C I )  p r o j e c t ,  

p l a n n i n g  a n d  c o s t i n g  r e q u i r e m e n t s  o f  S e c t i o n  611 ( a )  o f  t h e  1 9 6 1  
FAA a r e  c o n s i d e r e d  s a t i s f i e d  t h r o u g h  i n s t i t u t i o n a l  a n a l y s i s  a n d  
t h e  a p p l i c a t i o n  o f  d e t a i l e d  A I D  p r p g r a m ,  p o l i c y  a n d  p r o j e c t  
c r i t e r i a  a s  a p p l i e d  t o  b o t h  ICIs a n d  s u b - b o r r o w e r s  u n d e r  t h e  
l e n d i n g  c o m p o n e n t  o f  t h e  p r o j e c t .  W i t h  r e s p e c t  t o  t h e  H o s t  
C o u n t r y  c o n t r i b u t i o n  r e q u i r e m e n t ,  c o m b i n e d  G O U  a n d  p a r t i c i p a t i n g  
I C I  a n d  e n t e r p r i s e  i n p u t s  t o  t h e  p r o j e c t  a r e  c a l c u l a t e d  a t  31% o f  
t o t a l  p r o j e c t  c o s t  ( S e e  F i n a n c i a l  P l a n ) .  The  G O U  r e q u e s t  f o r  
a s s i s t a n c e  i n  t h e  f o r m  o f  t h i s  p r o j e c t  i s  a t t a c h e d  a s  Annex G .  



ACTION WEMORANDUM FOR THE ACTING ASSISTANT ADMINISTRATOR FOR 
AFRICA 

FROM : AFR/PD, Norman Coh 

SUBJECT : Rehabilitation o Enterprises (617-0104) 

Problem: You are requested to authorize a grant in the amount 
o f 2  million from development assistance funds for the 
~ehabilitation of ~roductive' Enterprises (WE) project in 
Uganda. The FY 1984 obligation amount is $6.0 million. The RPE 
p;oject will be the centefpiece 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 1984. 
Back round: In the analysis of the USAID the most serious 
;f-8-- evelopment problem facing Uganda taday and the rural and urban 
poor (in tarns 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 donors, 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) . 



Dis cuss ion : 

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 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 
on the bas-is of an evaluation of this early experience project , and c) 
adjust budget assumptions and guidelines for non-credik 
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. 



3. F i n a n c i a l  Summary o f  t h e  P r o j e c t :  

1. The US Contr ibut ion  t o  t h e  p r o j e c t ,  summarized below, w i l l  
t o t a l  $18.2 m i l l i o n  o f  which $6.0 m i l l i o n  i s  t o  be  ob l iga ted  i n  
FY 1984. This ,  a s  noted above, r e p r e s e n t s  a ve ry  s u b s t a n t i a l  
r educ t ion  from t h e  $33.9 m i l l i o n  a c t i v i t y  proposed i n  t h e  PP. 
Of t h e  t o t a l ,  $10.0 m i l l i o n  i s  f o r  t h e  c r e d i t  component 
r ep resen t ing  t h e  fo re ign  exchange c o s t s  o f  sub-projec ts  t o  be  
f inanced,  and $8.2 m i l l i o n  i s  f o r  a l l  o t h e r  c o s t s  inc luding  
t e c h n i c a l  a s s i s t a n c e ,  training, commodities, procurement 
s e r v i c e s  f o r  sub-projec ts ,  a u d i t i n g ,  d a t a  management and 
e v a l u a t i o n  e t c .  These f i g u r e s  inc lude  a 7% compounded i n f l a t i o n  
f a c t o r .  The d e t a i l e d  r e v i s e d  budget i s  shown i n  Tab1 B.  

Category LOP Funding Requirements 
($000) 

Cred i t  ( inc ludes  i n f l a t i o n )  10,000 

P r o j e c t  Operations 

Technical  Ass is tance  & 
Train ing  - 

Other Costs (Commodities, 
Procurement, Research 
Evaluat ion e t c . )  

Sub-Total 

I n f l a t i o n  

Sub-Total 

Grand Tota l  (rounded) 

2. The Host Country w i l l  c o n t r i b u t e  an es t imated   US$^ m i l l i o n  
t o  t h e  p r o j e c t  i n  t h e  form of l o c a l  currency components o f  
p r o j e c t  sub-loans whi le  borrowing e n t e r p r i s e s  w i l l  c o n t r i b u t e '  
another  $3.2 m i l l i o n  i n  e q u i t y  c o n t r i b u t i o n s  and t e c h n i c a l  
a s s i s t a n c e  c o s t  a s s o c i a t e d  wi th  sub-projec ts  f o r  a combined 
c o n t r i b u t i o n  o f  $8.2 m i l l i o n  o r  31% of  t o t a l  c o s t .  

C. Socio-economic, Technical  and Environmental Soundness: 

1. AID/w has reviewed the d e t a i l e d  economic, s o c i a l ,  
f i n a n c i a l ,  i n s t i t u t i o n a l ,  and a d m i n i s t r a t i v e  analyses  c a r r i e d  
o u t  f o r  t h e  proposed r o j e c t  ( P a r t s  I V  and V of  t h e  PP and 
corresponding Annexes P . I n  each case  t h e  p r o j e c t  w a s  found 
f e a s i b l e  ( o r  l i k e l y  t o  be  f e a s i b l e )  and i n  compliance wi th  AID 
p o l i c y  and programming c r i t e r i a .  The p r o j e c t  i s  a l s o  found 
a p p r o p r i a t e  wi th in  t h e  framework of  o f f i c i a l  USAID country 
program and s e c t o r  s t r a t e g i e s .  



2, Environmental Determination: Although t h e  IEE r e s u l t e d  in 
a nega t ive  determinat ion f o r  Class  I s u b - a c t i v i t i e s ,  and 
de fe r red  threshold  dec i s ions  f o r  Class I1 and I11 
s u b - a c t i v i t i e s ,  and an environmental assessment i s  no t  r equ i red  
b e f o r e  a u t h o r i z a t i o n ,  t h e  p r o j e c t  involves a c t i v i t i e s  and 
l o c a t i o n s  t h a t  are as y e t  n o t  s p e c i f i c a l l y  i d e n t i f i e d  and 
confirmed f o r  f inancing .  This  i s  an In termedia te  Cred i t  
I n s t i t u t i o n  (ICI) p r o j e c t ;  t h e  sub-project  l i s t  i s  s t i l l  
i l l u s t r a t i v e .  A system has  been designed and approved, 
however, which provides f o r  environmental c l a s s i f i c a t i o n  o f  
loan  a p p l i c a t i o n s  and ascending l e v e l s  o f  review depending on 
t h e  size of t h e  a c t i v i t y  and i t s  p o t e n t i a l  f o r  environmental 
harm and f o r  t h e  i n s t i t u t i o n  o f  m i t i g a t i n g  measures and/or  
f u r t h e r  ana lyses  as necessary p r i o r  t o  sub-projec t  approval and 
funding. Procedures a r e  descr ibed  i n  d e t a i l  i n  t h e  
Environmental Analysis ,  pp. 85-90 of  t h e  PP. 

3.  Human Rights :  I n  t h e  c a s e  o f  Uganda, Sec t ion  116 ( a )  o f  
t h e  FAA r e s t r i c t s  AID  a c t i v i t i e s  t o  a s s i s t a n c e  t h a t  d i r e c t l y  
b e n e f i t s  needy people. I n  t h i s  p r o j e c t ,  b e n e f i t s  t o  t h e  needy 
should be s u b s t a n t i a l  a s  a r e s u l t  of  i t s  employment impact, t h e  
es tabl i shment  of  new and/or  more competi t ive markets f o r  t h e  
product ion  o f  primary agricll ; l tural  commodities by small  
h o l d e r s ,  increased  a v a i l a b i l i t y  o f  lower c o a t  farm inpu t s  f o r  
improved p r o f i t a b i l i t y  on s m a l l  farms and t h e  increased  supply 
o f  lower c o s t  b a s i c  household food i tems f o r  poor consumers. I n  
a d d i t i o n ,  i n  t h e  review process ,  t h e  p r o j e c t  has  been rev i sed  
and measures adopted t o  enhance t h e  flow o f  b e n e f i t s  t o  t h e  
needy. (See Tab A.) Sec t ion  116 i s  thus  considered s a t i s f i e d .  

4 .  Sect ion  611 ( a )  A s  t h i s  i s  an I C I  p r o j e c t ,  planning and 
c o s t i n g  requirements o f  Sec t ion  611 (a)  of t h e  FAA a r e  
considered s a t i s f i e d  through t h e  a p p l i c a t i o n  o f  d e t a i l e d  AID 
program, p o l i c y ,  and sub-projec t  c r i t e r i a  as app l i ed  t o  both  
161s and sub-borrowers under t h e  lending component o f  t h e  
p r o j e c t  . 
D. Implementation Plan: Implementation arrangements and p lan ,  
d e t a i l e d  on pp. 92 - 110 of  t h e  PP, have been reviewed and deemed 
sound by t h e  USAID and AFR. Subsequent t o -  a u t h o r i z a t i o n ,  
however, they  w i l l  have t o  be  ad jus ted  t o  a degree i n  o rde r  t o  
t a k e  i n t o  account r e v i s i o n s  t o  t h e  f i r s t  two yea r s  of t h e  
p r o j e c t  d e t a i l e d  i n  Tab B. Implmenta t ion  arrangements f o r  t h e  
l as t  t h r e e  yea r s  o f  t h e  p r o j e c t  may a l s o  need t o  be modified on 
t h e  b a s i s  o f  experience dur ing  t h e  pre-implementation t r i a l  
opera t ions  pe r iod .  

E. Procurement and Waivers: The procurement of  commodities 
w i l l  be  accomplished under p o l i c i e s  s e t  f o r t h  i n  Chapter 19 o f  



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 in£ ormal (negotiated) 
procurement methods for these purchases. For individual 
procurements exceeding $100,000, formal competitive bidding 
procedures wiZl 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, af 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 timelv and effective implementation of the ~roiect are * - 
included in the attached autho%ization. 

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: ~ehabilitation 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. OY~/allotment process, to help in 
financing foreign exchange and local 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 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. 

3. The Project Agreement(s1 which may be negotiated and 
executed by the officer(s1 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.1.D. under the project shall have 
their source and origin in the Cooperating Country or in 
cauntries 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) ~isbursement 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) ?.he 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 lendins, or to the issuance bv - - A  

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 in the special 
account. 

(c) Evidence of the development of an officially 
gpproved 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-1. 1 Procedures for complying with AID ' s 
environmental regulations 

(c.2.) Evidence of the intent of the credit policy to a 
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 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 (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; 

(dl 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; 

(el 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 lending 
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 either, or both the ICI in question 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 in question 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 11, Prior to the first 
disbursement under the Grant for Phase 11, or to the issuance 
by AID of commitment documentation for su-ch 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 I1 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 the proposed Prime Contract. 

e 

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 local currency in accordance with the 
approved loan application submitted by the private enterprise. 
Repayment of loans. at both the ICI and private enterprise 
levels will be entirely in local currency, the amount thereof 
determined with respect to the foreign exchange loan, 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 t~ a 
combination of interest rates and a possible local 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 oil ex-factory tax question in 
a manner condusive to the development of the local industry and 
production for the Uganda market; 

br 
(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 I1 and Class I11 
activities, a covenant whereby the borrower agrees that 
production operations will not commence until adequate 
facilities for organic and tox-ic 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; and 

(b) In the case of large industrial opertions 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 
intial monitoring) that the design of the facilities is 
adequate. 

4.d. Waiver. 

(1) Pursuant to the authority of HB lBI CH 5B4a(2) and (7), 
and based on the justification 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 commodities by orrowers under the project. 

- Mark L. Edelman 
Acting Assistant Administrator 

Bureau for Africa 
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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 

m 

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  fro^ 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. Fo~this reason, the reviewer 
will note certain inconsistencies between what is presented 
here and the text of the PP. Proposed revisions to the PP are 
detailed under Section IV below. 

11. 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 consumption 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). 



In line with the system focus df 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 90% of the population 
lives in rural areas and engages in farming to meet subsistence 



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.] 

111.- Measures to Enhance the Flow of Project Benefits to the 
Needv . 

A. Pur~ose of the Proiect. 

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 an2 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 will include the original system and enterprise 
development objectives in addition to new targets associated 
with the flow of benefits to the needy. 

i 

B. Lending Criteria: 

Currently proposed lending criteria, detailed on pp. 83 and 84 
of the PP, incorporate standard AID program and pol2cy criteria 
(adequate planning and costing, environmental, financial, 
technical, social, and managerial soundness) in addition to 
requiring sub-projects to meet one of three key conditions; 
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. 



1. Increased employment of rural or urban poor wage 
earners or potential wage earners (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 urban poor consumers from 
increased domestic production. 

4. As a corollary to No. 3 . ,  improved nutritionlhealth 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. Im~roved economic returns to small producers, 
prbcessors, or intermediaries from ;educed 
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 



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 officiclly 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: 

I I ... 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. 

Part I1 of the Paper (Background and Rationale sections) 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 111 of the Paper (Detailed Description) will be revised as 
tollows : 

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. 



Detailed Activity Descriptions will be revised to 
incorporate special activities (scopes of technical 
assistance and training interventtons) 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 ..-rill 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 purguit 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 benefit incidence and how it may be increased under 
the gocial ~ouhdness and ~conodc Analyses sections. 
Institutional, financial and lending criteria sections will 
also be modified appropriately. 

Part V (Implementation Arrangements) will require relatively 
little moditication on the question of benefits to the needy, 
although it will be revised to accomodatk 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: JHe 4 rd: 9/21/84: li86J 



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: 

I 
! A. The basic design of the project is considered valid. 

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 anal~sis of project assumptions and an 
accelerated trial operations activity in order to meet 
certain early credit demands and validate or. adjust design 
structure as descri;bed 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: - 
11. 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 11 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 



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 1984 - September 1986, 
1; Concept. 

During the original pre-implementation period (June 1984 - Dec. 
1985) critical planning, preparation 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 additional 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 rivate commercial banking channels to 
the extent 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 11. 

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. 



The plan, role and functions of the specialist will be as follows: 

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 I C I ,  sub-borrower, and 
pub-project criteria), loan agreements between the Bank of 
Uganda (BOU) and participating ICIs , and the establishment 
andoperating procedures for the rediscount facility in the 
BOU for the provision.of the local currency contribution 
requirement for UDB lending. 

(2) 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 entironmental 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. 

(4) Assist the USAID with the development of scopes of work 
and solicitations for the various short and long term 

- contracts under the project, includbg technical 
assistance and training for ICIs and sub-borrowers, 
procurement assistance, auditing services, and further 
analysis and evaluation. 

( 5 )  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 



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 PCI 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. 



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 specialist), 

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 managemenr plans and follow-up assistance 
activity for such projects from technical assistance to be 
supplied by the project during the main im~lementation 
phase. 

(4) Assessment of training needs and development of a 
comprehensive training plan for ICI 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. 



3. Phase I1 - Implementation - September $986 - 
Se~tember 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: 

- It w i l l  commence somewhat la ter  t h a n  o r i g i n a l l y  
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 depa~tments of the UDB .end much of the 
other preliminary administrative, financiak 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. 

111. Modifications to Project Budget. 

The revised budget, detailed in the follow-ing 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 sf 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. 



- An a d d i t i o n a l  e v a l u a t i o n  i n  Year 2  t o  v a l i d a t e  o r  modify 
des ign  on b a s i s  o f  pre-implementation experience.  

- An ad jus ted  c r e d i t  l i n e  t o  r e f l e c t  t h e  p ro jec ted  e a r l i e r  
s t a r t  o f  lending opera t ions .  

The above changes have a r i p p l e  e f f e c t  through t h e  o r i g i n a l  budget 
which has  been ad jus ted  accordingly ,  a s  have coun te rpa r t  
c o n t r i u t i o n s .  Assumptions f o r  t h e  o ld  budget remain v a l i d  f o r  t h e  
most p a r t .  Once t h e  p r o j e c t  has  been au thor ized ,  a  new budget w i l l  
be  i n t e g r a t e d  wi th in  t h e  r e v i s e d  PP wi th  a  new master set o f  
a d j u s t e d  assumptions.  I 

I 

BUDGET TABLE 1 

DETAILED EXPENDITURES BY PROJECT YEAR 
($000) 

P r o j e c t  Year 1 2  3 4  5  
FY 85 FY 86 FY 87 FY 88 FY 89 T o t a l  

AID FINANCED INPUTS - 
C r e d i t  Line 500 8  00 2000 2400 2600 8300 

I n f l a t i o n  (7%) 

Sub- to ta l  500 856 2289 2940 3408 . 9993 

Long Term TA 

Chief o f  P a r t y  
Finance Anal. (UDB) 
Ag-bus. Mgt. (TA ~ n t )  
Accounting (TA Ent) 
Finance Anal. (TA Ent) 85 85 85 255 
PDCP Loan Off. 75 - 75 - - - - 150 - 
Sub-Total 75 75 575 575 575 1875 

Short T e r m  TA 

Finance/DevBanker 60 60 120 
PCDP 50 50 100 
Agro-Ind . 25 25 
Bus Analyst  25 25 
Other I n t .  b Local - 50 - 150 - 150 - 100 - 450 - 
Sub-Total 110 - 210 - 150 - 150 - 100 - 720 - 
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(Budget Table 1. Cont . ) 
Project Year 1 2 3 4 5 

FY85 FY86 FY87 FY88 FY89 Total 

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 107 - 184 - 377 - 405 - - 373 1447 
(Consolidated: 
35% on above 
costs - credit) 

Sub-Total TA and 
Trng . 414 711 1454 1562 1440 5582 

Other Costs 

Commodities 

Vehicles 45 
Office Equip 
Computers - 
Sub-Total 45 

Procurement Services 25 

Research Fund (Data 
Management) 

External Audit 10 



(Budget Table 1. Cont . ) 
P r o i e c t  Year 1 2 3 4 5 - 

FY 85 FY 86 FY 87 FY 88 FY 89 T o t a l  
I n t n ' l  Vol Se rv ices  5 10 10 10  10  45 

(IESC) 
Evaluat ions 

Sub-Total - A l l  499 1039 - 1764 1842 1770 6915 - - - 
non C r e d i t  Costs 

I n f l a t i o n  - 7% 
compounded 

Sub-Total - Non 499 1112 2020 2257 2320 8208 
C r e d i t  c o s t s )  

T o t a l  A I D  Financed 999 1968 4309 5197 5728 18201 
Contr ibut ions  

Rounded: C r e d i t :  10,000 A l l  o t h e r  c o s t s :  8,208 
18,210 

- 
Tota l  AID: - 

COUNTERPART CONTRIBUTIONS 

Bank Financed 2 50 400 1000 1200 1300 . 4150 
I n ~ u t s .  (Local Cur. - 
Loan Component) 

I n f l a t i o n  a t  7% 

Sub-Total: 250 - 428 - - 1470 1145 1704 4997 - - 
E n t e r p r i s e  Financed 

Inpu t s  

E n t e r p r i s e  
Equi ty  

TA E n t i t y  

Sub-Total 

I n f l a t i o n  - 7% 17 - 163 - 176 - 263 - - 619 

Sub-Total i n c .  I n f .  

T o t a l  Host Country - 400 685 1959 2812 8282 - 2426 - - 
Contr ibut ion  

TOTAL PROJECT COST 1470 2790 8128 9127 28246 - 6731 - 
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BUDGET TABLE 2 

SUMMMY OF TOTAL PROJECT 
COST BY E'UNDING CATEGORY 

AID - Banks En te rp r i ses  To ta l  

A.  Cred i t  8300 4150 2490 14940 
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Research Fund 
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Evaluat ion 
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I n k l a t i o n  a t  7% 

Sub -Total  (Rounded) 

Grand To ta l  (Rounded) 

Per  Cent Contr ibut ion  69% 19% 12% 100% 

Combined To ta l  o f  Host 
Country Contr ibut ions :  

$8,209 o r  31% of  To ta l  P r o j e c t  Cost 

AFR/PD/EAP: J H  & ard:  8120184: l l l l J  
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PART! SUMMARY AND RECOMIvlENDATIONS 

A. Grantee and dxecuting Agencies. 

The Ministry of Finance is the designated grantee for this 
project and will sign tne Grant Agreement on oehalf of tne 
Government of Uganda. The Bank of Uganda (central bank of the 
country) wlll be nomlLlated as the official executing agency. 

B Recommendations. 

1. A grant ln tne amount of $ 3 2 . 9  mlllion, over a seven 
and one-half year period commencing in July 1984, should be 
authorizea to tne Governm2nt oi Uganda for the preparation and 
execution of the intermediate credit system development project 
described in Part I11 of this project paper. The contribution 
to the project from the recipient country will am6unt to the 
U.S. dollar equivalent of $ 17.9 million (36 % 3f total project 
cost). Of the total project cost of $50.8 million, sub- 
borrowing enterprises are expected to contribute agproximately 
$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 ~y 
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 tnan those norsally available 
in the vicinity of the enterprise. Likewise, maintenance and 
repair services will only oe available for eyui2ment normally 
in use in the sub-project area, and few, if any, of the 
commodities likely to be imported ~y sub-borrowers are 
currently imported by Uganda from the United States. 

b) Annex C includes a request for a certificate of 
non-availability of US shipping. This will exclude from cargo 
preference rules any snipment of commodities not o.:iginating in 
the United States. Also included is a request to allow shipping 
costs of up to $ 3 . U  million to be financed on Code 935  vessels. 



C. The P r o j e c t  

Tne p r o j e c t  is designed t o  a d a r e s s  t n e  principal ga? 
i d e n t i f i e d  i n  t h e  problem a n a l y s i s ,  i e . ,  t h e  l a c k  of a b s o r p t i v e  
capac i cy  of botn  borrowers  and l e n d e r s  i n  Uganda f o r  p roduc t ive  
inves tment  i n  a g r i c u l t u r a l  e n t e r p r i s e .  T h i s  w i l l  be 
accomplished tnrough $revision o f ;  a )  t e c n n i c a l  a s s i s t a n c e  and 
t r a i n i n g  f o r  improved manager ia l  and t e c h n i c a l  c a p a c i t y  of both  
groups and o )  s t a r t - u p  l end ing  capltal f o r  2riming o r  t h e  
systems t o  be s t r eng tnened  and t o  enhance expe r i ence  and 
c a p i t a l  m o b i l i z a t i o n  c a p a b i l i t y  neces sa ry  f o r  s e l f - s u s t a i n e d  
development i n  t h e  f u t u r e .  

The s t r u c t u r e  o r  t h e  p r o j e c t  is ~ u ~ l t  around t h e  no t ion  of 
s e p a r a t e  b u t  coo rd ina t ed  and mutua l ly  r e i n f o r c i n g  packages 
aiined a t  t n e  two keg l e v e l s ,  c r e d l t  i n t e rmea ia ry  and oorrowlng 
e n t e r p r i s e .  O v e r a l l  management and c o o r d i n a t i n g  r e s p o n s i b i l i t y  
f o r  t n e  p r o j e c t  w i l l  oe o f i i c i a l l y  lodged with  t h e  Deparcment 
of Development Finance of t h e  Bank of Uganda. A s  a  p r a c t i c a l  
m a t t e r ,  however, t h e  e f f o r t  w i l l  be OrChestIZated and d i r e c t e d  
p r i m a r i l y  through t h e  e f f o r t s  of a  U.S. "Prime Con t r ac to r "  i n  
c o l l a b o r a t i o n  w l t h  manageiaent o t  t h e  l e a d  I C I ,  t h e  Uganda 
Development Bank ( U D B ) .  The p r o j e c t  w i l l  a l s o  be c a r r i e d  o u t  i n  
a  c o l l a o o r a t i v e  s t y l e  wi th  a World dank/U~WP team, c u r r e n t l y  
working with  t h e  UDB i n  c r i t i c a l  l i n e  p o s i t i o n s  t o  s t r e n g t h e n  
industrial l end ing  and o v e r a l l  management of t n e  i n s t i t u t i o n  
and i t s  o p e r a t i n g  procedures .  

D. Summary F ind ings .  

Tne P r o j e c t  Committee has  reviewed t h e  d e t a i l e d  economic, 
f i n a n c i a l ,  i n s t i t u t i o n a l ,  s o c i a l ,  env i ronmenta l  and 
a d m i n i s t r a t i v e  a n a l y s e s  c a r r l e d  o u t  f o r  t h e  proposed p r o j e c t  
( P a r t s  I V  and V and cor responding  Annexes). I n  each c a s e ,  t h e  
p r o j e c t  was found f e a s i b l e  and beneficial. The p r o j e c t  i s  a l s o  
found a p p r o p r i a t e  w i t h i n  t h e  framework of o f f i c i a l  USAID 
coun t ry  program and s e c t o r  s t r a t e g i e s .  P r o j e c t  a u t h i r i z a t i o n ,  
t h e r e f o r e ,  and e a r l y  execu t ion ,  a r e  recommended. 

E. Legal  C r i t e r i a :  

Tne p r o j e c t  meets  a l l  a p p l i c a b i e  s t a t u t o r y  criteria. 
A s  t h i s  is  an i n t e r m e d i a t e  c r e d i t  i n s t i t u t i o n  ( I C I )  p r o j e c t ,  
p lanning  and c o s t l n y  requirements of S e c t i o n  6 1 1  ( a )  of t n e  
1961 FAA a r e  cons ide red  s a t i s f i e d  through i n s t i t u t i o n a l  
a n a l y s i s  and t h e  a p p i i c a t i o n  of d e t a i l e d  AID program, p o l i c y ,  
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and p r o j e c t  c r i t e r i a  a s  a p p l i e d  t o  both  I C I s  and sub-borrowers 
under t h e  l end ing  component of t h i s  p r o j e c t .  With respect t o  
t h e  Host Country c o n t r i ~ u t i o n  requi rement ,  combinea GOU and 
p a r t i c i p a t i n g  I C I  and e n t e r p r i s e  i n p u t s  t o  t h e  p r o j e c t  a r e  
c a l c u l a t e d  a t  36% of t o t a l  p r o j e c t  c o s t  (See F i n a n c i a l  P l an ,  p .  
5 1 ) .  The GOU r e q u e s t  f o r  a s s i s t a n c e  i n  t h e  form of t h i s  p r o j e c t  
is a t t a c h e d  a s  Annex G. 



PART 11: BACKGROUND AND RATIONAL& 

A. Economic S e t t i n g  

H i s t o r i c a l  Overview 

Uganda n a s  a lways  e n j o y e d  a  w e a l t h  of  r e a d i l y  a c c e s s i ~ l e  
n a t u r a l  r e s o u r c e s  i n c l u d i n g  f a v o r a b l e  s o i l s  and c l i m a t i c  
c o n d i t i o n s  f o r  a g r i c u l t u r a l  p r o d u c t i o n ,  a  r i c h  m i n e r a l  b a s e  t o  
s u p p o r t  t h e  i n d u s t r i a l  s e c t o r ,  and ample w a t e r  and f o r e s t s  f o r  
ene rgy  development .  During t h e  196U1s,  t h e  c o u n t r y  had begun 
t o  e x p l o i t  t h i s  p o t e n t i a l ,  s u p p o r t e d  by a n  i n f r a s t r u c t u r ?  which 
was w e l l  deve loped  compared t o  most o t h e r  Sub-Sanaran A i r i c a n  
c o u n t r i e s .  A s  a  r e s u l t  Uganda was s e l f - s u f f i c i e n t  i n  food and 
e x p o r t e d  l a r g e  q u a n t i t i e s  of  c o f f e e  and c o t t o n  and t o  a  lesser 
e x t e n t  t e a  and tobacco .  

I n  t n i s  p e r i o u  (1363-1970) p e r  c a p i t a  income r o s e  a t  two 
p e r c e n t  p e r  annum and t h e  GDP grew a t  a  r a t e  of  a l m o s t  f i v e  
p e r c e n t .  The l a t t e r  o u t p a c e d  t h e  p o p u l a t i o n  growth r a t e  a t  
t h a t  t i m e  o f  2 .6  p e r c e n t .  I n f l a t i o n  was low and t h e  c o u n t r y  
was aDle  t o  m a i n t a i n  an e x c e l l e n t  s a v i n g s  r a t e  ( a v e r a g i n g  
1 3 % ) w h i c h  p e r m i t t e d  implementa t ion  of  a n  a m b i t i o u s  i n v e s t m e n t  
program w i t n o u t  undue p r e s s u r e  on d o m e s t i c  p r i c e s  o r  t h e  
b a l a n c e  of  payments.  I n  t h e  p u b l i c  s e c t o r ,  t h e  G O U ' s  b u d g e t a r y  
p o s i t i o n  was sound;  i . e . ,  r evenue  increased f a s t e r  t h a n  
r e c u r r e n t  e x p e n d i t u r e  d u r i n g  t h e  l a t t e r  h a l f  of  t h e  1 9 6 0 ' s  and,  
t o g e t h e r  w i t h  non-bank d o m e s t i c  ~ o r r o w i n g ,  n e l p e d  t o  f i n a n c e  a  
s i g n i f i c a n t  p r o p o r t i o n  of  development  o u t l a y s .  

The e n g i n e  of  growth was a g r i c u l t u r e  which p r o v i d e d  t n e  l o c a l  
and f o r e i g n  s u r p l u s e s  needed f o r  i n d u s t r i a l i z a t i o n  and 
development .  The r i c h  s o i l s  and good- weather  i n  Uganda g i v e  i t  
a  n a t u r a l  c o m p e t i t i v e  a d v a n t a g e  i n  most t y p e s  o i  a g r i c u l t u r e .  
Over 90% of t h e  p o p u l a t i o n  d e r i v e  t h e i r  income d i r e c t l y  from 
a g r i c u l t u r a l  p r o d u c t i o n  which a c c o u n t s  f o r  75% o f  t o t a l  
d o m e s t i c  o u t p u t  and 95% of  e x p o r t  e a r n i n g s .  S i x t y  p e r c e n t  o f  
Government r evenue  is g e n e r a t e d  from a g r i c u l t u r a l  a c t i v i t y .  

A f t e r  t h e  1971  Coup t h e  s i t u a t i o n  q u i c k l y  d e t e r i o r a t e d .  Under 
m i l i t a r y  r u l e  l a r g e  numbers o f  s k i l l e d  p e o p l e  l e f t  t h e  c o u n t r y ;  
t h e  p a r a s t a t a l  s e c t o r  became b l o a t e d  w i t h  t h e  a d d i t i o n  of  many 
abandoned o r  c o n f i s c a t e d  i n d u s t r i e s ;  and p u b l i c  s e c t o r  
p r o f e s s i o n a l  s t a n d a r d s  w e r e  b a d l y  e roded .  Lack of  i n v e s t m e n t  
and main tenance ,  f i n a n c i a l  mismanagement, c o r r u p t i o n  and g r o s s  
government  i n t e r f e r a n c e  i n  t h e  marke t  mechanism c h a r a c t e r i z e d  
t h e  p e r i o d  and c o n t r i b u t e d  t o  t h e  ongoing d e c l i n e .  



I n  a d d i t i o n  t o  t n e s e  l a r g e l y  se l f - imposed  problems,  t n e  dgandan 
economy was shaken by a s e r i e s  of  e x t e r n a l  shocks ;  t h e  s h a r p  
r i s e  i n  pe t ro leum p r i c e s  a f t e r  1 9 7 3 ,  t h e  ~ r e a k u ?  of t n e  Z a s t  
A f r i c a n  Community (EAC) i n  1977, and t h e  damage and l o o t i n g  
wnlch occured  d u r i n g  t h e  1378-79 L i b e r a t i o n  war. Consequent ly ,  
t h roughou t  t h e  decade of t h e  1 9 7 0 1 s ,  t n e  economy d e c l i n e d  a t  an 
eve r  i n c r e a s i n g  pace such  t a a t ,  f o l l owing  t h e  war i n  1979,  it 
was on t h e  ve rge  of c o l l a p s e .  (For more d e t a i l e d  background, 
s e e  Economic A n a l y s i s ,  Annex H . )  

2. Uganda Today 

Fol lowing  t h e  l i b e r a t i o n  war and t h e  i n s t a l l a t i o n  of  t h e  new 
government under P r e s i d e n t  Obote, s e v e r e  s t r u c t u r a l  problems 
p e r s i s t e d ;  b u t  i n  t h e  economic p o l i c y  s p h e r e ,  t h e  GOU ( w i t h  IMP 
a s s i s t a n c e )  i n i t i a t e d  a program o f  re forms  i n  June  1981 which 
is a d d r e s s i n g  many of t h e  most s e r i o u s  economic groblems.  The 
o b j e c t i v e s  o f  t h e  program a r e  t o :  

(1) i n c r e a s e  p r i c e s  and o t h e r  i n c e n t i v e s  t o  a g r i c u l t u r a l  
p roduce r s ;  

( 2 )  reduce  smugyl ing and s ~ e c u l a t i o n ;  

( 3 )  a l l o w  f r e e  m a r k e t  f o r c e s  t o  o p e r a t e  by removing most 
p r i c e  c o n t r o l s ;  

( 4 )  e s t a b l i s h  an envi ronmsnt  f o r  i n c r e a s e d  inves tment  and 
p roduc t ion .  

I n  o r d e r  t o  a c h i e v e  t h e s e  o b j e c t i v e s  t h e  f o l l o w i n g  measures 
were taken:  

(I) a - 3 0 %  d e v a l u a t i o n  of t n e  Uganda s h i l l i n g ;  

( 2 )  f o u r  t o  s i x f o l d  i n c r e a s e s  i n  t h e  producer  p r i c e s  f o r  
c o f f e e ,  c o t t o n ,  t e a  and tobacco;  

( 3 )  removal o f  most g-overnment p r i c e  c o n t r o l s ;  

( 4 )  r a t i o n a l i z a t i o n  of t h e  t a x  s t r u c t u r e ;  

(5 )  s u b s t a n t i a l  i n c r e a s e  i n  t h e  p r i c e  of  pe t ro leum and 
e l e c t r i c i t y  r a t e s ;  

( 6 )  monetary and f i s c a l  p o l i c y  measures t h a t  no ld  down 
budge t  d e f i c i t s ,  government borrowings and domes t ic  
c r e d i t  expans ion ,  and,  



( 7 )  i n c r e a s e d  i n t e r e s t  r a t e s  t h a t  beg in  t o  r e f l e c t  t h e  
r e a l  c o s t  of money. 

T h e  i n p a c t  of t n e s e  new measures over  t n e  d a s t  fou r  y e a r s  p l u s  
c o n t i n u e d  p o l i c y  r e fo rms ,  i n c l u d i n g  a d d i t i o n a l  producer  p r i c e  
i n c r e a s e s ,  an a u c t i o n  sys tem f o r  f o r e i g n  excnange a l l o c a t i o n  
(Window 2 ) ,  and t h e  r e t u r n  by t h e  GOU of some of i ts  p a r a s t a t a l  
n o l d l n g s  t o  tile p r i v a t e  s e c t o r ,  have nad a  inarket p o s i t i v e  
impact  on t h e  economy. Government d e f i c i t  f i n a n c i n g  has  Seen 
reauced .  Tnere  h a s  ueen a n o t i c e a b l s  d i v e r s i o n  of  s u p p l i e s  
back i n t o  o f f i c i a l  c h a n n e l s ,  and tae c o s t  f o r  most c o ~ m o d i t i e s  
h a s  t ended  t o  f a l l  below t h e  p r e - f l o a t  open market  ~ r i c e s .  
These p o l i c y  changes  a r e  s e t t i n g  t h e  s t a g e  f o r  s t r u c t u r a l  and 
i n s t i t u t i o n a l  a d j u s t m e n t s  t h a t  shou ld  b r i n g  economic r ecove ry  
and s u s t a i n  development.  Other  p o s i t i v e  s i g n s  i nc lude :  

- f i v e  p e r c e n t  GDP growth d u r i n g  1981 and 1982. which 
were s u s t a i n e d  i n t o  1983; 

- 45 p e r c e n t  growth i n  e x p o r t  volume from 1980 t o  1983; 

- a  n i n e t e e n  f o l d  i n c r e a s e  i n  government revenue from 
1981  t o  1983 ( 0  -8% t o  6.3% of GDP) ; 

- r e d u c t i o n  o f  i n f l a t i o n  from 100% i n  1980-81 t o  4 5 %  i n  
1982 t o  30% i n  1983. 

The impact  of  t h e  above measures  would p robab ly  have been even 
more p o s i t i v e  were it n o t  f o r  c o n t i n u i n g  i n t e r n a l  s e c u r i t y  
problems and t h e  a d v e r s e  world  economic environment  r e l a t i v e  t o  
Uganda's  b a l a n c e  o f  t r a d e  d u r i n g  t h e  p e r i o d .  

D e s p i t e  t h i s  p r o g r e s s ,  o v e r a l l  l e v e l s  of economic a c t i v i t y  
remain s u b s t a n t i a l l y  below t h e  peak l e v e l s  a t t a i n e d  i n  t h e  
e a r l y  1970 ' s .  Per c a p i t a  G N P  is s t i l l  o n l y  two t h i r d s  of t n e  
1970 l e v e l .  The burden of t h i s  income l o s t  f a l l s  most h e a v i l y  
on wage a n d - s a l a r y  e a r n e r s ,  e s p e c i a l l y  i n  t h e  c i v i l  s e r v i c e .  
~ h e s e -  p u b l i c  employees a l m o s t  u n i v e r s a l l y  have t o  r e s o r t  t o  
secondary  employment o r  i l l e g a l  a c t i v i t i e s  o r  bo th  i n  o r d e r  t o  
s u r v i v e .  

-- 

A g r e a t -  d e a l ,  t h e r e f o r e ,  remains  b e f o r e  the r ecove ry  e f f o r t  can 
be c o n s i d e r e d  s o l i d i f i e d  and c h a r a c t e r i z e d  as a s u c c e s s .  
N e v e r t h e l e s s  i t  is t h e  USAID1s ~ e l i e f  t n a t  t h e  p o t e n t i a l  f o r  
development ,  e s p e c i a l l y  i n  t h e  c r i t i c a l  a g r i c u l t u r e  s e c t o r ,  is 
e x t r a o r d i n a r i l y  h igh  due t o  t h e  s t r o n g  e x i s t i n g  base i n  n a t u r a l  
and human r e s o u r c e s .  I t  is f e l t  t h a t  w i th  t h e  r i g h t  mix of 



c r e d i t  and t e c h n i c a l  a s s i s t a n c e  t o g e t h e r  w i t h  c o n t i n u i n g  
normalization of t h e  s e c u r i t y  s i t u a t i o n ,  t n e  economy, i n  t h e  
medium term f u t u r e  s h o u l d  be a b l e  t o  r each  and $robably  ou tpace  
tlie l e v e l  of  developlilent aenieved i n  t h e  1960s. 

3 .  The A g r i c u l t u r a l  S e c t o r  

Al ready  t h e r e  h a s  been a  marked i n c r e a s e  i n  a g r i c u l t u r a l  
p r o d u c t i o n  and p r o c e s s i n g .  The  most d r a m a t i c  i n c r e a s e  a r e  i n  
c o t t o n  and c o f f e e  p r o d u c t i o n  (See dconomie Annex.) d e a r l y  a l l  
of  t h e  added p r o d u c t i o n  can  be a t t r i b u t e d  t o  d r a m a t i c  i n c r e a s e s  
i n  p roducer  p r i c e s .  Although c r o p  processing h a s  con t inued  t o  
be a  problem, it h a s  i n c r e a s e d  s u b s t a n t i a l l y  a s  ev idenced  by 
much h i g h e r  p r o c e s s e d  c r o p  e x p o r t s .  (See A g r i c u l t u r a l  S e c t o r  
p o r t i o n  of Economic A n a l y s i s ) .  Although t h e r e  a r e  no ha rd  d a t a  
on i n c r e a s e d  commercial  s a l e s ,  many shops i n  Kampala, J i n j a  and 
upcount ry  towns have reopened and a r e  keeping s u r p r i s i n g l y  
l a r g e  i n v e n t o r i e s .  

R e a l i z i n g  t h e  key r o l e  a g r i c u l t u r e  1~1ust p l a y  i n  r ecove ry ,  t h e  
G O U s s  nea r  t e rm o b j e c t i v e  f o r  a g r i c u l t u r a l  r e h a b i l i t a t i o n  i s  
" t o  r e s t o r e  a g r i c u l t u r a l  p r o d u c t i v i t y  and t o  encourage 
s t r u c t u r a l  a d j u s t m e n t s  i n  t h e  s e c t o r  t h a t  r e f l e c t  Uganda's 
compara t ive  advantage .  " T h i s  IS be ing  accomplisned th rough  t h e  
s e r i e s  o f  p o l i c y . c h a n g e s  mentioned p r e v i o u s l y  and th rougn  t h e  
r e s t r u c t u r i n g  of  a g r i c u l t u r a l  i n s t i t u t i o n s .  The n a t i o n a l  
marke t ing  boa rds ,  e s p e c i a l l y  c o f f e e  and l i n t ,  w i l l  be  
r e o r g a n i z e d  and s t r e a m l i n e d  t o  o p e r a t e  on a  commercial b a s i s  
w i t h  e f f e c t i v e  c o s t  c o n t r o l s  l i n k e d  t o  t h e  volume of produce 
nandled  and t h e  marke t ing  s e r v i c e s  performed. 3ne immediate 
change,  now be ing  implemented, is  t h e  d i v e s t i t u r e  of e d i b l e  o i l  
and soap  f a c t o r i e s  by t h e  L i n t  idarket iny doard .  

R e h a b i l i t a t i o n  of  t h e  c o o p e r a t i v e  s t r u c t u r e  is  a l s o  key t o  
a g r i c u l t u r a l  r ecove ry .  A t  one t i m e ,  t h e  c o o p e r a t i v e  system i n  
Uganda, which was c o n s i d e r e d  by many t o  be  t h e  b e s t  i n  A f r i c a ,  
was t h e  s t r u c t u r a l  f o u n d a t i o n  of t h e  c o u n t r y ' s  h i g h l y  
p r o d u c t i v e  a g r i c u l t u r a l  s e c t o r .  Uganda's  a g r i c u l t u r e  is based 
on small h o l d e r  mixed-farm p r o d u c t i o n  wi th  c o o p e r a t i v e s  
p r o v i d i n g  i n t e r n a l  marke t ing  and p r o c e s s i n g  and f o r  t h e  l a s t  
few y e a r s ,  most i n p u t  supp ly .  The Recovery Programme 
recommends a s e r i e s  o f  c r o p  p r o d u c t i o n  and r e h a b i l i t a t i o n  
programs,  b u t ,  i n  a l l  c a s e s ,  e x c e p t  f o r  t e a  and s u g a r ,  
c o o p e r a t i v e  s u p p o r t  i s  t h e  c e n t r a l  i n s t i t u t i o n a l  e lement .  A l l  
c o t t o n  g i n s ,  most c o f f e e  h u l l e r s ,  and t h e  (soon t o  D e  
t r a n s f e r r e d )  o i l  p r o c e s s i n g  f a c i l i t i e s  a r e  o p e r a t e d  by p r i v a t e  
c o o p e r a t i v e s .  F i n a l l y ,  c o o p e r a t i v e s  o p e r a t e  a wide range o f  
o t h e r  r u r a l  e n t e r p r i s e s  ( supp ly  s t o r e s ,  maize m i l l s ,  f u r n i t u r e  
m a n u f a c t u r e r s ,  p i g g e r i e s ,  s l a u g h t e r  houses ,  e t c . )  which s u p p o r t  



or complement agricultural production. Thus, agricultural 
recovery in both the snort and medium terin 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 absorb a significant share of credit offered. The 
cooperative system is also being assisted by the ongoing Food 
Production Support project witn corilmodity and tecnnical 
assistance and will be the subject of a major new Cooperative 
Development project to be auti~orized 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. In 1970 
Uganda had 230 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 oank. 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!^ financial 



system.  Time and s a v i n g s  d e p o s i t s  mobi l ized  by t h e s e  banks 
i n c r e a s e a  from Uganda Sns.  562 m i l l i o n  i n  December ~ 9 7 0  t o  
Uganda Shs. 4,494 m i l l i o n  t e n  y e a r s  l a t e r .  There  h a s  been no 
growth i n  s a v i n g s  i n  r e a l  t e rms ,  however, t h e  i n c r e a s e  a c t u a l l y  
r e f l e c t i n g  t h e  d e c l i n e  i n  t h e  v a l u e  of  domes t ic  c u r r e n c y  a long  
wi th  GDP i n  g e n e r a l .  I t  may a l s o  r e f l e c t  s i g n i f i c a n t l y  
n e g a t i v e  r e a l  i n t e r e s t  r a t e s  i n  t h e  l a t t e r  p a r t  of  t h e  decade,  
d i s c u s s e d  below and t h e  a i s i n c e n t i v e  e f f e c t  of l i m i t e d  l e n d i n g  
o p t i o n s  on t h e  w i l l i n g n e s s  of t h e  banks t o  m o b i l i z e  s a v i n g s .  

Compazad t o  s a v i n g s  m o b i l i z a t i o n ,  growth i n  domes t ic  c r e d i t  was 
more r a p i d  over  t h e  same p e r i o d ,  i n c r e a s i n g  from UShs. 1 . 5  
b i l l i o n  i n  December 1970 t o  21.5 b i l l i o n  1 0  y e a r s  l a t e r .  T h i s  
r e s u l t e d  p r i m a r i l y  from i n c r e a s e d  GOU borrowing,  p a r t i c u l a r l y  
advances  from t h e  BOU, t o  f i n a n c e  i t s  b u J g e t  d e f i c i t s .  C l a i m s  
of t h e  GOU, a ccoun t ing  f o r  o n l y  39% s f  t o t a l  c r e d i t  i n  1 9 7 0 ,  
had reacned  77% t e n  y e a r s  l a t e r .  The co r r e spond ing  s h r i n k a g e  
i n  c r e d i t  a v a i l a b l e  t o  t h e  p r i v a t e  s e c t o r  a l s o  r e f l e c t e d  t h e  
e f f e c t  of  t h e  g e n e r a l  economic d e c l i n e  on p r i v a t e  s e c t o r  
demand. I n  f a c t ,  b e f o r e  t h e  i n t r o d u c t i o n  of  t h e  f i n a n c i a l  
s t a b i l i z a t i o n  measures  i n  June  1981,  p r i v a t e  demand f o r  c r e d i t  
from t h e  banking sys tem was v e r y  small,  and a  number of banks 
were consequen t ly  r e f u s i n g  t i m e  d e p o s i t s .  These measures ,  
n e g o t i a t e d  w i t h  t h e  IW?, i n c l u d e d  a  l i m i t  on domes t ic  c r e d i t  
and t h e  r e l a t i v e  s h a r e  a l l o c a t e d  t o  t h e  GOU. 

S i n c e  1977 t h e  h a s  pursued  a p o l i c y  o f  s p e c i f y i n g  c e i l i n g s  
f o r  s e c t o r a l  commercial  c r e d i t  a l l o c a t i o n s  whicn a r e  a d j u s t e d  
p e r i o d i c a l l y .  A s  a r e s u l t  of  t h e  IMF/GOU agreement ,  c u r r e n t  
c e i l i n g s  ( f i x e d  i n  June  1981) i n c l u d e  30% each  f o r  a g r i c u l t u r e  
and manufac tu r ing ,  15% f o r  t r a d e  and commerce, 8.5% f o r  
c o n s t r u c t i o n ,  5% f o r  mining and 1 .5% f o r  l o c a l  and urban 
a u t h o r i t i e s .  A t  p r e s e n t ,  however, a g r i c u l t u r e  c o n t i n u e s  t o  
a b s o r b  approx/mate ly  42% of commercial bank advances ,  mainly  
f o r  s e a s o n a l  c a s h  and e x p o r t  c r o p  marke t ing  and i n p u t  
r equ i r emen t s .  

Domestic c r e d i t  a v a i l a ~ i l i t y  does  n o t  appear  t o  be a  c o n s t r a i n t  
r e l a t i v e  t o  s h o r t  t e rm a g r i c u l t u r a l  p r o d u c t i o n  and marke t ing  
o p e r a t i o n s ,  b u t  is r e l a t i v e  t o  l o n g e r  terrn inves tmen t  
r e q u i r e m e n t s ,  main ly  6ue  t o  c r e d i t w o r t h i n e s s  problems such  a s  
o u t s t a n d i n g  d e b t s ,  ownership  d i s p u t e s  and l a c k  of  e s t a b l i s h e d  
f e a s i b i l i t y .  The l a c k  of  f o r e i g n  exchange f i n a n c i n g  f o r  
i nves tmen t  i n  a g r i c u l t u r a l  s e c t o r  e n t e r p r i s e s  o u t s i d e  of t h e  
major c a s h  e x p o r t  c r o p s  ( toward which t h i s  p r o j e c t  is d i r e c t e d )  
is a more s e r i o u s  problem. Commercial banks s u f f e r  from a  
c o n t i n u i n g  l i q u i d i t y  problem a s  s o  much money remains  o u t s i d e  
of t h e  banking system a l t o g e t h e r  t o  s u p p o r t  p r i v a t e  t r a d i n g  
a c t i v i t y .  (See F i n a n c i a l  A n a l y s i s ,  Annex I.) 



c )  I n t e r e s t  Ra te s  

C u r r e n t  i n t e r e s t  r a t e  c e i i i n g s ,  s e t  i n  U c t o ~ e r  1 9 8 i  ~y 
agreement  w i t h  t h e  IMF, r ange  from 8  t o  12% f o r  d e p o s i t s  and 
from 13 t o  2 2 %  f o r  l e n d i n g .  (The a g r i c u l t u r a l  r a t e  now s t a n a s  
a t  17%.)  Such r a t e s  a r e  s t i l l  n e g a t i v e  i n  t h e  Ugandan s e t t i n g  
and a o  n o t  l i m i t  demand. I n f l a t i o n  is c u r r e n t l y  running about 
3 0 %  and dropping  v e r y  s lowly .  P r i c e s  a r e  s t a b i l i z i n g ,  however, 
and i n  t h e  case of  food ,  have a c t u a l l y  d e c l i n e d  by a s  mucn a s  
25% - r e f l e c t i n g  i n c r e a s e d  p r o d u c t i o n  b u t  low pu rchas ing  2ower 
of domes t i c  consumers.  T h i s  p r o j e c t  w i l l  l e n d  a t  t h e  maximum 
l e g a l  r a t e  p o s s i b l e  t o  sub-borrowers  i n  o r d e r  t o  p r o v i d e  a s  
much of  a  margin as p o s s i b l e  i n  p u r s u i t  of v i a b i l e  c r e d i t  
o p e r a t i o n s .  Given t h e  r i s k  and c o s t  a s s o c i a t e d  wi th  
a g r i c u l t u r a l  i nves tmen t  f i n a n c i n g  i n  Uganda, t h e  r a t e s  shou ld  
be much h i g h e r  and c u r r e n t l y  a c t  as a d i s i n c e n t i v e  on t h e  
s u p p l y  s i d e .  I n  o r d e r  t o  s e r i o u s l y  i n v o l v e  commercial banks i n  
p r o j e c t  a s s o c i a t e d  l e n d i n g ,  t h e  w i d e s t  p o s s i b l e  margin w i l l  
have t o  be o f f e r e d .  

d)  F i s c a l  P o l i c y  

F i s c a l  p o l i c y  r e fo rms  by t h e  p r e s e n t  government have brought  
abou t  a  d r a m a t i c  r e d u c t i o n  i n  domes t i c  i n f l a t i o n  over  t h e  p a s t  
f o u r  y e a r s ,  -i.e., -from t h e  100 p e r c e n t  l e v e l  i n  1980-81 t o  3 0 %  
i n  1983 as d i s c u s s e d  above. The Government deva lued  i n  1981  
i n c r e a s i n g  t n e  o f f i c i a l  r a t e  from UShs. 7 . 3  t o  t h e  d o l l a r  t o  
77.8. T h i s  was fo l lowed  by f u r t h e r  d e v a l u a t i o n s  and t h e  
e s t a b l i s h m e n t  of  a  second window where f o r e i g n  exchange f o r  t h e  
commercial  s e c t o r  c o u l d  be  o b t a i n e d  th rough  weekly a u c t i o n s .  
M a r k e t  demand i n  l a r g e  p a r t  now d e t e r m i n e s  t h e  r a t e  f o r  Window 
11, w h i l e  Window I is  s t i l l  used f o r  t h e  pu rchase  of e s s e n t i a l  
commodities (e.g., o i l  and medical s u p p l i e s ) .  During t h e  p a s t  
y e a r ,  exchange r a t e s  f o r  Window I and I1 have moved c l o s e r  
t o g e t h e r  and t h e  Government e x p e c t s  t h e  two t o  e v e n t u a l l y  
combine i n t o  a s i n g l e  system,  There  is s t i l l  an u n o f f i c i a l  
s t r ee t  r a t e  f o r  f o r e i g n  exchange a t  a f l u c t u a t i n g  l e v e l  
somewhat h i g h e r  t h a n  Window I1 (no rma l ly  abou t  2 5 % )  r e f l e c t i n g  
a c o n t i n u i n g  gap th rough  o f f i c i a l  c n a n n e l s ,  b u t  the s i t u a t i o n  
is nok as s e v e r e  as  it is  i n  many A f r i c a n  c o u n t r i e s  where 
h i g h l y  d i s t o r t e d  r a t e s  a r e  main ta ined  th rough  a r b i t r a r y  
c o n t r o l s ,  I n  t h i s  a r e a ,  Uganda is one of t h e  s t a r  pe r fo rmers  
amongst i t s  ne ighbor s .  

5) The P u b l i c  S e c t o r  

P u b l i c  a d m i n i s t r a t i o n  c o n t i n u e s  t o  be weak. The c i v i l  s e r v i c e  
is o f t e n  d e s c r i b e d  as i n e f f i c i e n t ,  o v e r s t a f f e d  and underpa id .  .4 



E x t e r n a l  donors  a r e  encouraging t h e  Government t o  c o n c e n t r a t e  
f i n a n c i a l  r e s o u r c e s  on e s s e n t i a l  m i n i s t r i e s ,  and pos tpone  
f i l l i n g  v a c a n c i e s .  'Lhe GOU is a l s o  i n c r e a s i n g  i t s  r e l i a n c e  on 
market  f o r c e s  t o  g u i d e  a l l o c a t i o n  of resources f o r  productive 
?urposes, and t h e  economy is responding .  I n  1983 t h e  GOU 
p a s s e d  t h e  E x p r o p r i a t e d  P r o p e r t i e s  A c t ,  s e t t i n g  up a  mechanism 
t o  r e s o l v e  ownership  disputes of p r o p e r t i e s  t a k e n  over by t h e  
former m i l i t a r y  government. i4uch of t h i s  p r o p e r t y  i s  s t i l l  i n  
t h e  hands of 2 a r a s t a t a l  i n s t i t u t i o n s ,  however, wh ich  a r e  
e x p e r i e n c i n g  s e r i o u s  problems w i t h  mismanagement and inadequa te  
f i n a n c i a l  c o n t r o l s .  u i v e s t i t u r e  is be ing  s e r i o u s l y  
con templa t ed  f o r  p a r t  o f  t h e  p a r a s t a t a l  s e c t o r ,  b u t  i t  i s  a  
slow p r o c e s s ,  

There  remain o t h e r  a r e a s  where f u r t h e r  cnanges  i n  Government 
p o l i c y  would improve t h e  b u s i n e s s  environment.  I n t e r n a t i o n a l  
donor a g e n c i e s ,  and s p e c i f i c a l l y  t n e  IMka, IBHD,  and A I D  
c o n t i n u e  t o  encourage  Government t o  a b o l i s h  e x - f a c t o r y  p r i c e  
c o n t r o l s  and e x o r b i t a n t  e x c i s e  t a x e s  on i o c a i l y  produced goods 
and t o  c o n t i n u e  t o  rev iew and a d j u s t  farm-gate  p r i c e s  f o r  
e x p o r t  c r o p s .  I n  t h i s  a r e a ,  t n e  USAID nas made t h e  c a s e  t o  t n e  
GOU r e l a t i v e  t o  how p r e s e n t  p o l i c y  f a v o r s  t h e  i m p o r t a t i o n  of  
e d i ~ i e  o i l  d e s p i t e  t h e  compara t ive  advantage  of domes t ic  
p r o d u c t i o n .  Loca l  r e t a i l  p r i c e s  c o u l d  f a l l  by 5 0 % ,  f o r  
example,  i f  l o c a l  p r o d u c t i o n  cou ld  oe  encouraged by r educ ing  
t n e  c u r r e n t  sales t a x  on t h e  e x - f a c t o r y  p r i c e  of o i l  from t h e  
c u r r e n t  l e v e l  of  70% t o  15%. I n c r e a s e 6  p r o d u c t i o n  r e s u l t i n g  
from such  a move would r e s u l t  i n  c o n s i d e r a b l e  f o r e i g n  exchange 
s a v i n g s  and i n c r e a s e d  employment from t h e  r e h a b i l i t a t i o n  of t h e  
o i l  i n d u s t r y .  The P r o j e c t  is a n t i c i p a t e d  t o  l e n d  i n  t h i s  a r e a ,  
i f  and when t h e  i s s u e  is r e s o l v e d .  

6. - Other  Donor A c t i v i t i e s  - 
The GOU is de te rmined  n o t  t o  r e c r e a t e  t h e  economic s i t u a t i o n  
t h a t  it i n h e r i t e d ,  i n  which an unsuppor t ab l e  burden of 
h i g h - c o s t  s h o r t - t e r m  d e b t  had been a c q u i r e d .  A s  a  r e s u l t ,  
Uganda's  a b i l i t y  t o  a t t a i n  t h e  t a r g e t s  of  i ts p lanned  "Recovery 
Programme" is  c r i t i c a l l y  dependent  on t h e  l e v e l  of  
c o n c e s s i o n a r y  a s s i s t a n c e  p rov ided  by t h e  i n t e r n a t i o n a l  

- community. The c o u n t r y ,  shows promise  t h a t  such  a s s i s t a n c e  can  
be e f f e c t i v e l y  u t i l i z e d  over  t h e  medium term f u t u r e ,  and i ts  
a b i l i t y  t o  a b s o r b  a p p e a r s  t o  be s t e a d i l y  i n c r e a s i n g .  

The new commitments o f  e x t e r n a l  f i n a n c i n g  r e q u i r e d  t o  implement 
t h e  Revised Recovery Programme on s c h e d u l e  a r e  su imar i zed  i n  
T a b l e  I below. Commitment l e v e l s ,  i n c l u d i n g  gap f i n a n c i n g ,  a r e  
r e q u i r e d  t o  i n c r e a s e  by 7 2 e r c e n t  d u r i n g  1984 and then  t o  
c o n t i n u e  r i s i n g  by abou t  4 p e r c e n t  per  annum (below t h e  
p r o j e c t e d  r a t e  of  i n t e r n a t i o n a i  i n f l a t i o n )  over  t h e  remainder  



of the decade. Within the total, debt relief and private loans 
are exgected to fall snarply in 1984, reflecting the reduction 
in current aebt obligations and tne unusually nigh level of 
supplier's credits cgmmitted in 1983. Otner co~nmitments of 
external assistance, therefore, are required to increase by 47 
percent during 1984. Whether or not tnis can be acnieved, at a 
time when many donors are tigntening aid oudgets, remains to De 
seen. Uganda's case fdr  additional support is strong, however, 
based on its recent policy reform record ana the obvious need 
for foreign exchange to rehabilitate its economy. 

TABLE 1 : C3ML"IsI'MENT REQUIREMENTSZ/ 
(in U.S.$ million at current prices) 

Average 
1979-82 1983 1984 1985 1990 

External Assistancez/ - 247 - 272 - 330 342 - 467 - 
Multilateral 171 157 199 199 271 
bilateral 76 115 131 143 196 

-DAC (55) (90) (96) (105) (144) 
-Other (21) (25) (35 (38) (52) 

Gap ~ i n a n c i n ~ ~ l  

Other commitments 
War related loans 
Debt relief 61 79 15 16 22 
Private loans 2i 50 15 16 22 

Total 372 - 401 - 430 - 444 - 541 - 

a/ Excluding short- term loans 
- Includes loans and grants 
- C/ Assumes that fast-disbursing assistance accounts for 80 percent 

of gap financing in 1984-85 and then falls to 50 percent by 
1190. Fast-disbursing assistance is assumea 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 percent in each of the 
subsequent three years. 

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.S.$36 in Tanzania). i 

- ,)("i 



Other donor assistance specifically relevant to this pro jest is 
described in more detail in the Institutional and Financial 
Analyses. In essence, assistance is concentrated in industrial 
rehabilitation and development through credifs to the UDB which 
now has some $106 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 U'idDP i~orking 
in partnership with the IBRD, consisting six high quality 
expatriates iunctioning in line positions, including the 
assisting general managers for operations and finance. 

Commitments on the agricultural side include an oid 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. 
mother 70 million from the IBHD 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 De the only resources 
specifically available for "in~estment'~ (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 pro3ect in 
particular can be summarized as follows: 

1. The Problem and Associated Constraints 

The most-serious problem facing Uganda today is severely 
debiliated produceive capacity - across the board - capacity to 
meet its own consumption requirements 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. 



b )  l a c k  o f  sound d e l i v e r y  v e h i c l e s  f o r  c r e d i t  and 
a s s o c i a t e d  s e r v i c e s ;  l e n d i n g  i n s t i t i o n s ,  e s p e c i a l l y  i n  
t h e  p u b l i c  s e c t o r ,  a r e  s t i l l  r e e l i n g  from t h e  Amin 
y e a r s .  

C )  t h e  iack o f  a d m i n i s t r a t i v e  and t e c h n i c a l  a b s o r p t i v e  
c a p a c i t y  of  t h e  producer  group;  t h e  Asian 
e n t r e p r e n e u r i a l  c l a s s  was d r i v e n  o u t  under t n e  Anin 
government and is o n l y  now beginn ing  t o  d r i b b l e  back 
i n .  During t h a t  p e r i o d  ind igeneous  dgandans,  l a c k i n g  
such s k i l l s ,  were t h r u s t  i n t o  management r o l e s  t h e y  
were ill p r e p a r e d  f o r .  

d )  d e b i l i t a t e d  b a s i c  i n f r a s t r u c t u r e ,  e s p e c i a l l y  i n  t h e  
area of  t r a n s p o r t a t i o n ;  

e )  c o n t i n u i n g  p o l i c y  c o n s t r a i n t s  i n  t h e  a r e a s  of 
t a x a t i o n ,  p u ~ l i c  s e c t o r  e n t e r p r i s e s  and a s t i l l  
b l o a t e d  bu reauc racy  and l i n g e r i n g  p r i c e  and exchange 
c o n t r o l s ;  

f) a p e r s i s t e n t  p r o ~ l e m  of c o r r u p t i o n  a r i s i n g  from t h e  
s u r v i v a l  m e n t a l i t y  fomented d u r i n g  t h e  d i s a s t r o u s  
decade o f  t h e  1970s  and; 

g) a c o n t i n u i n g  s e c u r i t y  problem (See I s s u e s  above) 

2. Resources  

A g a i n s t  t h e  above c o n s t r a i n t s  shou ld  be weighed t h e  fo l lowing  
r e s o u r c e s ;  

a)  N a t u r a l  r e s o u r c e s  i n  abundance e s p e c i a l l y  f o r  
a g r i c u l t u r a l  p r o d u c t i o n  i n  t e rms  of l a n d ,  s o i l  and 
climate. Inexpens ive  h y d r o - e l e c t r i c  energy from 
e x i s t i n g  s o u r c e s  is a l s o  a v i t a l  r e s o u r c e  f o r  
p r o d u c t i o n  i n  a l l  s e c t o r s ;  

b )  Human r e s o u r c e s  a v a i l a b l e  a t  a l l  l e v e l s .  The 
p o p u l e t i o n  of  Uganda i n c l u d e s  an  o u t  of d a t e  b u t  
h i g h l y  educa t ed  p r o f e s s i o n a l  group i n  bo th  t h e  p u b l i c  
and p r i v a t e  s e c t o r s .  A t  lower l e v e l s ,  f a rmer s  and 
workers  are c a p a b l e  and t r a i n a b l e .  Management s k i l l s  
a r e  s t i l l  l a c k i n g  i n  a  g e n e r a l i z e d  s e n s e ,  b u t  t h e  raw 
m a t e r i a l  is i n  p l a c e ;  



c )  A compara t ive  advantage  i n  bo th  a g r i c u l t u r a l  and 
i n d u s t r i a l  p r o d u c t i o n  g iven  t h e  m o v e  f a c t o r s .  A t  the  
end o f  t h e  1960s Uganda s t o o d  head and s h o u l d e r s  above 
t h e  r e s t  s f  E a s t  A f r i c a  i n  t h e s e  a r e a s  and c o u l d  
a r r i v e  there again given the required r e h a b i l i t a t i o n  
of p r e v i o u s l y  existing productive capaci ty ,  

d )  A b a s i c a l l y  p o s i t i v e  p o l i c y  framework f o r  f r e e  market  
p r i v a t e  e n t e r 2 r i s e  aevelopment ,  d e s p i t e  t h e  above 
c o n s t r a i n t s ,  r e l a t i v e  t o  t h e  r e s t  of A f r i c a .  

e )  S o l i d  e x t e r n a l  donor s u p p o r t ,  s p u r r e d  by t h e  p o l i c y  
and n a t u r a l  environments .  The donor community appea r s  
t o  be anx ious  t o  s u p p o r t  a  p o t e n t i a l  model. Uganda 
cou ld  " p o i n t  t h e  way. 

f )  A v a i l a b i l i t y  of c o n c e s s i o n a l  c a p i t a l  f o r  
r e h a b i l i t a t i o n  of  i n d u s t r y  and commerce and t o  a  
l e s s o r  d e g r e e  f o r  a g r i c u l t u r e .  

2. The Gaps 

The p r l n c i g a l  gap is c l e a r l y  i n  t h e  a r e a  of  a b s o r p t i v e  c a p a c i t y  
f o r  c a p i t a l  i nves tmen t  a t  a l l  l e v e l s  - l e n d i n g ,  borrowing,  
managing, p l a n n i n g ,  a n a l y z i n g ,  c o n t r o l l i n g  e t c . ,  i n  sum, 
c r e d i t w o r t h i n e s s .  The c a p i t a l  is e i t h e r  a l r e a d y  t h e r e  or  
w a i t i n g  i n  wings. I t  i s  f e l t ,  on the b a s i s  of e x p e r i e n c e  t h u s  
f a r ,  t h e r e f o r e ,  t h a t  i f  Uganda cou ld  o n l y  deve lop  t h i s  
c a p a c i t y ,  g i v e n  t h e  o t h e r  p o s i t i v e  f a c t o r s  it h a s  going f o r  i t ,  
c a p i t a l  c o u l d  be  for thcoming  i n  abundance from both  donor and 
colnmercial s o u r c e s .  

4.  Conc lus ion  

I n  t he  USAID1s a n a l y s i s ,  t h e  most c r i t i c a l  need is t o  a d d r e s s  
t h e  gap  head on ,  i .e. ,  a t t e m p t  t o  d e a l  d i r e c t l y  w i th  t h e  
a b s o r p t i v e  c a p a c i t y  q u e s t i o n .  A s  it is  a l r e a d y  be ing  add res sed  
i n  i n d u s t r y ,  t hanks  t o  t h e  IBRD and o t h e r  donor s ,  and w i t h i n  
t h e  a g r i c u l t u r a l  s e c t o r  i n  terms of b a s i c  p r o d u c t i o n  and 
marke t ing  f o r  t h e  p r i n c i p a l  t r a d i t i o n a l  e x p o r t  c r o p s ,  c o f f e e ,  
c o t t o n ,  tea etc. b y ' o t h e r  donors .  What remains ,  e s s e n t i a l l y ,  
is t h e  c a p a c i t y  t o  p r o d u c t i v e l y  u t i l i z e  r e s o u r c e s  f o r  p r i v a t e  
e n t e r p r i s e  development t h roughou t  t h e  s e c t o r .  

To t h i s  end t h e  p r o j e c t  is d i r e c t e d ,  i . e . ,  a b s o r p t i v e  c a p a c i t y  
of bo th  tae d e l i v e r y  sys tem and t n e  e n t e r p r i s e ,  wi th  an  
emphasis  on t h e  l a t t e r .  T h i s ,  t h e r e f o r e ,  is an i n s t i t u t i o n  and 
s y s t e m  b u i l d i n g  p r o j e c t .  The ~ n a i n  e f f o r t  .is of  a t e c h n i c a l  



a s s i s t a n c e  and t r a i n i n g  n a t u r e .  Regarding t h e  c a p i t a l  i n p u t s  
programmed i n  t h e  p r o j e c t ,  a l t hough  they  w i l l  p r o v i d e  f o r  a 
s i g n i f i c a n t  number of  p r o f i t a b l e  and bad ly  needed inves tmen t s ,  
t h e y  a r e  even more c r i t i c a l l y  needed f o r  l e v e r a g e  and pump 
pr iming .  Over its l i v e  t h e  p r o j e c t  shou ld  r e s u l t  i n  
s u b s t a n t i a l  m o b i l i z a t i o n  of  o t h e r  c a p i t a l  r e s o u r c e s  which 
shou ld  mean t h a t  AID w i l l  be a b l e  t o  phase  o u t  of t h e  
i nves tmen t  a r e a  a l t o g e t h e r  i n  t h e  f u t u r e  and f o c u s  on o t h e r  
c r  i t i c a l  needs .  

C R e l a t i o n s h i s  t o  Country  Oevelopment S t r a t e g y  S ta t emen t  

A s  was c o r r e c t l y  obse rved  i n  t h e  r e c e n t  AIDmashington  review 
o f  t h e  Uganda CDSS u p d a t e ,  The o v e r a l l  program is beginn ing  t o  
move toward a more t r a d i t i o n a l ,  i n s t i t u t i o n a l  and system 
b u i l d i n g  approach ,  a s  opposed t o  t h e  e a r l y  emphasis  on f a s t  
d i s b u r s i n g  a s s i s t a n c e  f o r  r e h a b i l i t a t i o n .  T h i s  is p a r t i c u l a r l y  
t h e  c a s e  of  t h i s  p r o j e c t .  

A s  o r i g i n a l l y  conce ived ,  APE was t o  be  r a p i d  d i s b u r s i n g .  A t  
t h a t  t i m e ,  however, t h e  f a c t o r s  l i m i t i n g  such an approach were 
n o t  t r u l y  unders tood  i n  t h e  Ugandan c o n t e x t .  4Jhat has  been 
found i n  t h e  d e s i g n  e x p e r i e n c e  i s  t h a t ,  d e s p i t e  t h e  e x c i t i n g  
p o t e n t i a l  i n  t h e  c o u n t r y  f o r  a c c e l e r a t e d  development on t h e  
b a s i s  o f  e x i s t i n g  n a t u r a l  and human r e s o u r c e s ,  it is n o t  s o  
e a s y  a s  o r i g i n a l l y  contempla ted .  Systems and i n s t i t u t i o n s  
e x i s t i n g  i n  t h e  1960s were s y s t e m a t i c a l l y  g u t t e d ,  o r  t o t a l l y  
r e c o n s t i t u t e d  i n  a d i f f e r e n t  image. They a r e  g r a d u a l l y  
r e b u i l d i n g ,  b u t  it is a  l o n g  road.  

An i n t e l l i g e n t ,  r e l a t , i v e l y  w e l l  educa t ed  ana e n e r g e t i c  p e o p l e  
remain ,  b u t  t h e  1970s took an  enormous t o l l  on t h e  n a t i o n a l  
psyche from which t h e  c o u n t r y  is o n l y  j u s t  beg inn ing  t o  
r e c o v e r .  The l e v e l  o f  d i s t r u s t  is h igh .  A s u r v i v a l  m e n t a l i t y  
p e r s i s t s .  The normal performance i n c e n t i v e s  d o n ' t  have t h e  same 
impact  a s  i n  o t h e r  s e t t i n g s  which have n o t  been th rough  such  a  
trauma. Development o b j e c t i v e s  canno t  be expec t ed  t o  r e c e i v e  
t h e  h i g h e s t  p r i o r i t y  i n  a s i t u a t i o n  where f o r  a  h i g h  p e r c e n t a g e  
of the p o p u l a t i o n  w h a t  is most impor t an t  is t o  g e t  from one day 
t o  t h e  n e x t  and a c h i e v e  a modicum 05 p e r s o n a l  and economic 
s e c u r i t y  . 
I n  te rms  of management, p robab ly  t h e  most c r i t i c a l  f a c t o r  i n  
t h e  development of  any economy, a s  mentioned i n . t h e  l a s t  
s e c t i o n ,  a v e r y  h igh  p e r c e n t a g e  o f  t h e  managers were d r i v e n  o u t  
d u r i n g  t h e  Amin years and are  o n l y  now beginn ing  t o  r e t u r n .  I n  
the meantime, i n s t i t u t i o n s  and e n t e r p r i s e s  have f a i l e d  o r  



o t h e r w i s e  become moribund. D e s p i t e  t h e  undeniab ly  h i g h  
p r o f e s s i n a l  l e v e l  of  many idakerere and f o r e i g n  u n i v e r s i t y  
t r a i n e d  Ugandans, t h e r e  remains  a s e v e r e  managesent gap a t  
middle  and upper l e v e l s .  The EHR c r o s s - s e c t o r a l  assessment  
proposed f o r  l a t e r  t h i s  yea r  shou ld  g i v e  t h e  USAID a  much 
better unde r s t and ing  of t h i s  c o n s t r a i n t .  

I n  t h e  meantime, it h a s  been found th rough  i n v e s t i g a t i o n  and 
a n a l y s i s  t n a t  a  p r o j e c t  such a s  t h i s  j u s t  ~ o n ' t  iflove r a p i d l y .  
I t  w i l l  move a t  a  pace  commensurate w i t h  t h e  envi ronment ,  and 
t h i s  means a  t a x i n g ,  i o n g  term system b u i l d i n g  e f f o r t .  O f  t h e  
some 200  p o t e n t i a l  s u b - p r o j e c t s  reviewed a s  p a r t  of t h e  d e s i g n  
e z f o r t  - f o r  t h i s  p r o j e c t ,  f o r  e x a m ~ l e ,  n o t  one was ready  t o  
f i n a n c e ,  even i f  t h e  fund ing  had been t h e r e .  Although b e t t e r  
t h a n  n a l f  r e p r e s e n t e d  p o t e n t i a l l y  v i a b l e  i nves tmen t s ,  a l l  
r e q u i r e d  f u r t h e r  a n a l y s i s  t o  de t e rmine  f e a s i b i l i t y  and 
f u n d a b i l i t y .  T a r g e t s  o f  o p p o r t u n i t y  a r e ' o u t  t h e r e  i n  
s u b s t a n t i a l  numbers, b u t  t h e y  w i l l  need t ime and t e c h n i c a l  
a s s i s t a n c e ,  n o t  j u s t  c a p i t a l ,  t o  g e t  o f 2  t h e  ground.  

A s  ment ined above,  t h e  r e a l  need f o r  t h e  c a p i t a l  component of 
t h i s  p r o l e c t  is f o r  pump pr iming  and l e v e r a g e  t o  g e t  t h e  system 
going  and t o  m o b i l i z e  o t h e r  r e s o u r c e s .  I n  a  ve ry  r e a l  s e n s e ,  
t h i s  is r i s k  c a p i t a l ,  and shou ld  be looked upon a s  such ,  
a l t h o u g h  e v e r y  e f f o r t  w i l l  b e  made t o  conse rve  it and make it 
grow. 

F i n a l l y ,  t h e  p r o j e c t  is v e r y  much i n  l i n e  w i t h  Agency p o l i c y  i n  
t e rms  o f  i t s  p r i v a t e  e n t e r p r i s e  focus .  The t a r g e t  g roup  is one 
hundred p e r c e n t  p r i v a t e  e n t e r p r i s e  and t n i s  w i l l  De ma in t a ined  
th rough  r i g o r o u s  a p p l i c a t i o n  of e l i g i b i l i t y  c r i te r ia .  The f a c t  
t h a t  w e  a r e  working w i t h  p u b l i c  s e c t o r  i n s t i t u t i o n s ,  i n  p a r t ,  
t o  r e a c h  in t ended  b e n e f i c i a r i e s ,  r e f l e c t s  a  Ugandan r e a l i t y  f o r  
t h e  t imebe ing .  The a l t e r n a t i v e s  chosen i n  terms of e x e c u t i n g  
a g e n c i e s  are t h e  o n l y  ones  w i l l i n g  and c a p a b l e  of  t a k i n g  on t h e  
c h a l l e n g e  t h e  p r o j e c t  p r e s e n t s .  E v e n t u a l l y ,  however, it is 
e x p e c t e d ,  and w i l l  be encouraged,  t h a t  r e s o u r c e  management w i l l  
g r a d u a l l y  s n i f  t toward p r i v a t e  i n t e r m e d i a r i e s .  The pace of  t h i s  
s h i f t  w i l l  depend e n t i r e l y  on t h e  a b i l i t y  of  t h i s  g roup  t o  
respond  e f f e c t i v e l y  t o  t h e  o p p o r t u n i t i e s  p r e s e n t e d  by t h e  
p r o j e c t  w i t h i n  t h e  c o n t e x t  of e x i s t i n g  c o n s t r a i n t s .  There  is no 
pre-de te rmined  l e v e l  a l l o c a t e d  t o  p u b l i c  and p r i v a t e  s e c t o r  
l e n d e r s ,  a l t h o u g h  i l l u s t r a t i v e  l e v e l s  have been e s t a b l i s n e d  f o r  
pu rposes  o f  a n a l y s i s .  Performance w i l l  be  what c o u n t s  and what 
b r i n g s  reward i n  t h e  form o f  p r o f i t a b l e ,  expanded o p e r a t i o n s .  



PART 111 THE PROJECT - DETAILEO DESCRIPTIO?I 

A. Overview 

Tne projec't is designed to address the principal gap identified 
in the problem analysis, i.e., the lack of absorptive capacity 
of ~ o t h  Dorrowers ana ienaers for productive investment in 
agricultural enterprise. This will be accomplished through 
provision of; a) technical assistance ana tralning for lrnproved 
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 tuture. In the long 
term, once sufficient creditworthiness is established (the key 
at both levels), other sources of capital should Decome 
accessible as has been demonstrated time and again in other 
settings. 

Tne structure of the project (Fiyure 1) is built arouna the 
notion of separate but coordinated and mutually reinforcing 
packages aimed at the two Key levels, credit.internedlary ana 
borrowing enterprise. Overall management and coordinating 
responsibility for the project will be officially lodgea with 
the USAID's counterpart in the Bank of Uganda, the Director of 
tile Development Finance Department. As a practicai 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 
worklng with the ieaa ICI in crltical line positions to 
strengthen industrial lending and overall management of the 
institution and its operating procedures. Beyond the sectoral 
difference between tie World Bank and AID packages, in relative 
terms, the IB~D/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 tne design of this project. This is the institutional 
separation of technical inputs for borrowers and the principal 
lender. As illustrated in Figure I. sub-borrower assistance 
will be through the vehicle of a separate technical assistance 
(TA) entity, to eventually become totally independent, whlch 
will have no institutional relationship with the lender group. 
The rationale for this is two-fola. First, this allows the 



ICIs to focus on objective appraisal and financing rather than 
project development, not a traditional or natural banking 
function. Secondly, it proviaes a palacaole ana effective 
means of costing and charging for development services rendered 
which logically snoula not be part of the aaministrative cost 
of lending&/. In the long run, tne TA entity snoula be adie 
to sustain itself through user fees as the market for its 
services increases. It is also exgectea tnat the entlty w l ~ l  
eventually become the beneficiary of Ugandan investment 
capital, providea tnat lt Decones independent as plannea in the 
fifth year of the project. (See detailed description below) . 

B. The Anuroacn and Project Phasinu. 

The approach for implementation of this project is a variation 
of phased and evolutionary ("rolling aesign") in~dels 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 outset. 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 perlod of systems 
development, limited lending, and the acquisition of the 
necessary experience and anaiytical founaation to proceed with 
confidence into a longer range development effort commencing in 
Phase 11. Project phases, including a pre-implementation 
period, are projected as follows: 

1. Pre-Implementation: June 1984 - December i985: During 
this period, critical planning, preparation, and 
gearing-up activities will take place ~ncluuing; 
contractor recruitment and mobilization, the meeting 
of conditions precedent for aisbursement, preparation 
of detailed work and procurement plans, etc. (See 
Implementation _ - Plan. ) 

I/ - Historically in AID and other donor financed ICI 
projects 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 I 

PlXNEKY STRUCTURE 
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FIGURE 2 

TEYXNICAL ASSISTANCE STRUCTURE 

Prime Contractor I 

UDB 
Commercial Banks 

Bank of Uganda Counterpart 

Uganda Dev. Bank Counterpart 

Sub-borrming 
Ag Enterprise 

Services to 
Sub-bor rower 

Chief of Party 
' Overall management, planning, 

- '  monitoring, coordination, data 
management/analysis, etc. 

USAID 
Counterpart 

Note: Independent 
auditing contract not 
shown here. 

I . I 
Procurement Services Agent 

All procurement financed 
by USAID. 

US Agent with Ugandan/Kenyan 
affiliate. 

Institutional Strengthening 
Component 

TA to Uganda Dev. Bank 
and possibly to Commercial 
Banks. 

1 Long-term advisor 

Various short-term advisors 

Sub-borrower Strengtheninq 
Component 

Technical Assistance Entity 
(Semi-independent status) 

To function as a business 
advisory service to target 
clientele. 

In-country and participant 
training. 

Feasibility and management 
assistance. 

3 Long-term advisors 
(kcounting, business/finance, 
agro-industry) 

Various short-term advisors 



Priase I:  J a n u a r y  1986 - Decem~er  1988: Thi s  w i l l  oe  
d e d i c a t e d  p r i m a r i l y  t o  p r o c e s s ,  sys tem,  and 
i n s t i t u t i o n a l  uevelopment and w i l l  r e c e i v e  t h e  
heaviest  injection of technical a s s i s t a n c e .  The 
t e c n n i c a l  a s s i s t a n c e  e n t i t y  w i l l  oe developed d u r i n g  
t h i s  phase  and h o p e f u l l y  "s2un o f f "  a s  a  v i a b l e  
e n t e r p r i s e  In i ts  own r r g h t  by t h e  end of t n e  t h r e e  
yea r  p e r i o d .  A number of s t u d i e s ,  d e s c r i b e a  below, 
w i l l  be c a r r i e d  o u t  t o  p rov ide  t h e  b a s i s  t o r  
e v a l u a t i o n  of Phase I and d e t a i l e d  p l ann ing  of Phase 
11. With r e s p e c t  t o  l e n d i n g ,  t h e  p r o j e c t  w i l l  cover  
a s  comple te  a  range  a s  p o s s i b l e  of  p o s s i b l e  p r o j e c t  
t y p e s  ( r e h a b i l i t a t i o n  anrl/or expans ion  of '  e x i s t i n g  
e n t e r p r i s e  and t h e  c r e a t i o n  of  new v e n t ~ r e s )  i n  o r d e r  
t o  a l l o w  v a l i d  a n a l y t i c a l  d e t e r m i n a t i o n s  t o  be made 
w i t h  r e s p e c t  t o  a r e a s  of h igh  and low payoff  and where 
s c a r c e  c o n c e s s i o n a l  r e s o u r c e s  shou ld  ne c o n c e n t r a t e d  
i n  Phase  11. 

3 .  Phase I1 - J a n u a r y  1989 - December 1 9 4 1 :  During t h i s  
p e r i o d ,  l e n d i n g  t o  t h e  t a r g e t  s e c t o r  is expec ted  t o  
move i n t o  mucn yea r  on t n e  basis of sys tems  aeve loped ,  
e x p e r i e n c e  g a i n e d ,  a d d i t i o n a l  r e s o u r c e s  mob i l i zed ,  and 
i n t e r n a l  c a p i t a l i z a t i o n  of i n t e r m e d l a r i e s .  E x t e r n a l  
t e c h n i c a l  a s s i s t a n c e  and t r a i n i n g  a c t i v i t y  w i l l  phase  
down and o u t  p r i o r  t o  p r o j e c t  t e r m i n a t i o n ,  b u t  t h e  TA 
- e n t i t y  is t o  c o n t i n u e  under Ugandan ownership  and 
management w i t h  a  s t a f f  of p r o j e c t  t r a i n e d  pe r sonne l .  

With r e s p e c t  t o  t h e  i m p l i c a t i o n s  of t h e  above approach r e l a t i v e  
t o  a u t h o r i z a t i o n ,  f u l l  a u t h o r i z a t i o n  is recommended now f o r  
l i f e  o f  p r o j e c t  funding  a s ;  a )  s u f f i c i e n t  a n a l y s i s  and p l ann ing  
has t aken  p l a c e  t o  a l l o w  f o r  the t i m e l y  and e f f e c t i v e  
management of  funds  f o r  t e c h n i c a l  a s s i s t a n c e  and t r a i n i n g  
th rougn  Pnase I ;  b)  p r i o r  t o  t h e  comple t ion  of Phase  I ,  
d e t a i l e d  p l a n s  and c o s t  e s t i m a t e s  w i l l  be developed and 
approved by A I D  f o r  t e c h n i c a l  a s s i s t a n c e  and t r a i n i n g  
a c t i v i t i e s  p r o j e c t e d  f o r  Phase  11; and c)  w i t h  r e s p e c t  t o  t h e  
c r e d i t  component, c r i t e r i a  have oeen developed f o r  I C I ,  
s u b - p r o j e c t ,  and sub-borrower e l i g i b i l i t y  t o  a s s u r e  adequa te  
cs inpi iance wi th  A I D  p o l i c y ,  program and p r o j e c t  c r i t e r i a  which 
w i l l  be f u r t h e r  r e f i n e d  and n e g o t i a t e d  ( s e e  Cond i t i ons  and 
Covenants)  d u r i n g  t h e  pre - implementa t ion  p e r i o d  and a g a i n  p r i o r  
t o  t h e  commencement of Phase 11. Concerning o b l i g a t i o n s ,  
however, t h e s e  w i l l  be t r anched  i n  such a  way t h a t  funding  f o r  
Phase  I1 w i l l  be c o n t i n g e n t  upon A I D  and GOU a p p r o v a l  o f  
d e t a i i e d  p l a n n i n g  based on a n a l y s e s  and t h e  e v a l u a t i o n  t o  be  
c a r r i e d  o u t  i n  t h e  l a s t  y e a r  of  Phase I .  



Note; No a c t u a l  l e n d i n g  is expec ted  t o  t a k e  p l a c e  under t h e  - 
p r o j e c t  u n t i l  t h e  U . S .  C o n t r a c t o r  i s  on board and h a s  been a b l e  
t o  p r o v i d e  t n e  n e c e s s a r y  f e a s i b i l i t y ,  p l ann ing  and c o s t i n g  
a s s i s t a n c e  f o r  s u b - p r o j e c t  development a s  an ongoing a c t i v i t y .  
(The U S A I D  may e l e c t ,  nowever, t o  a t t e m p t  t o  f a c i l i t a t e  a  
s e l e c t  few, e a r l y  p r i o r i t y  sub - loans ,  b u t  t h e s e  would have t o  
be e v a i u a t e d  i n a e p e n d e n t l y  by t h e  Pi iss ion,  p robably  wi th  REDS0  
a s s i s t a n c e ,  and o t h e r  c o n d i t i o n s  and covenan t s  would have t o  be 
met i n  terms of  I C I  agreements ,  c r i t e r i a ,  e t c .  (See C o n a i t i o n s  
and Covenants.  ) 

C. Goal S t r u c t u r e  of  P r o j e c t .  

1. Proqram Leve l  Goal: 

The program g o a l  of t h e  USAID s t r a t e g y  i n  t h e  a g r i c u l t u r a l  
s e c t o r  o f  Uganda is t o  p r o v i d e  a  package of a s s i s t a n c e  
i n t e r v e n t i o n s  which w i l l . l e a d  t o  r e h a b i l i t a t i o n ,  r ecove ry  and 
development of  p r i v a t e  ( i n c l u d i n g  c o o p e r a t i v e )  e n t e r p r i s e  
w i t n i n  t h e  A g r i c u l t u r a l  s e c t o r  r e s u l t i n g  i n  improved income, 
employment and q u a l i t y  of  l i f e .  i n  g e n e r a l .  A s  e x p l a i n e d  under 
t h e  p r o j e c t  r a t i o n a l e ,  t h e  most s i g n i f i c a n t  c o n s t r a i n t  t o  
p u r s u i t  of  t h i s  o b j e c t i v e  f o r  t h e  f o r e s e e a b l e  f a t u r e  a p p e a r s  t o  
be t h e  l a c k  of  medium t o  lpng  term inves tmen t  c a p i t a l .  The 
p r o j e c t  a s  a  whole, t h e r e f o r e ,  is d i r e c t e d  toward t h e  
r e s o l u t i o n  of  t h i s  l i m l t i n g  f a c t o r .  

2. P r o j e c t  Goal 

Tne g o a l  of  t h e  p r o j e c t  1s t o  make  a v a i l a b l e  medium t o  long  
term f i n a n c i n g  f o r  i nves tmen t  i n  h i g h  p o t e n t i a l  a g r i c u l t u r a l  
e n t e r p r i s e .  The l e n d i n g  r e s o u r c e s  t o  be  d i r e c t l y  p rov ided  by 
t h e  p r o j e c t  do  n o t  come c l o s e  t o  meet ing v a l i d  i nves tmen t  needs  
i n  the s e c t o r .  The o b j e c t i v e ,  however, is t o  s e t  up t h e  
d i s t r i b u t i o n  sys tem and "prime t h e  pump" s o  t h a t  r e s o u r c e s  can 
be e f f e c t i v e l y  mob i l i zed  and absorbed  uownstream from o t h e r  
q u a r t e r s .  I n  t h i s  manner, AID funding  w i l l  be u t i l i z e d  a s  
l e v e r a g e  f o r  c a p i t a l i z a t i o n  and t o  l a y  t n e  o r g a n i z a t i o n a l  and 
s y s t e m i c  groundwork f o r  s e l f - s u s t a i n i n g  development t o  occur .  

3 .  P r o l e c t  Purpose 

The p ro j e , c t  Surpose  is  t o  deve lop  v i a b l e ,  s e l f - s u s t a i n i n g  
sys t ems ,  f o r  t h e  e f f e c t i v e  a b s o r p t i o n  of  i nves tmen t  c r e d i t  by 
a g r i c u l t u r a l  e n t e r p r i s e .  T h i s  is an  i n s t i t u t i o n  and system 
b u i l d i n g  p r o j e c t  - focussed  on bo th  borrowing e a t e r p r i s e s  and 
l e n d e r s  - with an emphasis on t h e  former .  Although f o r  
pu rposes  of  programming c r i t e r i a  and r e q u i r e m e n t s ,  it can  be 



classified as an ICI project, it is really much more In the 
sense that it will work with all entities, at either the 
borrower or lender enas of the system, that qualify unaer 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 
externa.iiy mouilizea 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 qualitative 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 I1 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 
ca~ita~ization and expansion. By the commencement of Phase I, 
the structure should be established although lending 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 
credits at both levels. Additional resource 
mobilization should be taking place on the basis 

* 

of track records established. 

Phase 11: 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 prolect will work with any 
intermediary prepared to comply with established ICI and 
SUD-project elibi~iiity criteria (See Section 4  elo ow.) The 
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 
b) responsive to the project's target cllentei. Further, the 
opportunity for effective donor coordination to achieve project 
oblectives is uniquely $resent in the UU& thanks to major 
capital and technical inputs i? 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 Grindlayls 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, Stanaard, and the 
Uganda Commercial ~ank. 

Phase 11: 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 Pnase 
I will be $3.0 million. 

Phase 11: Total of project credits extended: $13.9 million. 



Phase I: Cost of Lending to agricultural enterprise for 
capital received on concessional terms (AID 
~inanced) will be established at a sustainable 
level wit hi,^ margins received. 

Phase IS: 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 

Phase I: By the end of Phase I a track recora will have 
been established plus demonstrated absorptive 
capacity of both borrowers ana lenders such that 
additional major donor resources will be directed 
to the sector of on the oraer of $ 5 million per 
year projected for the commencement of Phase 11. 

Pnase 11: By tne end of Phase I1 tne needs of tne assisted 
sector will be totally met from a combination of 
concess,ional and commerciai 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). 

F) Sub-borrower Strengthening and Enterprises 
Launched 

Phase I: 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 11. Further, 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 cqmpleted 
the investment and be successfully operating. 



Phase 11: By t h e  coinplet ion of t h e  secona yoar of Phase 11, 
a l l  p r o j e c t  funds  w i l l  have been drawndown and 
i n v e s t e d  i n  v i a b l e  p r o j e c t s  i n  t h e  t a r g e t  
s e c t o r .  By t h e  end of  t h e  p r o j e c t ,  a l l  p r o j e c t  
f i n a n c e d  inves tmen t s  ~?il1 have be2n completed.  
Of t h e s e  a  s u b s t a n t i a l  number shou ld  r e p r e s e n t  
a d d i t i o n a l  inves tment  o p p o r t u n i t i e s  f o r  i n t e r n a l  
o r  o t h e r  commercial s o u r c e s  of c a p i t a l .  
E n t e r p r i s e  management w i t h i n  t h e  s e c t o r  w i l l  nave 
been s u b s t a n t i a l l y  improved. 

g )  The T e c h n i c a l  A s s i s t a n c e  E n t i t y  

From t h e  beg inn ing ,  t h e  TA 2 n t i t y  w i l l  cha rge  f o r  s e r v i c e s  
r e n d e r e d  t o  borrowers .  Where n e c e s s a r y ,  c o s t s  of  such 
a s s i s t a n c e  w i l i  be  l o a n  f i n a n c e d ,  i n i t i a l l y  a t  a s u b s i d i z e d  
l e v e l .  The i d e a  is  t o  d i r e c t  payments r e c e i v e d  t o  unde rwr i t e  
t h e  growth and s t r e n g t h e n i n g  of  t h e  Uganda s i d e  -or' t n e  
o p e r a t i o n  and t o  deve lop  t h e  r e q u i s i t e  s k i l l s  t o  c a r r y  on wi th  
t h e  s a n e  a s s i s t a n c e  on a  c o m n e r c i a l l y  v i a b l e  b a s i s  once t h e  
U.S. c o n t r a c t o r  p u l l s  o u t .  (See S e c t i o n  I I , D I 3  below f o r  
f u r t h e r  d e t a i l . )  

Pnase  I: By t h e  end of Phase I t h e  TA e n t i t y  w i l l  be a b l e  
t o  cover  a l l  l o c a l  c u r r e n c y  o p e r a t i n g  c o s t s  
th rough  f e e s  r e c e i v e d  from-sub-borrowers under 
t h e  p r o j e c t .  There  w i l l  a l s o  be a c o r e  s t a f f  of 
f i v e  t r a i n e d  Ugandan p r o f e s s i o n a l s  working f u l l  
t i m e  i n  t h e  a r e a s  of f i n a n c i a l ,  socio-economic,  
and t e c h n i c a l  f e a s i b i l i t y  a n a l y s i s .  

Phase  11: By t h e  end of  t h e  p r o j e c t ,  t h e  u n i t  w i l l  be 
comple t e ly  on its own a s  a  v i a b l e  f i r m  o r  
i nd igenous  PVO d e d i c a t e d  t o  a g r i c u l t u r a l  
e n t e r p r i s e  management and t e c h n i c a l  c o n s u l t i n g  
a v a i l a b l e  f o r  the g e n e r a l  p u b l i c  and f o r  u se  by 
the donor community. 

Phase  I: By a p o i n t  i n  t h e  middle  of  t h e  l a s t  yea r  of  
Phase  I ,  t h e  a n a l y t i c a l  f o u n d a t i o n  w i l l  have been 
developed f o r  major o t h e r  donor r e s o u r c e  
m o b i l i z a t i o n ,  and d e t a i l e d  p l ann ing  f o r  Phase I1 
expans ion  of  inves tment  a c t i v i t y  w i l l  have been 
completed.  



Phase 11: By t h e  end of t h e  p r o j e c t  a  f u l l y  documented 
a n a l y t i c a l  h i s t o r y  t o g e t h e r  w i t h  a  comprehensive 
f i n a l  e v a l u a t i o n  w i l l  have p rov ided  t h e  b a s i s  f o r  
r e p l i c a t i o n  o f  s u c c e s s f u l  e lements  of t h e  p r o j e c t  
i n  o t h e r  comparable c o u n t r i e s  of  A f r i c a  i n  
a d d i t i o n  t o  s e r v i n g  a s  an  i n v a l u a b l e  i n s t rumen t  
f o r  p u b l i c  and g r i v a t e  s e c t o r  inves tment  2 l ann iny  
and r e s o u r c e  m o b i l i z a t i o n  upon t e r m m a t i o n  of  A13 
and o t h e r  donor a s s i s t a n c e  t o  t h e  t a r g e t  s e c t o r .  

5. PurDose Level  A S S U ~ D ~ ~ O ~ S  

The p r o j e c t  w i l l  r e c e i v e  s t r o n g  p o l i c y  l e v e l  
s u p p o r t  from t h e  GOU (Bank of  Uganda, M i n i s t r  
of  F inance ,  A g r i c u l t u r e ,  and C o o p ~ r a t i v e s ,  an  

i e s  
. d  

t h e  oversight-cornmi t t e e  t o  be  e s t a b l i s h e d .  ) There  
is reason  t o  b e l i e v e  t h i s  w i l l  De t h e  c a s e  due t o  
re form measures  implemented over  t h e  p a s t  t h r e e  
y e a r s .  

b)  P r i v a t e  banks w i l l  p a r t i c i p a t e  as a n t i c i p a t e d  i n  
t h e  p r o j e c t  due t o  a t t r a c t i v e  l e n d i n g  margins  
o f f e r e d .  G r i n d l a y ' s  w i l l  be t h e  f i r s t .  O the r s  
shou ld  become invo lved  once they  obse rve  
s u c c e s s f u l  p a r t i c i p a t i o n  by G r i n d l a y ' s .  

c) The IBRD/UNDP e f f o r t  t o  improve o p e r a t i n g  sys tems  
a t  t h e  UDB w i l l  be s u c c e s s f u l .  The t e c h n i c a l  
a s s i s t a n c e  team is v e r y  s t r o n g  and o p e r a t i n g  i n  
l i n e  p o s i t i o n s .  The A s s i s t a n t  Genera l  Manager is 
e s p e c i a l l y  o u t s t a n d i n g .  (See UDB I n s t i t u t i o n a l  
A n a l y s i s )  . 

d )  T a r g e t  e n t e r p r i s e s  w i l l  be w i l l i n g  t o  borrow f o r  
t e c h n i c a l  s e r v i c e s  r e c e i v e d .  

e)  The s e c u r i t y  s i t u a t i o n  l n  Uganda w i l l  g r a d u a l l y  
improve . 

D. D e t a i l e d  A c t i v i t y  D e s c r i p t i o n s  

The p r o j e c t  is d i v i d e d  i n t o  f i v e  components co r r e spond ing  t o  
o b j e c t i v e s  r e l a t e d  t o ;  a )  i n s t i t u t i o n  and system b u i l d i n g ,  b )  
f i n a n c i n g ,  and c)  a a t a  c o l l e c t i o n ,  a n a l y s i s ,  e v a l u a t i o n  and 
p l ann ing .  I t  shou ld  be borne  i n  mind t h a t  implementat ion of 
t h e s e  a c t i v i t i e s ,  f o r  all i n t e n t s  and pu rposes ,  w i l l  commence 
i n  e a r n e s t ' a t  t h e  beg inn ing  of Phase I i n  J anua ry  $986 a s  t h e  



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 
r-esponsible to a greater or lesser extent for ali 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.) 

1. Overall System Development and Capitalization 

a) Outputs: 

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 proposea 
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 r~ady 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 11th year .) By the end of Phase 
I1 the balance of the account will have arrived at $2,900,000 
wj, th total outs tanding 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 I1 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, 
below. ) 

The official responsi~ility for achievement of pre- 
implementation phase targets will rest with the Bank of Uganda 
through its project manager, the Director of Deveiopment 
Finance. There will also be a high level GOU oversight 
committee. (See P A W  V.) Tnere 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 USAPD project manager 
wiil 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 In order to reduce the 
management burden of the USAID. 

c) Inputs: 

Inputs for t h i s  component, in advance of Phase I, will be 
limited-to short term consulting assistance of no more than six 
months through personal services contracts witn 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. 

ICI strengthenins and Capitalization 

a) Outputs 

(1) The UDB 



Almost a l l  t e c h n i c a l  a s s i s t a n c e  and t r a i n i n g  f o r  I C I s  under t h e  
p r o j e c t  w i l l  be  d i r e c t e d  t o  t h e  UDB th rough  which 65% of 
p r o j e c t  funds  a r e  expec t ed  t o  be channe led .  Otaer  I C I s  may be 
p rov ided  w i t h  modest l e v e l s  of  s h o r t  term a s s i s t a n c e  i n  t h e  
p r o c e s s  of g e t t i n g  them invo lved  wi th  t h e  p r o j e c t ,  and they  
w i l l  p r o b a b l y  p a r t i c i p a t e  t o  a deg ree  i n  some in -coun t ry  
t r a i n i n g  a c t i v i t y .  ~t t h e  p r e s e n t  s t a g e  of p r o j e c t  p l a n n i n g ,  
however, t h e r e  i s  no b a s i s  f o r  d e s c r i b i n g  i n s t i t u t i o n a l  o u t p u t s  
o u t s i d e  of t h o s e  t a r g e t e d  f o r  t n e  UDB. These a r e  a s  fo l lows :  

o By t h e  end of  Phase I a  c o n s o l i d a t e d  ( c r o p s  and 
l i v e s t o c k )  a g r i c u l t u r a l  d i v i s i o n  w i l l  be f u n c t i o n i n g  
as an  e f f e c t i v e  i n t e g r a t e d  u n i t  c a p a b l e  of a d e q u a t e l y  
a p p r a i s i n g  a lmos t  a l l  t y p e s  of  a g r i c u l t u r a l  e n t e r p r i s e  
p r o p o s a l s  a n t i c i p a t e d  i n  t h e  Ugandan s e t t i n g .  A s  
c o n s i d e r a b l e  a g r i c u l t u r a l  t e c h n i c a l  e x p e r t i s e  is 
a l r e a d y  i n  p l a c e  i n  t h e  d i v i s i o n ,  ( i n c l u d i n g  c r o p  and 
l i v e s t o c k  p r o d u c t i o n  ana farm management), t h e  b a s i c  
t e c h n i c a l  i n g r e d i e n t s  t o  be added w i l l  be i n  t h e  a r e a s  
of  f i n a n c i a l  and economic a n a l y s i s  p l u s  p l ann ing  f o r  
s u p e r v i s i o n  and mon i to r ing  of  sub- loans .  D i r e c t  long  
te rm t e c n n i c a l  a s s i s t a n c e  t o  t h e  UDB shou ld  be 
p o s s i b l e  t o  conc lude  by t h e  end o f  Phase I. 

o  By t h e  end of  Phase I sound l o a n  p r o c e s s i n g  and c r e d i t  
management p r o c e d u r e s  w i l l  have been f u l l y  deve loped ,  
t e s t e d ,  r e v i s e d ,  and f o r m a l i z e d  as p a r t  of  o f f i c i a l  
bank p o l i c y  f o r  t h e  long  term. I n  t h i s  a r e a ,  t h e  
p r o j e c t  w i l l  have t o  c o o r d i n a t e  c a r e f u l l y  w i t h  I D A  and 
UNDP e f f o r t s  t o  improve t h e s e  f u n c t i o n s  t h roughou t  t h e  
bank. 

o I n  te rms  of volume, t h e  a g r i c u l t u r a l  d i v i s i o n  w i l l  be 
c a p a b l e  o f  p r o c e s s i x g  a l l  a p p l i c a t i o n s  i n  a  t i m e l y  
p e r i o d  a f t e r  ? e c e i p t ,  i . e . ,  two t o  f o u r  weeks, a t  an 
a n t i c i p a t e d  level of  app rox ima te ly  e i g h t  p e r  month by 
the end of Phase .I. 

o The q u a l i t y  of a p p r a i s a l  and s u p e r v i s i o n  w i l l  be such 
by t h e  end of  Phase  I t h a t  o u t s t a n d i n g  d e l i n q u e n t  
b a l a n c e s  on l o a n s  p r o c e s s e d  by t h e  D i v i s i o n  w i l l  be  
h e l d  t o  l e s s  t h a n  5% of  t h e  p o r t f o l i o  ba l ance .  (Does 
n o t  app ly  t o  t n e  UDB p o r t f o l i o  as a  whole o r  t o  p r i o r  
a g r  i c u l  t u r  a 1  l e n d i n g .  ) 

o By t h e  end of  Phase  I, t h e  e f f i c i e n c y  of  UDB l e n d i n g  
in average  cost per  loan will drop significantly and 



f u r t h e r  y e t  d u r i n g  Phase II. C a l c u l a t i o n  of  t h e s e  
t a r g e t s  w i l l  a w a i t  d e t a i l e d  p l ann ing  and a n a l y s i s  by 
t h e  C o n t r a c t o r .  

( 2 )  Other  ICIs 

G r i n d l a y ' s  Bank should  be p a r t i c i p a t i n g  a c t i v e l y  i n  t h e  p r o j e c t  
w i th  a  p o r t f o l i o  of o u t s t a n d i n g  l o a n s  t o  be t a r g e t  g roup  of  
app rox ima te ly  $1,20O,OUO. One or  two o t h e r  commercial banks 
w i l l  have exper imented  w i t h  p r o j e c t  l e n d i n g  on a  p i l o t  b a s i s  by 
t h i s  t i m e .  By t h e  end of Phase I1 t h e r e  shou ld  be a t  l e a s t  
t h r e e  commercial  banks h e a v i l y  i nvo lved  i n  a g r i c u l t u r a l  
e n t e r p r i s e  l e n d i n g ,  bo th  wi th  p r o j e c t  and o t h e r  r e s o u r c e s .  

b )  Implementat ion 

A major c o n a i t i o n  p r e c e d e n t  t o  d i sbu r semen t  under t h e  p r o j e c t  
w i l l  be t h e  c o n s o l i d a t i o n  of  t h e  e x i s t i n g  c r o p s  and l i v e s t o c k  
depa r tmen t s  of t h e  bank i n t o  a s i n g l e  a g r i c u l t u r a l  p r o j e c t s  
depar tment .  T h i s  w i l l  r e s u l t  i n  an o f f i c e  w i th  a  combined 
s t a f f  of abou t  20 t e c h n i c i a n s  c o n s i s t i n g  p r i m a r i l y  of 
p r o d u c t i o n  and farm management s p e c i a l i s t s .  The r e o r g a n i z a t i o n  
is n e c e s s a r y  f o r  pu rposes  of o p e r a t i o n a l  e f f i c i e n c y  and because 
many o f  t h e  p r o j e c t s  t o  be  a p p r a i s e d  are of a mixed farming 
n a t u r e  o r  o t h e r w i s e  o v e r l a p  i n t o  d e s c i p l i n e s  r e p r e s e n t e d  i n  
bo th  depa r tmen t s .  A t  p r e s e n t ,  t h e  two a r e  e s s e n t i a l l y  moribund, 
l a c k i n g  bo th  a c c e s s  t o  p r o j e c t  funding  and t h e  c a p a b i l i t y  t o  
a d e q u a t e l y  a p p r a i s e  t h e  e x i s t i n g  back log  of i nadequa te  
p r o p o s a l s ,  many of which c o u l d  be  s u i t a b l e  f o r  RPE funding  i f  
t h e  n e c e s s a r y  f e a s i b i l i t y  and p l a n n i n g  work cou ld  be c a r r i e d  
o u t .  (See I n s t i t u t i o n a l  and Economic Analyses . )  

A s  e a r l y  as p o s s i b l e  a f t e r  t h e  s i g n i n g  of t h e  U.S .  C o n t r a c t  a 
s h o r t  term development banking a u v i s o r  w i t n  a g r i c u l t u r a l  
e n t e r p r i s e  l e n d i n g  e x p e r i e n c e  w i l l  be  b rought  i n  t o  a s s i s t  w i th  
t h e  r e o r g a n i z a t i o n .  The pr lmary  t a s k  w i l l  be t o  aeve lop  a 
r a t i o n a l  s t r u c t u r e  i n - t e r m C o f  t h e  a n a l y t i c a l  and p r o c e s s i n g  
f u n c t i o n s  t o  be c a r r i e d  o u t ,  produce and s e c u r e  bank a p p r o v a l  
o f  p o s i t i o n  d e s c r i p t i o n s ,  and deve lop  and n e g o t i a t e  changes  i n  
p e r s o n n e l  t o  b r i n g  s k i l l s  i n t o  l i n e  wi th  r equ i r emen t s  o f  t h e  
p r o j e c t  and t h e  t a r g e t  s e c t o r ,  i .e. ,  a  f o c u s  on inves tmen t  and 
a g r o - i n d u s t r y  a s  opposed t o  s t r a i g h t  p roduc t ion  ( e s p e c i a l l y  
s e a s o n a l  p r o d u c t i o n )  implying a need f o r  a d d i t i o n a l  
a g r i c u l t u r a l  economics,  marke t ing  and p r o c e s s i n g  e x p e r t i s e .  
T h i s  is expec t ed  t o  t a k e  up t o  t h r e e  months. 

For t h e  long  te rm,  an  a g r i c u l t u r a l  f i n a n c e  a d v i s o r  w i l l  be 
a s s i g n e d  t o  t h e  d i v i s i o n  as e a r l y  as p o s s i b l e  under t h e  U.S .  



Contract. The Advisor, working as counterpart to tne Division 
Chief, will carry out a three year program of develo2ing 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-ofLicers of the uank (manageqent, 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. In 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 criter~a 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 Department and 
related activities in the Bank. Depending on the mix of 
projects to be addressed, there will be a need co 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 be recruited or selected Lrom existing 
staff by the Bank who will also serve as counterpart to the 
advisor. He will pe 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 develoging refecral 
procedures for projects in need of feasibility, planning, and 
management assistance. It will be a responsibility of the 
Department to assess tne 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 into 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 througn the PSA. 

There may be cases, however, wher'e bank involvement would make 
sense due to well established connections and procedures for a 
particular commodity gr.oup. 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 
captuie 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 will 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 



s a t i s f a c t o r y  sys tems  and t r a i n e d  s t a f f  i n  p l a c e  w i t h i n  t h e  
t h r e e  yea r  t ime  frame of  Phase I ,  upon t h e  c o n c l u s i o n  of wh ich ,  
l ong  t e rm s e r v i c e s  would c e a s e .  There  w i l l  p robably  be a  need 
f o r  some s h o r t  term i n p u t s  i n  Phase  I1 however a s  fol low-up t o  
a s s u r e  c o n t i n u i n g  p rope r  u t i l i z a t i o n  of sys tems ,  methods, and 
p r o c e d u r e s  establishes. The Phase I e v a l u a t i o n  w i l l  p rov ide  
t h e  b a s i s  f o r  a d d i t i o n a l  t e c h n i c a l  a s s i s t a n c e  i f  n e c e s s a r y .  

Note: Although bo th  long  and s n o r t  term t e c h n i c a l  a s s i s t a n c e  
f o r  t h e  i n s t i t u t i o n a l  component w i l l  be focussed  a lmos t  
e x c l u s i v e l y  on t h e  UDB, t h e  p r i n c i p a l  a d v i s o r  w i l l  c o o r d i n a t e  
and s h a r e  i n f o r m a t i o n  w i t h  o t h e r  p a r t i c i p a t i n g  banks i n  o r d e r  
t o  make e f f e c t i v e  use  of  s c a r c e  r e s o u r c e s ,  avo id  a u p l i c a t i o n  of 
e f f o r t ,  promote t h e  concep t  of a g r i c u l t u r a l  i nves tmen t  l e n d i n g  
e t c .  I n  c a s e s  where a p r o p o s a l  is more a p p r o p r i a t e  f o r  a  
commercia l  bank f i n a n c i n g ,  f o r  example,  t h e s e  w i l l  be r e f e r r e d  
a c c o r d i n g l y .  Such cases would be expec ted  t o  r a q u i r e  a  lower 
l e v e l  of  fund ing  over  a s h o r t e r  p e r i o d  wi th  a r e l a t i v e l y  h igh  
2 r o j e c t e a  r a t e  of  r e t u r n  and be proposed by a  borrower who 
c o u l d  meet p r i v a t e  bank c o l l a t e r a l  r equ i r emen t s .  I d e a l l y ,  t h e  
UDB s h o u l u  s t r i v e  t o  work w i t h  t h o s e  p r o j e c t s  w5ich, f o r  
whatever  r e a s o n ,  a r e  n o t  a t t r a c t i v e  f o r  t h e  p r i v a t e  banking 
community. T h i s  concep t  w i l l  be pushed by bo th  t h e  UDB a d v i s o r  
and t h e  t e c h n i c a l  a s s i s t a n c e  group i n  o r d e r  t o  ex t end  t h e  
p r o j e c t  as much as  p o s s i b l e  i n t o  t n e  commercial  banking s p h e r e  
and t o  make t h e  most e f f e c t i v e  u s e  of  t h e  r e l a t i v e l y  more 
c o s t l y  s e r v i c e s  and f a c i l i t i e s  of  t h e  UDB. 

C )  Summary of  I n p u t s  - TA TO UDB 

USAID 

T e c h n i c a l  A s s i s t a n c e  (PM) 

Banking Advisor 
Ag F inance  Advisor 
Data Systems 
Other Short T e r m  

Commodities 

1 V e h i c l e  
( f u e l )  

1 Micro-Computer 
O f f i c e  F u r n i t u r e  and 

equipment 

2 

P r o j e c t  Years 
1 2 3 4 5 6 7 



In-Coun t r y  Seminars  
S h o r t  Courses  i n  

U S  o r  t h i r a  
C o u n t r i e s  

Obse rva t ion  T r i p s  
U S  and T h i r d  
C o u n t r i e s  

' GOU - 
S e n i o r  C o u n t e r p a r t  

Ag. A p p r a i s a l  

O f f i c e  and L o g i s t i c  
Suppor t  

3 .  Sub-Bor rower S t r e n g t h e n i n g  (The E n t e r p r i s e s )  

a )  Outputs  

(1) The Technica l -  A s s i s t a n c e  E n t i t y  

o ' By t h e  comnencement pf Phase I,  t n e  e n t i t y  w i i l  have 
been e s t a b l i s h e d  and s t a f f e d  w i t h  e x p a t r i a t e  a d v i s o r s  by 
t h e  U S  C o n t r a c t o r  and an e s t i m a t e d  c o r e  group  of 5 
Ugandan p r o f e s s i o n a l s  i n  f i n a n c i a l  a n a l y s i s ,  a ccoun t ing ,  
b u s i n e s s  management, a g r o - i n d u s t r y ,  marke t ing  e t c .  I t  
w i l l  be  o p e r a t i o n a l  and p r o v i d i n g  a s s i s t a n c e  t o  i n i t i a l  
sub-borrowers .  

o By t h e  ena  o f  Phase  I ,  t h e  e n t i t y  w i l l  have been 
l e g a l i z e d  as  a Ugandan e n t e r p r i s e  and a b l e  t o  a c t  as a  
l e g i t i m a t e  p r i v a t e  c o n s u l t i n g  agency i n  t h e  c a p a e i  t y  of 

. e i t h e r  a  p r o f i t  making o r  p r i v a t e  and v o l u n t a r y  
o r g a n i z a t i o n .  By t h i s  t i m e ,  a 1 1  l o c a l  c o s t s  of  t h e  
e n t i t y  w i l l  be covered  on an  ongoing b a s i s  by u s e r  f e e s  
and a c a p i t a l i z a t i o n  p r o c e s s  w i l l  have commenced beading 
t o  comple te  f i n a n c i a l  independence p r i o r  t o  t h e  end of 
t h e  p r o j e c t .  

By t h e  end of Phase  11, a l l  U S  a s s i s t a n c e  w i l l  have 'been 
wkhdrawn and t h e  e n t i t y  w i l l  be  t o t a l l y  independent  a s  
a v i a b l e  e n t e r p r i s e .  By t h i s  tune  t h e  o r g a n i z a t i o n  w i l l  
have a d i r e c t  h i r e  s t a f f  of e i g h t  t o  n i n e  p r o f e s s i o n a l s  



c a p a b l e  of c o v e r i n g  ' a l l  e s t i m a t e d  t y p e s  of management and 
t e c h n i c a l  c o n s u l t i n g  n e e a s  of t h e  s e c t o r ,  w i th  t h e  e x c e p t i o n  of  
t h e  l a r g e s t  of  t h e  i n d u s t r i a l  e n t e r p r i s e s  l i n k e d  t o a g r i c u l t u r e .  
By t h e n ,  however, t h e r e  s h o u l a  be o t h e r  f i r m s  c a p a b l e  of  
a d d r e s s i n g  t h e  needs  o f  t h i s  h i g h e r  1 e v e l . g r o u p .  

E n t e r p r i s e s  S t r eng thened  

o A minimum o f  40 t o  e n t e r p r i s e s  w i l l  have  been a s s i s t e d  
by t h e  end of  Phase I i n  f e a s i b i l i t y  and p r o j e c t  d e s i g n  
a s s i s t a n c e  f o r  f i n a n c i n g  p r o p o s a l s .  An a d u i t i o n a l  20 - 
25 e n t e r p r i s e s  w i l l  have r e c e i v e d  b u s i n e s s  management 
a s s i s t a n c e  a s s o c i a t e a  w i t h  p r o j e c t  t i n a n c e d  investments, 
f o r  some o f  which such  a s s i s t a n c e  w i l l  be p rov ided  over  
an ex t endea  p e r i o d  o f  t i m e  t o  a s s u r e  s u c c e s s f u l  
l a u n c h i n g  o f  t h e  new o p e r a t i o n .  (Most b u t  n o t  a l l ,  of  
t h e s e  w i l l  be from t h e  same group t h a t  r e c e i v e d  p r o p o s a l  
a s s i s t a n c e . )  (For an  i l l u s t r a t i v e  s chedu le  of  e n t e r p r i s e s  
t o  be f i n a n c e d ,  s e e  F i n a n c i a l  A n a l y s i s ,  Annex I. ) These 
numbers w i l l  have grown t o  120 and 50 r e s p e c t i v e l y  by 
t h e  end of  Phase  11. 

o 6y t h e  end of  Phase  I it is e s t i m a t e d  t h a t  4 0 %  of  t h e  
o r g a n i z a t i o n s  a s s i s t e d  w i l l  be a b l e  t o  c a r r y  o u t  t h e i r  
own a n a l y s e s  i n  t h e  f u t u r e  f o r  t h e  devslopment of 
a d d i t i o n a l  f i n a n c i n g  p r o p o s a l s .  

o By t h e  e n a  of  Phase  I ,  1 0 0  p e r s o n s  from t h e s e  . 

e n t e r p r i s e s  w i l l  have p a r t i c i p a t e d  i n  management 
t r a i n i n g ,  f e a s i b i l i t y  s t u d y  and o t h e r  s h o r t  c o u r s e s  
c a r r i e d  o u t  by t h e  t e c h n i a l  a s s i s t a n c e  e n t i t y !  An 
a d d i t i o n a l  w i l l  have been s e n t  f o r  s h o r t  c o u r s e s  i n  t h e  
Uni ted  S t a t e s  o r  t h i r d  c o u n t r i e s  and/or on o b s e r v a t i o n  
t r a v e l .  

b )  Implementat ion 

(1) Advance Work 

A s  soon as p o s s l b l e  a f t e r  s i g n i n g  t h e  t e c h n i c a l  a s s i s t a n c e  
c o n t r a c t ,  an  advance team, h o p e f u l l y  c o n s i s t i n g  of  t h e  Chief  of 
P a r t y  a n a  t n e  b u s i n e s s  a n a l y s t ,  and t h e  a g r o - b u s i n e s s  a d v i s o r  ( t o  
s e r v e  i n  t h i s  component) w i l l  a r r i v e  f o r  a  p e r i o d  of  up t o  two 
months t o  c a r r y  o u t  d e t a i l e d  p l ann ing  and make a l l  a r rangements  
f o r  f u l l  c o n t r a c t o r  m o b i l i z a t i o n .  (The  Development Bank 
s p e c i a l i s t  may a l s o  p a r t i c i p a t e  t o  a  d e g r e e )  . During t h a t  
e f f o r t ,  t h e  t e c h n i c a l  a s s i s t a n c e  e n t i t y  w i l l  be o rgan ized  and 
p lanned  i n  d e t a i l ,  a  l o c a t i o n  s e c u r r e d  ( p r o b a b l j  a downtown 



Kampala s e t  of o f f i c e s )  ana i n i t i a l  Ugandan S t a f f  r e c r u i t e d  
(Recru i tment  s h a u l d  n o t  be  d i f f i c u l t  g iven  t h e  amount of  
underemployed ana o t h e r w i s e  a v a i l a b l e  p r o f e s s i o n a i s  i n  t h e  
marke t  w i th  a p p r o p r i a t e  backgrounds.)  

According t o  t h e  implementat ion p l a n ,  i t  is c u r r e n t l y  e n v i s i o n e d  
t h a t  t h e  o f f i c e  w i l l  be e s t a b E i s h e d  and o p e r a t i n g  i n  J anua ry  
1 9 8 6 ,  assuming t h a t  t h e  above advance work is c a r r i e d  o u t  on 
s c h e d u l e .  

I 
I ( 2 )  O r g a n i z a t i o n  and c r e a t i o n  of t h e  

"Ugandan" E n t i t y  

I n  t e rms  of  o r g a n i z a t i o n ,  t h e  i ~ i t i a l  s t a f f  of e x p a t r i a t e  
a d v i s o r s  w i l l  i n c l u d e ,  a )  an agricultural/agro-business 
s p e c i a l i s t  t o  cover  t h e  a g r o - t e c h n i c a l  f e a s i b i l i t y  s i d e  of  t h e  
o p e r a t i o n ,  b)  a  b u s i n e s s / f i n a n c i a l  a n a l y s t  t o  p r o v i d e  p r o j e c t  
p r o p o s a l  and d e s i g n  a s s i s t a n c e  i n  t h e  a r e a s  o f  f i n a n c i a l  
a n a l y s i s  and p r o j e c t i o n s ,  b u s i n e s s  and management p l a n n i n g ,  and 
c )  an  a c c o u n t a n t  t o  s u p e r v i s e  t h e  t r a i n i n g  o f  ac.counting s t a f f s  
of v e n t u r e s  t o  be a s s i s t e d ,  a s s i s t  w i t h  f i n a n c i a l  a n a l y s i s  and 
i n i t i a l l y  manage t h e  books o f  t h e  e n t i t y  i t s e l f .  

initially, f i v e  Ugandan p r o f e s s i o n a l s  t h e  above a r e a s  w i l l  be 
h i r e d  t o  s e r v e  as c o u n t e r p a r t s  t o  t h e  a d v i s o r s .  Within  t h e  
f i r s t  y e a r ,  however, and on t h e  b a s i s  of e a r l y  e x p e r i e n c e  wi th  
demand f o r  s e r v i c e s  t o  be p rov ided ,  it is expec ted  t h a t  the 
Ugandan s t a f f  w i l l  be i n c r e a s e d  t o  between s i x  and e i g h t  
t e c h n i c i a n s  i n  such  a r e a s  as an imal  p r o d u c t i o n  and marke t ing ,  
a g r i c u l t u r a l  economics,  a g r i c u l t u r a l  eng inee r  i ng  , 
a g r o - p r o c e s s i n g ,  e t c .  The o p e r a t i o n  w i l l  be suppor t ed  
th roughou t  Phase  I wi th  s h o r t  term c o n s u l t i n g  a s  needed i n  
i n d i c a t e d  t e c h n i c a l  a r e a s  depending on t h e  mix of  c l i e n t e l  t o  be 
a s s i s t e d  and i n  what o r d e r  and magnitude.  

A s  i n d i c a t e d  e a r l i e r ,  t h e  ph i lo sophy  of  t h e  TA e n t i t y  approach 
i n  t h e  p r o j e c t  is t o  e s t a b l i s h  a  v i a b l e  p r i v a t e  e n t e r p r i s e  i n  
i ts  own r i g h t  t o  respond  t o  l a t e n t  demand i n  t h e  Ugandan market  
f o r  t h e  s e r v i c e s  e s s e n t i a l  f o r  a g r o - e n t e r p r  i s e  ? l ann ing ,  
i nves tmen t  and development.  During t h e  f i r s t  yea r  o r  more of  

- t h e  p r o j e c t ,  c o s t s  w i l l  be  a lmos t  e n t i r e l y  covered  by t h e  
p r o j e c t  t h rough  t h e  U . S .  C o n t r a c t o r ,  and f e e s  charged  d u r i n g  
t h i s  p e r i o d  w i l l  be modest and s u b s i d i z e d ,  t h e  i d e a  be ing  t o  
e s t a b l i s h  t h e  p r a c t i c e  and t h e  concep t . '  

I n i t i a l l y  r evenues  r e c e i v e d  w i l l  be  d e p o s i t e d  i n t o  a  s p e c i a l  
a c c o u n t  ma in t a ined  s e p a r a t e l y  by t h e  c o n t r a c t o r  and a l lowed t o  
accumula te .  A t  t h e  same t i m e ,  an  o r g a n i z a t i o n a l  p r o p o s a l  w i l l  



be developed for the incorporation of a private firm or PVO 
under Ugandan law which will be legally and administratively 
distinct from the Lntity and a board of directors recruited. 
The entity will then be legalized or incorporated under Ugandan 
law and take over receipt and management ok 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 dppropriate 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 oojective 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 11, the programming of.externa1 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 I1 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 oe 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 tb 
fully develop the proposal in terms of required feasibilit; 
analyses, financial pro~ections, planning etc. The client will 



t h e n  be a d v i s e d  t h a t  i f  t h e  l o a n  is t o  be approved,  a s s i s t a n c e  
must be s e c u r e d  t o  per form t h e  i n d i c a t e d  a n a l y s e s  and f i n a l i z e  
t h e  p r o p o s a l  i n  form a c c e p t a b l e  t o  t h e  bank. Then t h e  c l i e n t  
w i l l  be r e f e r r r e d  t o  t h e  e n t i t y .  I n  t h e  c a s e  of P r i v a t e  Banks, 
t h e  same p r o c e s s  w i l l  be fo l lowed.  I n  bo th  c a s e s ,  i n d i v i d u a l  
l o a n s  w i l l  i n c l u d e  p r o v i s i o n s  and funding  f o r  t h e  reimbursement 
of t e c h n i c a l  s e r v i c e s  r e q u i r e d  f o r  f e a s i b i l i t y  s t u d i e s  and 
p r o p o s a l  p r e p a r a t i o n .  

When c l i e n t s  approach t h e  TA e n t i t y  f o r  a s s i s t a n c e  d u r i n g  Phase 
I ,  t o  be  a c c e p t e d  by th;e e n t i t y  t h e y  must have a  w r i t t e n  
r e f e r r a l  from t h e  Bank s p e c i f y i n g  t h a t  s e r v i c e s  a r e  n e c e s s a r y  
and a g r e e i n g  t o  fund them from t h e  p o r t i o n  of t h e  l o a n  t o  be 
g r a n t e d  i n  l o c a l  cu r r ency .  The e n t i t y  w i l l .  t h e n  n e g o t i a t e  and 
s i g n  an  agreement  w i t h  t h e  c l i e n t  s p e c i f y i n g  e x a c t l y  what w i l l  
be  done a t  what c o s t .  From t i m e  t o  t i m e  i n  t h i s  p r o c e s s  i t  may 
be n e c e s s a r y  f o r  t h e  e n t i t y  t o  r e t u r n  t o  t h e  Bank f o r  
c l a r i f i c a t i o n  on t h e  n a t u r e  and scope  of  t h e  work t o  be done. 

The e n t i t y  w i l l  t h e n  c a r r y  o u t  t h e  i n d i c a t e d  a n a l y s e s  p r o v i d i n g  
as  much t e c h n i c a l  a s s i s t a n c e  a s  p o s s i b l e  t o  t h e  c l i e n t  i n  t h e  
p r o c e s s .  I n  t h e  development of  t h e  p r o p o s a l ,  t h e  e n t i t y  w i l  
a l s o  a s s e s s  t h e  need f o r  fol low-up t e c h n i c a l  a s s i s t a n c e  i n  
management, p l a n n i n g ,  t e c h n i c a l  a r e a s  etc.., and make a w r i t t e n  
recommendation cove r ing  such  s e r v i c e s  t o  t h e  Bank a long  wi th  t h e  
r a t i o n a l e .  On r e c e i p t  o f  t h e  p r o p o s a l ,  t h e  bank w i l l  make i t s  
own d e t e r m i n a t i o n  a s  t o  whether fol low-up s e r v i c e s  a r e  r e q u i r e d  
and i f  t h e y  s h o u l d  be funded.  I n  t h e  e v e n t  t h e  p r o p o s a l  is 
s t i l l  n o t  f u n d a b l e ,  t h e  Bank w i l l  p r o v i d e  i n s t r u c t i o n s  t o  t h e  
c l i e n t  -and t h e  e n t i t y  a s  t o  what a d d i t i o n a l  work is r e q u i r e d .  
I n  t h e  e v e n t  t h a t  t h e  p r o p o s a l  i s  r e j e c t e d  o u t r i g h t ,  t h e  Bank 
w i l l  s o  in form t h e  c l i e n t  and t h e  TA e n t i t y  i n  which case, a t  
l e a s t  d u r i n g  Phase I ,  t h e  e n t i t y  w i l l  n o t  be r e i m ~ u r s e d  f o r  i ts  
i n p u t s .  T h i s  is  a con t ingency  t h a t  t h e  p r o j e c t  w i l l  have t o  
cover  d u r i n g  t h e  t h r e e  yea r  Pnase I p e r i o d .  

( 4 )  Phase I1 

A s  d e s c r i b e d  e l s ewhere ,  upon t h e  c o n c l u s ~ o n  of  Phase I ,  t h e  
t e c h n i c a l  a s s i s t a n c e  e n t i t y  w i l l  commence o p e r a t i n g  t o t a l l y  
i ndependen t ly  o f  t h e  U.S. C o n t r a c t o r ,  The i d e a  is t h a t  it w i l l  
e s s e n t i a l l y  c o n t i n u e  p r o v i d i n g  s i m i l a r  s e r v i c e s  w i t h  t h e  same 
a r r angemen t s  and u n d e r s t a n d i n g s  w i t h  t h e  Banks a s  b e f o r e ,  e x c e p t  
t h a t  it  w i l l  now be f r e e  t o  respond t o  r e q u e s t s  from c l i e n t s  
t o t a l l y  o u t s i d e  of t h e  p r o j e c t  and work o u t  whatever 
a r r angemen t s  it wants  t o  f o r  payment. I t  w i l l  a l s o  be f r e e  t o  
do b u s i n e s s  w i t h  o t h e r  donor s ,  n e g o t i a t e  new ar rangements  w i th  
t h e  Banking community o r  t a k e  any new d i r e c t i o n  t h a t  it  
d e s i r e s .  If it is t o  c o n t i n u e  t o  r e c e i v e  t e c h n i c a l  a s s i s t a n c e  



and payment from banks f o r  s e r v i c e s  r ende red  under t h e  p r o j e c t ,  
however, it  w i l l  have t o  comply w i t h  c e r t a i n  e s t a b l i s h e d  
g r o u n a r u l e s  and s t a n d a r d s  or  it w i l l  l o o s e  c l i e n t s ,  b u s i n e s s  and 
r evenues  a s s o c i a t e d  wi th  p r o j e c t .  By t h i s  t i m e ,  i t  w i l l  a l s o  
p robab ly  have t o  compete w i t h  o t h e r  f i r m s  expec t ed  t o  e n t e r  t h e  
marke t  i f  growth w i t h i n  bo th  i n d u s t r i a l  and a g r i c u l t u r a l  s e c t o r s  
m a t e r i a l i z e s  a s  expec t ed  over  t h e  nex t  fou r  y e a r s  o r  s o .  

Concerning t h e  programming of Phase I1 t e c h n i c a l  r e s o u r c e s ,  t h i s  
is t o  come from t h e  e v a l u a t i o n  and p l ann ing  t o  occur  i n  t h e  
f i n a l  yea r  of Phase  I. What is now expec t ed  is t h a t  t h e  
a s s i s t a n c e  w i l l  p i m a r i l y  t a k e  t h e  form of r e l a t i v e  s p e c i a l i z e d  
a g r o - t e c h n i c a l  c o n s u l t i n g  r e l a t e d  t o  some of  t h e  l a r g e r  p o s s i b l e  
p r o j e c t s  of a major a g r o - i n a u s t r i a l  n a t u r e .  Up t o  s i x  months a  
yea r  f o r  t h e  f i n a l  t h r e e  y e a r s  of t h e  p r o j e c t  is p rov ided  f o r  
t h i s  s u r p o s e .  T h i s  a s s i s t a n c e  can  be channe led  through t h e  TA 
e n t i t y ,  t h e  Banks o r  d i r e c t l y  t o  t h e  c l i e n t  e n t e r p r i s e s ,  a s  most 
a p p r o p r i a t e  based on t h e  e v a l u a t i o n  and emerging needs ,  
c o n d i t i o n s  and c i r c u m s t a n c e s .  

c )  Summary of I n p u t s  - TA E n t i t y  

USAID P r o j e c t  Years - 
1 2 3 4 5 6 7 

T e c h n i c a l  A s s i s t a n c e  (PM) 

A g r o - I n d u s t r i a l  Advisor  
( s h o r t  t e rm)  2 

B u s i n e s s / F i n a n c i a l  Ana lys t  
( s h o r t  term) 2  

Agro- Indus t r  ial. Advisor 
( l o n g  term) 6 1 2  1 2  6 

B u s i n e s s / F i n a n c i a l  A n a l y s t  
( l ong  term) 6 1 2  12 6 

Accountant  6 1 2  1 2  6 
Other  S h o r t  T e r m  I n p u t s  6 6 4 6 6 

Commodities 

6 Vehicles 
2 Micro Computers 

So f tware  
O f f i c e  F u r n i t u r e  and 

equipment 



Traininq 

In-country Seminars 
Short Courses in U.S, or 

third countries 
Observation Trips in U.S. 

ana Third Countries 

Other Costs 

Office tient 
Uganda Staff 

Psofessionals 
Support Staff 
Transportation/Costs 

0the.r Operating Costs 

4 . Financ inq . 
# 

a) Outputs. 

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 appr~ximately 
$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 1 2 3 4 5 

Loans Made: 

(2) Jobs Created: 

A total of some 2,OuO 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. 



Sub-projects to be Financed: 

An illustrative ~ i s t  of sub-pro jects to be financed under the 
project is as follows: 

20 Dairy Farms 
6 Hatcheries 
40 Poultry Farms 
LO Feed Mills 
LO Fishing enterprises 
20 Nixed Farms 
xx Undetermined ~ u t  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 I1 
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 
oil mills (3 for reha~ilitation ana 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 participating 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 ths UDB, with the 
remainder going to other, commercial, ICIs. Actual amounts, 
however, will depend entirely on the capability of the ICIs in 
question 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 



already heavily committea, and Grindlayes has indicated that it 
is prepared to participate to an undetermined degree (See 
Institutional Analysis); but it remains to be seen if the other 
commerciaP 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 U S A I D  that once the bank is on board and 
lending, the others should follow s~it.) 

Host country contributions to the lending component of the 
project are expected to come to over the locall currency 
equivalent of $11.5 million, 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 UD6 sub-loans to project 
sub-borrowers. This could, in fact, be more or less 
dependiny on the level ot UDB lending achieved over 
the life of the project. 

o Up to $2.7 million, or approximately 5 U %  of the 
value of foreign exchange costs, from participating 
commercial banks in accordance with local currency a 

component requirements for most investments. 

o 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 B 6 U  
and Commercial ICIs will roughXy 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 KPE 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. 



( 2 )  Terms and C o n d i t i o n s  of Lending 

Funds f o r  sub - loans  w i l l  p a s s  through t h e  Bank of Uganda t o  t h e  
UDB and p a r t i c i p a t i n g  commercial  banks. The te rms  and 
c o n d i t i o n s  o f  l e n d i n g  by t h e  BOU remain t o  be n e g o t i a t e d  i n  
f i n a l  form b u t  shou ld  p r o v i d e  adequa te  margins  t o  t h e  I C I s  t o  
e n a b l e  them t o  cover  expensez and e a r n  r e a s o n a b l e  g r o f i t s .  ( I n  
t h e  c a s e  of  t h e  UDB, once p r o j e c t e d  p r o j e c t  l end ing  i s  
o u t s t a n d i n g ,  an annua l  income of up t o  $400,00O/year w i l l  be 
a v a i l a b l e  t o  cover  p o r t f o l i o  a d m i n i s t r a t i o n  c o s t s . )  

I n i t i a l  terms proposed and a l s o  used f o r  d e s i g n  a n a l y s i s  
pu rposes  have t h e  BOU l e n d i n g  t o  t h e  I C I s  a t  a 6.5% r a t e  of 
i n t e r e s t ,  over  a 20 yea r  t e rm,  w i t h  a  t e n  yea r  g r a c e  p e r i o d  on 
repayment of  p r i n c i p a l  and i n t e r e s t  t o  be p a i d  a n n u a l l y  from 
t h e  f i r s t  y e a r .  The long  g r a c e  p e r i o d  a l l o w s  t h e  p a r t i c i p a t i n g  
bank t o  b u i l d  up i n t e r n a l  r e s e r v e s  which w i l l  be r e l e n t  f o r  t h e  
same purposes .  The o b j e c t i v e  is t o  deve lop  t h e  l e n d i n g  a c t i v i t y  
a t  t h e  i n t e r m e d i a t e  l e v e l  and t o  make t h e  l o a n s  s u f f i c i e n t l y  
a t t r a c t i v e  s o  t h a t  p a r t i c i p a t i o n  w i l l  be as wide as p o s s i b l e .  
D e s p i t e  t h e  f a c t  t h a t  t h i s  p r o j e c t  is a g r a n t ,  t h e  BOU, i n  
e f f e c t ,  w i l l  a l s o  bea r  t h e  burdon of maintenance of  v a l u e .  Tha t  
is t o  s a y ,  i f  t h e r e  is a d e v a l u a t i o n ,  t h e  BOU w i l l  d e c a p i t a l i z e  
t o  t h e  same d e g r e e  r e l a t i v e  t o  t h e  a o l l a r  i n  t e rms  of t h e  
o u t s t a n d i n g  p r o j e c t  f i n a n c e d  p o r t f o l i o .  The I C I s  i n  t e r n  a r e  
e x p e c t e d  t o  l e n d  a t  between 15% and 17% ( t h e  l e g a l  maximum f o r  
a g r i c u l t u r e )  t o  .sub-borrowing c l i e n t s  w i th  terms of  up t o  8 
y e a r s  and g r a c e  p e r i o a s  a s  war ran t ed  by f i n a n c e d  p r o j e c t s ,  b u t  
p r o b a b l y  a v e r a g i n g  i n  t h e  v i c i n i t y  of  two y e a r s .  

I n  l i n e  w i t h  A I D  p o l i c y  c r i t e r i a ,  an  o b - ~ e c t i v e  of t h e  p r o j e c t  
is t o  foment a go ing  r a t e  o r  r e a l  c o s t  approach t o  l e n d i n g  f o r  
development.  I n  the case of  Uganda, t h e  p r o j e c t  is hampered by 
legal  maximums, as is t h e  c a s e  i n  most c o u n t r i e s .  To t h e  e x t e n t  
t h a t  o t h e r  measures  can  be aeve loped  t o  p r o t e c t  t h e  e q u i t y  base  
of t h e  l e n d e r s  i n  t e rms  of t h e  c o s t  of l e n d i n g ,  d e l i n q u e n c i e s ,  
t he  e r o d i n g  effect  of Uganda's-_improving b u t  s t i l l  r e l a t i v e l y  
h i g h  r a t e  of i n f l a t i o n ,  t h e y  w i l l  be s t u d i e d  f o r  p o s s i b l e  
adop t ion .  

F u r t h e r ,  and i n  o r d e r  t o  p r o t e c t  t h e  c a p i t a l  r e s o u r c e s  of t h e  
p r o j e c t  t o  t h e  e x t e n t  p o s s i b l e ,  maximum de l inquency  and d e f a u l t  
r a t e s  w i l l  be n e g o t i a t e d  w i t h  t h e  GOU w i t h  r e s p e c t  p r o j e c t  
l oaned  funds .  I f  t h e y  f a l l  above t h e  s p e c i f i e d  l e v e l ,  f u r t h e r  
d i s b u r s e m e n t s  f o r  t h e  I C I  i n  q u e s t i o n  w i l l  be h a l t e d .  Such 
r a t e s  w i l l  b e  de t e rmined  f o r  bo th  p r i n c i p a l  and i n t e r e s t  
o b l i g a t i o n s .  The sugges t ed  i n i t i a l  formula  a t  this p o i n t  



is % de l inquency  on o u t s t a n d i n g  ~ a l a n c e s  aue  over 90 days  
of  e i t h e r  p r i n c i p a l  o r  i n t e r e s t .  I n  t h e  e v e n t  t h a t  a  g iven  ICI 
f a l l s  under t h i s  provision and i t  is envoked, it c a n ,  a l t hough  
won ' t  n e c e s s a r i l y ,  be revoked,  once t h e  I C I  has  r ecove red  
amounts due sufficiently t o  f a l l  under t h e  allowed maximum. 

Lending C r i t e r i a  

Lendlng c r i t e r i a  ( d e s c r i b e d  f u r t h e r  In  P a r t  111. E . )  i s  s t i l l  
i l l u s t r a t i v e  and w i l l  be r e f i n e d  d u r i n g  t h e  d e t a i l e d  p l ann ing  
and n e g o t i a t i n g  s t a g e  of t h e  p r o j e c t  ana submi t t ed  f o r  app rova l  
by A I D  a s  a  c o n d i t i o n  p r e c e d e n t  t o  d i sbu r semen t  f o r  t h e  c r e d i t  
component. D e s c r m e d  below a r e  c e r t a i n  minimums, however, which 
w i l l  be  p-reserved by covenant .  

( 3  .l) I C I  E l i g i b i l i t y  

The I C I  must be a  l e g a l l y  c h a r t e r e a  bank o r  f i n a n c i a l  i n s t i t u t i o n  
a u t h o r i z e d  t o  o p e r a t e  i n  Uganda w i t h  an  e s t a b l i s h e d  program of 
l e n d i n g  t o  p r i v a t e  e n t e r p r i s e .  I t  must a l s o  be a b l e  t o  demons t r a t e  
adequa te  s t a f f ,  o p e r a t i n g  p r o c e d u r e s ,  and f i n a n c i a l  c o n d i t i o n  t o  
s a t i s f y  A I D  as  t o  i ts  a b i l i t y  t o  l e n d  r e s p o n s i b l y  under t h e  terms 
of  t h e  p r o j e c t .  F i n a l l y ,  it o b v i o u s l y  must be p repa red  t o  a b i d e  by 
A I D  p o l i c y ,  program and p r o j e c t  c r i t e r i a  a s  summarized below f o r  
t h e  sub-borrower group ,  wnich,  among o t h e r  t h i n g s ,  i m p l i e s  a s o l i d  
a n a l y t i c a l  a p p r a i s a l  c a p a b i l i t y  i n  t e rms  of  s u b - p r o j e c t  
e l i g i b i l i t y ,  f e a s i b i l i t y  and v i a b i l i t y .  I n  t h e  c a s e  o f  t h e  UDB, it 
h a s ,  I n  e f f e c t ,  been pre-qualifies through  a n a l y s i s  c a r r i e d  o u t  
d u r i n g  f i n a l  d e s i g n .  (See I n s t i t u t i o n a l  A n a l y s i s )  F u r t h e r ,  
t e c h n i c a l  a s s i s t a n c e  is  be ing  p rov ided  t o  t h e  UDB, i n  p a r t ,  s o  
t h a t  it  w i l l  be a b l e  t o  comply w i t h  e s t a b l i s h e d  c r i t e r i a ,  
e s p e c i a l l y  i n  terms o f  a p p r a i s a l  c a p a b i l i t y .  G r i n d l a y ' s  and t o  a 
l e s s o r  e x t e n t  t h e  Uganda Commercial Bank,were a l s o  reviewed by t h e  
d e s i g n  team (See I n s t i t u t i o n a l  A n a l y s i s ) .  N e v e r t h e l e s s ,  t h e s e  
l e n d e r s  w i l l  have t o  p r e s e n t  d e t a i l e d  ev idence ,  s a t i s f a c t o r y  t o  
t h e  BOU and t o  A I D ,  t h a t  t h e y  have t n e  c a p a b i l i t y  and t h e  
commitment t o  comply w i t h  c r i t e r i a ,  norms, and s t a n d a r d s  r e q u i r e d  
by t h e  p r o j e c t .  

( 3 . 2 )  Sub-p ro j ec t  S e l e c t i o n  

Borrowlng e n t e r p r i s e s  must be Ugandan owned and c o n t r o l l e d  wi th  
t h e i r  p r i n c i p a l  p l a c e  of b u s i n e s s  i n  Uganda. F u r t h e r ,  a11 p r o j e c t  
a s s i s t e d  e n t e r p r i s e s  ( i n c l u d i n g  c o o p e r a t i v e s )  must be i n  t h e  
p r i v a t e  s e c t o r  and be p r o f i t  making v e n t u r e s .  I n  t h e  c a s e  of 
cooperatives, PVOs, o r  o t h e r w i s e  n o n - p r o f i t  making e n t e r p r i s e s ,  
t h e y  must be a b l e  t o  demons t r a t e  t h a t  t hey  a r e  s eek ing  t o  maximize 
t h e i r  n e t  r e t u r n s  and t o  c a p i t a i i z e  f o r  f u r t h e r  inves tment  and 
growth.  A l l  e n t e r p r i s e s  must be p r i m a r i l y  o p e r a t i n g  i n  t h e  



a g r i c u l t u r a l  s e c t o r ,  e i t h e r  i n  p r o a u c t i o n  o r  l n  p r o c e s s i n g  o r  
s e r v i c e  a c t i v i t i e s  d i r e c t l y  l i n k e d  ( forward  o r  backward) t o  
a g r i c u l t u r e .  Wi th  r e s p e c t  t o  s u b - p r o j e c t s ,  one of t h e  fo l lowing  
key c o n d i t i o n s  m u s t  be  met; l abour  i n t e n s i v e  (maximum of $6,000 
pe r  job c r e a t e d ) ,  have c l e a r  p o t e n t i a l  f o r  import  s u b s t i t u t i o n  o r  
e x p o r t  and p r o v i d e  i n c r e a s e d  marke ts ,  i n p u t s ,  o r  s e r v i c e  f o r  
a g r i c u l t u r a l  g r o d u c t i o n  oased  on l o c a l l y  a v a i l a b l e  i n p u t s .  
F u r t h e r ,  t h e  f o l l o w i n g  A I D  program and p o l i c y  c r i t e r i a  a t  a 
minimum w i l l  be m e t :  a )  adequa te  g l ann iny  ana c o s t i n g  [ S e c t i o n  6 1 1  
a )  1 , b )  env i ronmen ta l  soundness  w i th  p r o t e c t i v e  o r  m i t i g a t i n g  
measures  where n e c e s s a r y  (See Environmental  A n a l y s i s ,  P a r t  I V  - ) ,  
C )  f i n a n c i a l  soundness  ( p r o j e c t e d  r a t e s  of r e t u r n ) ,  d )  t e c h n i c a l  
soundness  ( a p p r o p r i a t e n e s s  of  t h e  technology  emgloyed) ,  e )  s o c i a l  
soundness  ( e q u i t y  c o n s i d e r a t i o n s )  and e )  manage r i a l  competence t o  
e x e c u t e  t h e  p r c j z c t  i n  accordance  wi th  t h e  approved te rms  and p l a n  
of  t h e  l oan .  

With r e s p e c t  t o  any o f  t h e s e  c r i t e r i a ,  sub-borrowers  may r e c e i v e  
a s s i s t a n c e ,  i f  n e c e s s a r y ,  from t h e  t e c h n i c a l  a s s i s t a n c e  e n t i t y  
d e s c r i b e d  e a r l i e r ,  e i t h e r  by c h o i c e  o r  as r e q u i r e d  by t h e  l e n d i n g  
I C I  i n  o r d e r  t o  r e c e i v e  t h e  l o a n .  Sub-borrowers,  of  c o u r s e ,  w i l l  
be f r e e  t o  seek o u t  any s o u r c e  of a s s i s t a n c e  they  choose t o  meet 
t h e  above c r i t e r i a ,  b u t  t h e y  must meet it i n  o r d e r  t o  q u a l i f y .  

I t  s h o u l d  a l s o  be n o t e d  h e r e ,  t h a t  any l o a n  f o r  a  t o t a l  amount of 
over  $200,000 o f  p r o j e c t  funding  w i l l .  be d i r e c t l y  approved by The 
A I D  m i s s i o n  d i r e c t o r .  

( 4 1  S t r u c t u r e  ana kechanism 

A v a r i e t y  of  d e t a i l s  remain t o  be  worked o u t  d u r i n g  
pre - implementa in  p l a n n i n g  f o r  t h e  l e n d i n g  component. For t h e  most 
p a r t  t h e s e  w i l l  be s p e l l e d  o u t  i n  an o p e r a t i o n s  manuel t o  be 
deve loped  w i t h  c o n t r a c t  a s s i s t a n c e  which w i l l  be n e g o t i a t e d  and 
approvea  by A I D  and t h e  Bank of  Uganda. Tne manuel w i l l  s p e l l  o u t  
a l l  p r o j e c t  o p e r a t i n g  p r o c e d u r e s  and w i l l  be wide ly  a v a i l a b l e  f o r  
I C I ,  p r o j e c t ,  bank,  and o t h e r  p e r s o n n e l  w i t h  a  need t o  unde r s t and  
how t h e  p r o j e c t  w o r k s .  I n  g e n e r a l ,  w i t h  r e s p e c t  t o  l e n d i n g ,  t h e  
f o l l o w i n g  is expec ted :  

I n  o r d e r  t o  p a r t i c i p a t e ,  a l l  I C I s  must n e g o t i a t e  and s i g n  an AID 
approved l o a n  agreement  w i t h  t h e  Bank of  Uganda. T h i s  w i l l  be a  
b o i l e r  p la . te  document w i th  a l l  t e rms  and c o n t i t i o n s  f o r  l e n d i n g  
and a  l i n e  o f  credi t  s t i p u l a t e d .  On a  q u a r t e r l y  b a s i s  t h e r e a f t e r ,  
each  p a r t i c i p a t i n g  I C I  w i l l  c o n s o l i d a t e  l o a n  r e q u e s t s  which it h a s  
approved ,  o r  e x p e c t s  t o  approve,  i n  t h e  p e r i o d  and p r e s e n t  a 
g l o b a l  r e q u e s t  f o r  drawdown t o  t h e  BOU. The BOU w i l l  t h e n  approve 
t h e  drawdown and s o  a d v i s e  t h e  I C I  and A I D  s o  t h a t  a p p r o p r i a t e  



d i s b u r s e m e n t ,  e x e c u t i n g  and s u p p o r t i n g  a r rangements  may be made, 
e i t h e r  d i r e c t l y  o r  t h r ~ u g h  t h e  US c o n t r a c t o r .  ( T e c h n i c a l  
a s s i s t a n c e ,  procurement ,  e t c . )  

With r e s p e c t  t o  sub - l end ing ,  I C I s  w i l l  approve and n e g o t i a t e  
i n d i v i d u a l  sub - loans  w i t h  c l i e n t  e n t e r p r i s e s  i n  accordance  wi th  
e s t a b l i s h e d  p rocedures .  Each l o a n  w i l l '  have a  d e t a i l e d  
pr0curemer.t l i s t  and p l a n  (deve loped  o r  a s s i s t e d  where n e c e s s a r y  
by t h e  Procurement S e r v i c e s  Agent)  w i th  a  breakdown of what w i l l  
be p r o c u r r e d  o f f  s h o r e  o r  l o c a l l y  ( s h e l f  i t e m ) .  Once t h e  l o a n  is 
s i g n e d ,  t h e  PSA w i l l  p roceea  w i t h  procurement  i n  accordance  w i t h  
p r o c e d u r e s  d e s c r i b e d  I n  t h e  t h e  Procurement P l an  ( P a r t  V ,  A . 7 . )  

I n t e r e s t  on f o r e i g n  .exchange l e n t  w i l l  be s i m u l t a n e o u s l y  
c a l c u l a t e d  f o r  bo th  Sub-borrowers and I C I s  based on o u t s t a n d i n g  
b a l a n c e s  from t h e  t i m e  of sub- loan  d i sbu r semen t ,  on whatever  
s c h e d u l e ,  u n t i l  p r i n c i p a l  amounts o u t s t a n d i n g  have been paid . .  
There  w i l l ,  i n  t a c t ,  be no d i r e c t  d i sbu r semen t s  i n  d o l l a r s  
w i t h i n  Uganda e x c e p t  when A I D  is r e q u i r e d  t o  change d o l l a r s  f o r  
d i s b u r s e m e n t s  i n  l o c a l  c u r r e n c y  f o r  s h e l f  i t e m  procurement o r  t o  
r e imburse  t h e  T e c h n i c a l  A s s i s t a n c e  E n t i t y  f o r  s e r v i c e s  r ende red  
t o  sub-borrowers  unaer a u t h o r i z e d  sub- loan  agreements .  With 
r e s p e c t  t o  l o c a l  c u r r e n c y  d i sbu r semen t s  from c o u n t e r p a r t  
s o u r c e s ,  e i  t n e r  t n e  I C I s  themse lves  o r  th rough  t h e  BOU ' s 
r e d i s c o u n t  f a c i l i t y ,  i n t e r e s t  w i l l  be c a l c u l a t e d  a s  r e q u i r e d  b y  
t h e  r e s p e c t i v e  l e n d e r ,  

(5) Lending Component by P h a s e  

During t h e  pre - implementa t ion  phase ,  t h e  o p e r a t i o n s  manuel w i l l  
be deve loped;  c r i t e r i a  w i l l  be n e g o t i a t e d  and asproved;  and 
d e t a i l e d  d i sbu r semen t ,  procurement ,  t r a c k i n g  and o t h e r  
p r o c e d u r e s  w i l l  be worked o u t .  

Lending a c t i v i t y  d u r i n g  Phase  I and I1 w i l i  depend comple t e ly  on 
t h e  a b i l i t y ,  m o t i v a t i o n  and a c t i o n s  of  t h e  I C I s  and 
sub-borrowers ,  and t o  a d e g r e e  on t h e  US c o n t r a c t o r .  I t  is n o t  
p o s s i b l e  t o  p r e d i c t  a t  t h i s  p o i n t  what w i l l  move f i r s t  o r  i n  
what o r d e r  o r  magnitude,  From f i n a l  d e s i g n ,  i t  is c e r t a i n  t h a t  a  
s i g n i f i c a n t  number o f  p r e - q u a l i f i e d ,  v i a b l e  p r o j e c t s  a r e  o n l y  
a w a i t i n g  f i n a l i z a t i o n  of f e a s i b i l i t y  and a p p r a i s a l  work p r i o r  t o  
l a u n c h i n g ,  however, and it is b e l i e v e d  t h a t  l e n d i n g  w i l l  
commence i n  volume i n  t h e  f i r s t  h a l f  of 1986. (See 
Implementat ion P l an . )  

Note: For I n p u t s ,  s e e  d i sbu r semen t  s c h e d u l e s  and f i n a n c i a l  
p r o j e c t i o n s  i n  F i n a n c i a l  A n a l y s i s  below. 



5. Data Management, Analysis, Evaluation and Planninq 

a) Outputs 

Pnase I 

o Base Line Information re sub-borrowers, sub-projects, 
ICIs and the technical assistance entity 

o Perlodic 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 I1 

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

Phase I1 

Hopefully, all of the above will continue to apply to Phase I1 
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, .ICIs, sub-~orrowers, support entities) with a 
firm analytical basis for new and still more effective long 
range planning. 

b) Implementation 

BY nature, this pro-~ect is experimental. Systematic data 
collection and analy'sis will be critical to successful 
implementation throughout the project periou. This component, 
therefore, will receive a very high priority by AID and the US 
contractor. 



I n  a d d i t i o n  t o  c o n t i n u i n g  a n a l y t i c a l  a c t i v i t y  w i t h i n  %he forema1 
s t r u c t u r e  of t h e  p r o j e c t ,  t h e r e  w i l l  be s e v e ~ a l  s p e c i a l  s t u d i e s  
and s u r v e y s ,  a e s c r i b e d  below, a s  w e l l  a s  two major e x t e r n a l  
e v a l u a t i o n s  i n  t h e  l a s t  years of Phases I and 11. 

The Data C o l l e c t i o n  component of t h e  p r o j e c t  w i l l  be c o n t r i b u t e d  
i n  its e n t i r e t y  by AID th rough  t h e  US C o n t r a c t o r .  14anagement 
r e s p o n s i b i l i t y  w i l l  l i k e w i s e  r e s t  wi th  t h e  US c o n t r a c t o r  through 
Phase  I wi th  t h e  e x c e p t i o n  of t h e  e x t e r n a l  e v a l u a t i o n s .  Under 
c u r r e n t  c i r c u m s t a n c e s ,  it would n o t  be p o s s i b l e  f o r  t h e  GOU t o  
j u s t i f y  commit t ing s c a r c e  r e s o u r c e s  t o  such an e f f o r t ,  a l t hough  
c o u n t e r p a r t  i n s t i t u t i o n s  and p e r s o n n e l  w i l l  a e  askgd t o  
p a r t i c i p a t e  and c o n t r i b u t e  on a - s y s t e m a t i c  b a s i s  a s  p a r t  of 
t h e i r  main l i n e  f u n c t i o n s .  

The major e l emen t s  of t h i s  component a r e  a s  fo l lows :  

(1) Data Manaqement and P lanning  O f f i c e  

A s e p a r a t e  o f f i c e  w i l l  oe e s t a b l i s h e d  w i t h i n  t h e  T e c h n i c a l  
A s s i s t a n c e  E n t i t y  w i t h  a f u l l  t ime  Ugandan d a t a  management 
e x p e r t  i n  cha rge .  Suppor t ing  h im  w i l l  be an ave rage  of two 
g r a d u a t e  a s s i s t a n t s  as n e c e s s a r y  i n  s t a t i s t i c s ,  a g r i c u l t u r a l  
economics,  r u r a l  s o c i o l o g y ,  o p e r a t i o n s  r e s e a r c h  e t c ,  arawn from 
Makerere U n i v e r s i t y  o r  o t h e r  Ugandan s o u r c e s .  The o f f i c e  w i l l  
r e p o r t  d i r e c t l y  t o  t h e  Chief  of ' P a r t y .  Aavis ing  t h e  e f f o r t  w i l l  
be s h o r t  term US c o n s u l t a n t s  i n  d a t a  and in fo rma t ion  systems 
development and management and a s  n e c e s s a r y  i n  f i n a n c e ,  c r e d i t ,  
r u r a l  s o c i o l o g y  etc.,  i n  o r d e r  t o  deve lop  and m a i n t a i n  t h e  
system contempla ted  and c a r r y  o u t  t h e  s t u d i e s  i n d i c a t e d  below. 

Upon c o n c l u s i o n  of Phase  I ,  it is  i n t e n d e d  t h a t  t h e  o f f i c e  w i l l  
be t aken  over  by t h e  Ugandan T e c h n i c a l  A s s i s t a n z e  E n t i t y  and 
ma in t a ined  th roughou t  Phase  I1 doing  much t h e  same work a s  i n  
t h e  f i r s t  t h r e e  y e a r s  of  t h e  p r o j e c t .  During Phase  11 A I D  w i l l  
c o n t i n u e  p r o v i d i n g  funding  and c o n s u l t i n g  s u p p o r t  as de te rmined  
i n  d e t a i l e d  p l ann ing  t o  occur  l a t e  i n  Phase 11. Upon c o n c l u s i o n  
of  t h e  p r o j e c t ,  it is hoped t h a t  a c t i v i t i e s  and c o s t s  of  t h e  
o f f i c e  w i l l  be ma in t a ined  by t h e  TA e n t i t y  a s  a  ve ry  u s e f u l  arm 
i n  t h e  ongoing conduc t  o f  its c o n s u l t i n g  s e ~ v i c e s  t o  
e n t e r p r i s e s ,  l e n d e r s ,  p o t e n t i a l  donor s ,  e t c .  

During P h a s e . 1  t h e  Data Management O f f i c e  w i l l  have fou r  major 
f u n c t i o n s  a s  d e s c r i b e a  below: 

o S u p e r v i s i o n  and c o o r d i n a t i o n  of a l l  s t u d i e s  t o  be 
conduc ted  under t h e  p r o j e c t  ( d e s c r i b e d  be low) .  



0 Development ot an information system by means of 
which continuing feedback for planning and 
programming purposes will be alrected to Project 
Management (BOU, AID, The US Contractor) and 
par ticidating ICIs. 

o The development of quarterly, annual and longer term 
work plans and reports for the project as a whole. 
The office will provide analytical "backstopping" for 
all ma3or activities. 

o Preparation of data ana 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 ($15u,000) which can be arawn 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 us-e 
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 ~roject appraisal, approval, follow-up, 
and collection operations in the ICIs to be able to 
measure improvements i.n 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 )  C o n s t r a i n t s  t o  A g r i c u l t u r a l  E n t e r p r i s e  
Development. 

L a t e  i n  t h e  second yea r  of  Phase 11, a f t e r  some e x p e r i e n c e  has  
been g a i n e d  w i t h  P r o j e c t  sponsored  o p e r a t i o n s ,  t h e  c o n s t r a i n t s  
s t u a y  w i l l  be c a r r i e d  o u t  t o  p r o v i d e  t h e  a n a l y t i c a l   asi is f o r  
r e d e s i g n  of  p r o j e c t  i n t e r v e n t i o n s  i n  t h e  l a s t  year  of Phase 11. 
T h i s  w i l l  a l s o  d i r e c t l y  f e e d  i n t o  t h e  e v a l u a t i o n ,  and p r o v i d e  
va-luable i n s i g h t  i n t o  why t h e  p r o j e c t  is behaving a s  it is o r  
e x p e r i e n c i n g  a  g i v e n  se t  of a i f f i c u l t i e s .  T e n t a t i v e l y ,  t h e  s t u d y  
would cover  t h e  fo l lowing  a s p e c t s :  

P o l i c y  c o n s t r a i n t s  - t n e  e d i b l e  a i l  t a x ,  p r i c e  f i x i n g  
by p a r a s t a t a l s ,  exchange c o n t r o l s ,  e t c .  

o  Ownership and Lana t e n u r e  d i f f i c u l t i e s  

o  Manager ia l  and t e c h n i c a l  s k i l l  l e v e l s  i n  a g r i c u l t u r a l  
e n t e r p r i s e  

o Sav ings ,  c a p i t a l  accumula t ion  and inves tment  o p t i o n s  
f o r  s u c c e s s f u l  e n t e r p r i s e s  

o &lar k e t i n g  ~ a r r i e r s  - d o m e s t i c a i l y  and r o r  e x p o r t  

o I n f r a s t r u c t u r e  c o n s t r a i n t s ,  e s p e c i a l l y  t r a n s p o r t a t i o n  

Note: Any s t u d y  o f  c o n s t r a i n t s  t o  development i n  Uganda under 
p r e s e n t  c i r c u m s t a n c e s  shou ld  t a k e  i n t o  accoun t  and/or a n a l y z e  
s e c u r i t y  and c o r r u p t i o n  problems.  For obvious  r e a s o n s ,  however, 
how t h e s e  d e l i c a t e  a r e a s  would be  approached would have t o  be  
t hough t  th rough  c a r e f u l l y  and n e g o t i a t e d  w i t h  t h e  GOU. 

(2.3)  A l t e r n a t i v e  and in fo rma l  c r e d i t  sys tems - I n t e r n a l  C a p i t a l  iwlarkets 

The s t u d y  would look  a t  o t h e r  f i n a n c i n g  o p t i o n s  f o r  e n t r e p r i s e s  
and draw c o n c l u s i o n s  a b o u t  t h e  r e l a t i v e  m e r i t s  o f  d i f f e r e n t  
a l t e r n a t i v e s  f o r  t h e  c l i e n t  g roup  as opposed t o  P r o j e c t  I C E S .  I t  
may be t h a t  d i f f e r e n t  sys tems  a r e  worth  c o n s i d e r a t i o n  a s  
p o s s i b l e  v e h i c l e s  f o r  c e r t a i n  t y p e s  of inves tment .  V e h i c l e s  t h a t  
would be c o n s i d e r e d  would i n c l u d e  c r e d i t  c o o p e r a t i v e s  and o t h e r  
c o o p e r a t i v e  l e n d i n g  s t r u c t u r e s ,  money l e n d e r s ,  major companies 
i n  e i t h e r  s u p p l y  o r  marke t ing  e t c .  

Women i n  Development 

A s t u d y  w i l l  be c a r r i e d  o u t  e a r l y  l a t e  i n  t h e  f i r s t  yea r  of 
Phase  I t o  de t e rmine  how women p a r t i c i p a t e  i n  e n t e r p r i s e s  



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 
moaifications in Phase 11. Scopes of work for all these studies 
wili be approved by AID prior to execution. 

( 3 ) .  Onuoinu Data Collection 

Prior to commencement of lending activity, the Data Lvianagement 
Office will develop systematic data collection, recording and 
reporting requirements from uotn 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. 

Evaluation 

Major external project evaluations will De carried out in the 
third years of both Phases I and 11. The first, among other 
things, will lead directly into a aetailed design and planning 
exercise by participating agencies for Phase 11. The second will 
provide a well documented basis for replication and/or use of 
experience gained in other programs in Uganda and other 
countries. Both shoula be very helpful in additional resource 
mobilization and for policy and strategy by AID and other 
donors . 
Separate contracts will be utllizea for each of these 
evaluations in order to maintain objectivity. In the case of 
Phase I, upon conciusion of the evaluation, the US contractor 
will work under AID'S supervision and guidance in the execution 
of the planning exercise for Phase 11. 



c) Summary o f  I n p u t s  - Data Management 

USAID P r o j e c t  
Years 

T e c h n i c a l  A s s i s t a n c e  (Pi%) 

Chief  of p a r t y  
S h o r t  Term C o n s u l t a n t s  

T r a i n i n g  
S h o r t  term 
in -coun t ry  

Commodities 

1 Veh ic l e .  

1 Micro Computer 
So f tware  " 

O f f i c e  F u r n i t u r e  

Other  C o s t s  
T r a n s p o r t a t i o n  

Ugandan S t a f f  
Chief  . 

2 Research  A s s i s t a n t s  

S p e c i a l  Fund f o r  S tudy  Purposes .  30 50 50 28 

The Chief  of  P a r t y  i s  pegged a g a i n s t  t h i s  component of  i n p u t s  a s  a 
m a t t e r  of convenience.  H e  o r  s h e  w i l l  be a d m i n i s t r a t i v e l y  
s e p a r a t e  from any p a r t i c u l a r  component o f  t h e  p r o j e c t  and w i l l  be 
devo ted  f u l l  time t o  o v e r a l l  management of  t h e  prime c o n t r a c t  and 
t h e  v a r i o u s  a c t i v i t i e s  under it. For obvious  r e a s o n s ,  however, it 
would s u i t  p r o j e c t  pu rposes  I£ t h e  Chief c o u l a  have some 
background and e x p e r t i s e  i n  Data management and p l ann ing .  

Note: T h i s  comple tes  t h e  p r o j e c t  d e s c r i p t i o n .  I n  a d d i t i o n  t o  t h e  
i n p u t s  shown i n  t h e  s e c t i o n s  above, t h e  f o l l o w i n g  a d d i t i o n a l  
c o n t r i b u t i o n s  are c a l c u l a t e d .  i n t o  t h e  f i n a l  c o s t  e s t i m a t e  i n  t h e  
f o l i o w i n g  s e c t i o n .  



Advance Work - S e p a r a t e  C o n t r a c t s  t o  a s s i s t  USAID i n  "pre-prime" 
c o n t r a c t  groundwork t h a t  must be  c a r r i e d  o u t  i n  f i r s t  y e a r  and a  
h a l f  a f t e r  a u t h o r i z a t i o n .  ( J u l y  1984 - December 1 9 8 5 )  

A d m i n i s t r a t i v e  Arrangements  
C o n d i t i o n s  P r e c e d e n t  e t c .  

I n v i t a t i o n a l  T r a v e l  t o  v i s i t  t h e  
N a t i o n a l  Development Bank o f  t h e  
P h i l i p p i n e s  - 4 p e r s o n s ,  2 weeks 
from t h e  I C I  g r o u p .  

1 n t e r n a t i o n a l . E x e c u t i v e  S e r v i c e  Corps 
and o t h e r  v o l u n t e e r  c o n s u l t i n g  s e r v i c e s  
S p r e a d  o v e r  Phase  I 

S e p a r a t e  A u d i t i n g  c o n t r a c t  w i t h  i n t e r n a t i o n a l l y  r e c o g n i z e d  f i r m  
w i t h  l o c a l  o f f i c e  which w i l l  a u d i t  ICI and Borrower Performance  
under  t h e  p r o j e c t  p e r i o d i c a l l y  over  Phase  I ( a n d  Phase  I1 i f  
n e c e s s a r y )  and r e p o r t  t o  t h e  USAID. 

E .  F i n a n c i a l  P l a n  .and Cos t  E s t i m a t e .  

T o t a l  p r o j e c t  c o s t  over  t h e  seven  y e a r  and one  h a l f  y e a r  p r o j e c t  
p e r i o d  ( i n f l a t e d  a t  10  X per  annum) i s  e s t i m a t e d  a t  j u s t  s h o r t  o f  
$51 m i l l i o n  o f  which;  a )  A I D  w i l l  c o n t r i b u t e  $17.4 m i l l i o n  f o r  t h e  
l e n d i n g  component and $15.5 m i l l i o n  i n  t e c h n i c a l  a s s i s t a n c e  
r e l a t e d  c o s t s ,  b )  t h e  bank ing  sys tem (Bank o f  Uganda p l u s  t h e  
ICIs) w i l l  c o n t r i b u t e  a p p r o x i m a t e l y  $11 m i l l i o n ,  and c )  
sub-borrowing e n t e r p r i s e s  w i l l  p u t  up an a d d i t i o n a l  $6.3 m i l l i o n .  
A I D ,  t h e r e f o r e ,  w i l l  f i n a n c e  64% of  t o t a l  c o s t s  w h i l e  t h e  banks 
and sub-borrowers w i l l  f i n a n c e  22% and 14% r e s p e c t i v e l y .  

R e c u r r i n g  c o s t  i s  n o t  e x p e c t e d  t o  be  an i s s u e  under  t h i s  p r o j e c t  
a s ;  a )  sub-borrowers w i l l  g r a d u a l l y  assume t h e  c o s t  of  t h e i r  own .. 
t e c h n i c a l  a s s i s t a n c e  th rough  t h e  p r o c e s s  d e s c r i b e d  i n  D . 3 .  above;  
b )  commerci-a1 banks w i l l  n o t  p a r t i c i p a t e  i n  t h e  f i r s t  p l a c e  u n l e s s  
t h e y  a r e  co 'nv inced . they  can  make a  p r o f i t ;  and c )  t h e  UDB i s  
a l r e a d y  s t a f f e d  t o  manage t h e i r  p o r t i o n  of  t h e  l e n d i n g  a c t i v i t y ,  
b a s i c a l l y  need ing  o n l y  an upgrad ing  o f  s k i l l s  and p r o c e s s e s .  ( S e e  
Economic and F i n a n c i a l  Ana lyses  f o r  t h e  v i a b i l i t y  o f  t h e  l e n d i n g  
a c t i v i t y  i t s e l f .  



BUDGET TABLE 1 

Project Year 

DETAILED EXPENDI?URES BY PRQJECT YEAR 
( $000 1 

1984/85 1985186 1988187 1987188 1988189 1989190 1990191 Total 

AID FINANCED INPUTS 

Credit Line 
Inflation - 10% 
Sub-To t a1 . . 

Lon~ Term Tech. Ass t . 
Chief of Party 
Agrobusiness/Management 
Financial Analyst 
Accounting Sys tems 
Financial Analyst (UDB) 

Short Term Tech. Asst. 

Bankf ng Advisor 
Data System Spec. 
Agro-Indus tr la1 
Business Analyst 
Other Int . and Local 
Local Hire 

Professional Staff 
Support Staff 

Local Travel 



1990/91 Total 
Commodities 

Vehicles 
Off ice Equipment 
Computers 

Local Off ice Overhead 
Train  in^ 

In-Country for ICI's - 20 
US & Third Country - 

- 40 
In-Country En trerenures 
Observation Trip . - 

Misc. and Start-up - 100 
Contractor Overhead 
Rate = 85% (loans excl. ) - 893 

Procurement service - 50 

Research Fund (Data Mgt) - 30 

External Audit - 
Int . Volunteer Serv. - 5 

Evaluation - - 

Sub-To t a1 75 - 2 130 

Provision for Inflation 
10% compound annually 

Sub-To t a1 75 .OO 2343 

Contingency - 10% all TA 8 234 

Total - All TA 



- 54 - 

1984/85 1985186 1988/87 1987188 1988/89 1989/90 P990/91 Total 

Bank Financed In~uts 

Local Funds Lending 
UDB 

Commercial Banks 

Sub-total 

Inflation 10% p.a. comp. - 
Sub-total Lncl. inflation .00 - 
Enterprise Fin. Inwts 

Enterprise Equity - 
TA Entity (Ugandan) - 

Sub-total . , I  

Inflation 10% pea. comp. - 
(30) 

Sub-total incl. fnflat. - 
TOTAL LmAL CONllU3UrIOM - - 



1. Technical Assistance 
Project Operations 
Evaluatians 
Pr ocur emsnt 
Audit 
IVS 
Research 

2. Iraining 
In-Country 
Over seas 

3. Commoui t i e s  

4. Misc. and Start-up 

5. Contractor Overhead 

6. Credit  ~ i n e  
s w - t o t a l  

Inflat ion 10% pea. cow. 

Sub-total 

Contingency 10% (TA 
only) 

GRAND TOTAL PROJECT 

Amve % of Total 

su iaw  OF TOTAL PF?xnxT 
COST BY FLTNDING CATEZORY 

AID - BANK - RU3RJ?RISES WTAL 



AsswrIoNs r n ~  THE PRE ~ m x r  
(Corresponds t o  notes on r ight  margin of Table 1) 

Note 

(1) Cabin& drawdown of UDi3 and cormnercial banks based on projections from 
Tables 2 and 3 of Appendix 1, Annex E, Financial Analysis. 

'Three years of long-term technical assistance s t a r t ing  i n  second year. 
Cost calculated per current person year estimates for Uganda. Breakdown 
of costs  per 9erson i n  .Tmle . - 
Development Banker for 3-4 months t o  a s s i s t  i n  reorganization of the 
Crops and Livestock D e ~ a r m n t s  of tle UDB. W i l l  a lso a s s i s t  in  se t t ing  
up procedures for  on-lending by 80U and the I C I  s. 

Zomputer consultant t o  establ isn information ana analyt ical  systems for  
UDB and Data ivlanagunent Service. 2-3 months in  each years 2, 3, and 5. 

These two short  tzrin c ~ n s u l t a n t s  w i l l  work with Prime Contractor s 
start-up team during second half of 1985. Primarily involved i n  
9lanniny anti design for long-term teamica l  assistance team. 

In f i r s t  year, 6 months of consultant working w i t h  AID mission 
f i n a l i z i q  agreements w i t h  GOU and various ICI1s .  Providing assistance 
t o  the mission on preparation of various documents for the project,  
preliminary planning, and other project related matters. These i n i t i a l  
contracts w i l l  be d i rec t ly  witn iLiission and not through the Prime 
contractor. Cost estlmaced a t  $12;?,SOd per month. %mining short-term 
consultants w i l l  be supplied by prime contractor. 

Fully burdened cos ts  of loca l  nire professional s ta f f  estimated a t  
$20,000 p.a. Salary and benefits competitive w i t h  top international 
connnerical organizations operating i n  Uganda t o  discourage e~qloyees  
from taking secondary jobs. 

Secretaries,  clerks, drivers,  guards. 

Vehicle operation cos ts  estimated a t  $10,000 p a .  per year based on $.SO 
p r  mile anu 20,000 miles per year. Short-term technical assistance, 
loca l  nice s t a f f ,  and data management service transport cos t  included. 
Long-term tecnnical assistance service t r a n s p r t  cos t  included. 
Long-term tecnnical assistance transport cos t  b u i l t  in to  budgets for  
each position. Also includes provision of loaginy wnile on safari. 
Road conditions i n  Uganda are very poor and repair and maintenance costs  
a re  hi+. 



(10) Zstimated average cos t  of vehicle is $15,000. Vehicles w i l l  range from 
4m cross country venicles, small 4vU vehicles, arid s t a c ~ o n  wagons. 
Eight vehicles ordered i n  1985, followed by two additional i n  1986, and 
one i n  1987. Five venicles for  long-cerm technical assistance team, 
balance for  loca l  h i re  professional, short-term consultants, and data 
m a g a n e n t  off ice. 

(11) Desks, f i l e  cminets ,  photocopy equipment, typewriters, caPcuLators, 
etc. for the Technical Assistance Entity. 

(12) .i'wo micro co~nputers with appropriate sot  tware and pr int3rs. Stiaatea 
cos t  CIF $20,000 each. 

(13) Local of f ice  rent ,  telephone and other com,-nunications, of f ice  supplies, 
loca l  l ega l  and audi t  costs. 

(14) Short-term courses and special ~n-the-job training f o ~  ilDB s t a f f .  
Possible extension t o  commercial banks a s  appropriate. Empnasis on loan 
appraisal and sapervision. 

(15) Snort-term courses for  enterprise s t a f f  and senior s t a f f .  Accounting, 
planning, management in£ ormation systems. Directed t o  improving 
efficiency and productivity. 

(16) Short-term courses i n  US and observation travel. 

(17) V i s i t  by loca l  o f f i c i a l s  to  Phill ipines Developmsnt m 7 k .  

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

(19) Prime contractors overhead rate.  Calculated on all services being 
provided by tne contractor. 

(20) Permanent Service (PSA) . 
(21) Special research funds for  studies on agricul tural  and ~usimess 

environment related t o  development and support for  pr ivate sector. 
flesearcn subjects selected or approved by A D  mission. a 

(22) Quarterly audits  of participating f inancial  ins t i tu t ions  re la t ive  t o  
administration and disbursement of WE funds. Also audits  of c l i e n t s  
(enterprise) t o  ensure t h a t  lending is complying with AID regulations. 

(23) Expenses for  volunteer international business advisors. 

(24) Phase I and I1 Evaluation. 



(25) Inf la t ion  is calculated a t  10% ,per year compounded for the balance 
outstanding. No inflat idn for year 1984. 

(26) Local currency requirements for lending. Based on estimated local  
currency requlrenent o t  $.50 for every $1.00 o t  foreign excnange. dased 
on drawdown schedule i n  l ine  #7. 

,. (27) Inflated at.same ra te  as foreign excnange requirement; witn asswnption 
t h a t  wnile inf la t ion  r a t e  in Uganda is higher than 10% per year, a 
devaluation in  tne Uganda Shlll lng will adjust tne inf lat ion down t o  
t h a t  of the 10% projected for foreign exchange. 

( 2 8 )  All c l i e n t s  obtaining loans under tne WE project w i l l  require a minimum 
of 4:l debt/equity rations. Calculated on projected lending of both 
foresi~gn excnange and local  currency lending of the 2C11s. 

(29) Fees charged t o  enterprises for services from the Technical Assistance 
Zntlty. Increasing as tne program oecomes a local  operation. 

(30) Inf la t ion  calculated as described note (27). 

(31) Contribution t o  project (including inflat ion factor) of I C I 1 s  ma 
enterprises. Not calculated are I C I  operating cos ts  or primarily 
operating tnrough banking ins t i tu t ions ,  GOU a i rec t  f inancial  
contribution w i l l  be minimal. 

(32) Contingency calculates a t  10% S r  year on all project costs. 



Cost for International Technical Assistance Personnel 
(annual. cost) 

1. Salary (dase) 
2. Post Differential (25% bse) 
3. Personal Benefits (12% oase) 
4. Inter-Travel (4 persons wt by 1/3) 
5. Household Snip~ing (1/3 F3) 
6. Storage 
7. 'vledlcal Ins/Nork. Coinp. (0% Dase) 
8. 8ousincj (est. $2,000 month) 
3. Education (2 x $8,000) 
10. R & R (5% base) 
ll. Security 
12. Vmicle/Local Travel 800 miles/month 

$.50/,nile 

Sub-total 143,600 

13. Contingency (15% sub total) 21,600 

Note: Does not include contractor overhead. 



T A B L E  

Cost for International Ttxtmica.1 Assistance Personnel 
(annual cost) 

1. Salary (Base) 
2. Post Differential (25% base) 
3. Personal Benefits (i;% base) ' 
4. Inter-Travel (4 persons RT by 1/3) 
5. Hoilsehold Shii3ping (1/3 W) 
6. Storage 
7.  medical Ins/Nork. Cory. (6% base) 
8. Housing (est.$2000 month) 
9. Education (2 x $ 8000) 
10. R & R (5% base) 
U. (lenicl~/iocal ,fravel 8U0 miles montn 

$ . SO/mile 

13. Contingency 115% sub total) 21,600 

Note: = round trip. 



PART I V  - PROJECT AkqALYSES. 

A. Sumnary and C o n c l u s i o n s .  

A s  A I D  e x p e r i e n c e  i n  t h e  1970s  and ear ly  1980s (especial ly  i n  
L a t i n  America b u t  t o  a  d e g r e e  i n  A f r i c a )  w i l l  t e s t i f y ,  I C I  
p r o j e c t s  are  bound t o  be  f r a u g h t  w i t h  d i f f i c u l t  f i n a n c i a l ,  
institutional, t e c h n i c a l ,  and o r t e n  p o l i t i c a l ,  I s s u e s .  Tne RPE 
p r o j e c t  is no e x c e p t i o n .  

There  i s ,  and c a n  b e ,  f o r  example,  o n l y  modest a s s u r a n c e  of  
s u c c e s s  on l e n d i n g  s y s t e m  o b j e c t i v e s ,  i e . ,  t h e  UDB and o t h e r  
I C i s .  System growth and c a p i t a l i z a t i o n  g o a l s  may be o u t  of 
l i n e  w i t h  t h e  r e a l i t y  o f  what  w i l l  happen t o  t h e  Ugandan 
S n i l l i n g  and t h e  ecdnomy i n  g e n e r a l  over  t n e  n e x t  few y e a r s  a s  
a  r e s u l t  of u n f o r e s e e n  p o l i c y  d e c i s i o n s .  I n s t i t u t i o n a l l y ,  t h e  
UDB may be d ragged  down by l t s  h e r i t a g e  of o l d ,  u n c o l l e c t a ~ l e  
l o a n s ,  o r  by a  s a l a r y  s c a l e  s o  low t h a t  it w i l l  n o t  be a b l e  t o  
h o l d  on t o  good p e o p i e .  (Key s t a f f  members a r e  h o l d i n g  o u t  a t  
p r e s e n t  b e c a u s e  t h e y  s e e  a  " b r i g h t e r  day coming" t h a n k s  t o  t h e  
e x c e l l e n t  management t h a t  n a s  now been i n s t a l l e d  I n  t h e  bank 
and f a i t h  t h a t  p o s i t i v e  p o l i c y  change and h a r d  headed 
l e a d e r s h i p  w i l l  pave  t n e  way f o r  t h e  development  of a  v i a b l e  
i n s t i t u t i o n  o v e r  t h e  n e x t  few y e a r s  abPe t o  reward good 
performance  and l o y a l t y  i n  t n e  f a c e  of  a d v e r s i t y .  

There  is much g r e a t e r  a s s u r a n c e ,  however,  w i t h  r e s p e c t  t o  t h e  
t a r g e t  e n t e r p r i s e  end of tile sys tem.  From t i m e  s p e n t  i n  t h e  
f i e l d  and a n a l y s e s  pe r fo rmed ,  t h e  team is t o t a l l y  conv inced  of 
t h e  demand s i d e  of  t n e  equation. The c a p a c i t y  t o  e f f e c t i v e l y  
a b s o r b  r e s o u r c e s  t o  be  p r o v i d e d  by t h e  p r o j e c t  and o t h e r  
s o u r c e s  is n o t  i n  p l a c e ,  o u t  t h a t  i s  what t h i s  p r o j e c t  is a l l  
abou t :  and A I D  w i l l  be  i n  a p o s i t i o n  t o  p r o v i d e  and c o n t r o l  
i n p u t s  t o  an  e x t r e m e l y  r e c e p t i v e  t a r g e t  g roup .  The e n t e r p r i s e s  
t o  be  a s s i s t e d  have  e v e r y t h i n g  t o  g a i n  and a l o t  t o  l o o s e  i f  
t h e y  don1 t p e r f o r m  i n  terms of  i n v e s t m e n t s  i inplying s a c r i f i c e  
t o  s e c u r e .  (The l o a n s  t h e m s e l v e s  c a n  be  l o s t  a l o n g  w i t h  t h e  
e q u i t y  c o n t r i b u t i o n  and t h e  b u s i n e s s  i t s e l f  i n  many c a s e s  i f  
r e s o u r c e s  a r e  n o t  u t i l i z e d  e f f e c t i v e l y .  

F u r t n e r ,  i n  t h e  p a s t  Ugandans nave  shown t h e y  c a n  make it  i n  
t h e  s p h e r e  i n  which t h e  p r o j e c t  w i l l  o p e r a t e .  They w i l l  be abPe 
t o  make it a g a i n ,  g i v e n  t i m e ,  a s s i s t a n c e ,  and a c c e s s  t o  
r e s o u r c e s .  The economics ,  a s  w i l l  be s e e n  below, make s e n s e .  
Compara t ive  a d v a n t a g e  on t h e  p r o d u c t i o n  s i d e  i s  i n  p l a c e  due t o  
t h e  c o u n t r y s  f a v o r a b l e  c l i m a t e ,  s o i l s  and o t h e r  r e s o u r c e s  
a l r e a d y  d e s c r l b e d .  Lacking o n l y  is c a p a c i t y  t o  a n a l y z e ,  
package ,  and manage a d e q u a t e l y  t o  s o l i c i t  and w i s e l y  u t i l i z e  
a d d i t i o n a l  c a p i t a l  r e q u i r e d  f o r  r e h a b i l i t a t i o n  and s o l i d  growth.  



F i n a l l y ,  t n i s  i s  n o t  t h e  t r a d i t i o n a l  A I D  I C I  p r o j e c t  f o c u s s e d  
on t h e  s m a l l  f a rmer  o r  t h e  p o o r e s t  of  t h e  poor .  The t a r g e t  
g roup  is  p a r t  o f  a n  e n t r e p r e n e u r a l  c l a s s .  I t  h a s  d e m o n s t r a t e d  
it is i n t e r e s t e d  i n  more t h a n  mere s u r v i v a l  - o f t e n  t h e  r e s u l t  
of  s m a l l  f a rmer  s u o s i d i z e d  c r e d i t  programs which do l i t t l e  more 
t h a n  p r o v i d e  f o r  one  more s e a s o n ' s  m a r g i n a l  p r o d u c t i o n .  T h i s  
p r o j e c t  is  f o c u s s e d  on b u s i n e s s  development  amongst a  g roup  o f  
p e o p l e  who have  a l r e a d y  i n v e s t e d  t o  a  g r e a t e r  o r  l e s s o r  e x t e n t  
a n d ,  who by and l a r g e ,  a r e  p l a n n i n g  and s t r i v i n g  f o r  
improvement - o f t e n  t o  g e t  back t o  where t h e y  were a t  an 
e a r l i e r  t ime .  

I n  c o n c l u s i o n ,  d e s p i t e  t h e  unknowns, i s s u e s  and c o n s t r a i n t s  
t h a t  must  be  f a c e d ,  t h e  d e s i g n  team is c o n f i d e n t  t h a t  t h i s  
p r o j e c t  w i l l  r e s u l t  i n  a t  l eas t  a  p a r t i a l  s u c c e s s ,  i e . ,  
c a p a c i t y  t o  a b s o r b  w i l l  be  deve loped  - a t  l e a s t  on t h e  
SUD-borrower l e v e l  - and r e h a u i l i t a t i o n ,  r e c o v e r y  and 
development  of  p r o d u c t i v e  e n t e r p r i s e  w i l l  t a k e  p l a c e .  

B. Economic A n a l y s i s .  

1. I n t r o d u c t i o n .  

For  s e v e r a l  r e a s o n s ,  t n e  d e s i g n  team d e t e r m i n e d  t h a t  a  s t a n d a r d  
b e n e f i t / c o s t  a n a l y s i s ,  w i t h  a n  i n t e r n a l  r a t e  of  r e t u r n  
c a l c u l a t i o n ,  s h o u l d  n o t  be a t t e m p t e d  f o r  t n e  p r o j e c t .  Cn ie f  
among t h e s e  w a s  t h a t  no mothodology c o u l d  be  e f f e c t i v e l y  
d e v e l o p e d  t o  a a e q u a t e l y  t a k e  i n t o  a c c o u n t  t h e  i l l u s t r a t i v e  and 
c h a n g i n g  n a t u r e  of  t h e  s u b - p r o j e c t s  t o  be  f i n a n c e d  o r  t o  
q u a n t i f y  e i t h e r  c o s t s  o r  b e n e f i t s  f o r  o v e r  a  nundred and some 
s u b - p r o j e c t s .  Ra the r  t h a n  engage  i n  e x c e s s i v e  c o n j e c t u r e ,  
t h e r e f o r e ,  t h e  team chose  t o  b a s e  t h e  a n a l y s i s  on i l l u s t r a t i v e  
case examples ,  summarized below, and on o v e r a l l  economic 
c o n d i t i o n s  a s  o b s e r v e d  and  a n a l y z e d  by t h e  IBRD and o t h e r s .  

2. G e n e r a l  Economic S i t u a t i o n .  

N o t w i t h s t a n d i n g  t h e  s e r i o u s  p o l i t i c a l  and s e c u r i t y  problems 
t h a t  c o n t i n u e  t o  p l a g u e  t h e  Government of  Uganda, t h e  economy 
i n  g e n e r a l ,  and e s p e c i a l l y  c e r t a i n  segments  of t h e  a g r  i c u ~ t u r a l  
s e c t o r ,  a r e  now e x p e r i e n c i n g  r e l a t i v e l y  good r a t e s  of  growth.  
Upon c o n c l u s i o n  of  t h e  1979 "War of  l i b e r a t i o n "  however,  t n e  
new government  had i n h e r i t e d  a  d e v a s t e d  c o u n t r y  c a u s e d  by g r o s s  
mismanagement a u r i n g  t h e  Amin y e a r s  and d e s t r u c t i o n  d u r i n g  t h e  
war. I n d u s t r i a l  c a p a c i t y  had been s e v e r e l y  reduced ;  
i n f r a s t r u c t u r e  was i n  disrepair; i n f l a t i o n  was rampant;  and t n e  
c e n t r a l  government  was a l m o s t  bankrup t .  



I n  c o n s u l t a t i o n  w i t h  t h e  Ii4F over  t h e  p a s t  3 y e a r s  t h e  
Government n a s  a d o p t e d  s e v e r a l  key e c o n o m ~ c / f i s c a l  r e fo rms  
c o n t r i b u t i n g  t o  economic r e c o v e r y ,  t h e  most s i g n i f i c a n t  b e i n g ;  
(1) t h e  f l o a t  o f  tile Uganda S h i l l i n g  from j u s t  over  Sns .  7 .6  t o  

U . S .  d o l l a r  t o  t h e  p r e s e n t  r a t e  o f  USh. 210 (window 1) and USh. 
330 (window 2 )  , ( 2 )  s i g n i f i c a n t  i n c r e a s e s  i n  t n e  farm g a t e  
p r i c e  f o r  e x p o r t  c r o p s  (Ref .  T a b l e  3)  and ( 3 )  t h e  removal  of  
most p r i c e  c o n t r o l s  f o r  e x p o r t  c r o p s ,  consumer p r o d u c t s .  
L i ~ e w i s e ,  t n e  p r i c e  o f  l o c a l l y  consuined food  c r o p s  is governed 
by marke t  c o n d i t i o n s .  The government  a l s o  i n c r e a s e d  i n t e r e s t  
r a t e  l e v e l s  and e s t a b l i s h e d  c e i l i n g s  on d o m e s t i c  and government 
borrowing.  

I n  terms of  o v e r a l l  economic pe r fo rmance ,  t h e  GDP r a t e  of 
growth i n  r e a l  t e rms  i n c r e a s e d  from 3 . 9 %  i n  1982 t o  over  6.1% 
i n  1982. Higher  r a t e s  have  been e x p e r i e n c e d  i n  t h e  s u b s i s t e n c e  
s e c t o r  compared t o  t h e  monetary  s e c t o r .  Con t inued  growth is 
e x p e c t e d  i n  t h e  n e a r  t e rm,  and t h e  r e c e n t  budge t  f o r  1983/84 
g e n e r a l l y  f a v o r s  c o n t i n u a t i o n  o f  monetary  p o l i c i e s  p r e v i o u s l y  
worked o u t  i n  c o n s u l t a t i o n  w i t h  t h e  IHF. 

Harket f o r c e s  a r e  e x p e c t e d  t o  i n c r e a s e  t h e i r  i n f l u e n c e  i n  t h e  
economy, and more of  t h e  f i n a n c i n g  of  i m p o r t s  s h o u l d  s h i f t  t o  
Window I1 exchange r a t e s .  I t  h a s  a l s o  been proposed t h a t  a 1 1  
new e x t e r n a l  d e b t s  i n c u r r e d  by government  a g e n c i e s  s h o u l d  be 
f i n a n c e d  a t  t h e  Window I1 r a t e .  The GOU now p l a n s  t o  i n c r e a s e  
t h e  amount o f  f o r e i g n  exchange a v a i l a b l e  a t  Window I1 from $2 
b i l l i o n  i n  1982/83 t o  $3 b i l l i o n  i n  1983/84. T h i s  w i l l  a l s o  
h e l p  t o  r e d u c e  t h e  p o t e n t i a l  r i s k  of  a b u s e  from i l l e g a l  o r  
u n a u t h o r i z e d  p u r c h a s e  o f  d o l l a r s  a t  t h e  c o n c e s s i o n a r y  Window I 
r a t e .  The RPE p r o j e c t  w i l l  complement t h e s e  p o s i t i v e  economic 
p o l i c y  measures  and p r o v i d e  a d d i t i o n a l  s u p p o r t  t o  government  
e f f o r t s  a t  r e h a b i l i t a t i o n  and e x p a n s i o n  of  p r i v a t e  e n t e r p r i s e  
i n  g e n e r a l .  

3 .  S e c t o r a l  Overviews.  

A g r i c u l t u r e .  

Recovery i n  t h e  a g r i c u l t u r a l  s e c t o r  c o n t i n u e s  t o  exceed  
p r e v i o u s  e x p e c t a t i o n s .  Food c r o p  p r o d u c t i o n  h a s  been 
e x c e p t i o n a l l y  good, b u t  e x p o r t  c r o p s  a r e  a l s o  d o i n g  w e l l .  
S u r p l u s  maize was s e n t  t o  Tanzan ia .  Uganda is f o r t u n a t e  i n  
t h a t  such  a l a r g e  p o r t i o n  o f  t h e  c o u n t r y  i s  s u i t a b l e  f o r  c r o p  
p r o d u c t i o n  and l i v e s t o c k .  Also ,  a b o u t  1 5 %  o f  t h e  l a n d  a r e a  is 
f r e s h w a t e r  r i v e r s  and l a k e s  c o n t a i n i n g  l a r g e  s t o c k s  of  f i s h .  



The idajor s o u r c e  of  f o r e i g n  excnange e a r n i n g s  f o r  Uganda is t h e  
e x p o r t  of  c a s h  c r o p s ,  of  which c o f f e e  p r e s e n t l y  r e p r e s e n t s  
a b o u t  95%.  Uganda h a s  a  c u r r e n t  c o t f e e  q u o t a  s e t  by I C O  a t  
162,009 t o n s  and e x p e c t s  t o  have t h i s  i n c r e a s e d  t o  192,000 t o n s  
f o r  t h e  1984 s e a s o n .  C o f f e e  p r o d u c t i o n  i n  1981/82 was 97,500 
t o n s ,  166,600 t o n s  i n  1982/83, and is p r o j e c t e d  t o  be  192,360 
t o n s  i n  t h e  1983/84 s e a s o n .  Uganda e x p e c t s  t o  be a b l e  t o  s e l l  
i ts  s u r p l u s  o v e r  q u o t a  p r o f i t a b l y  on t h e  open marke t ;  a l t h o u g h  
g i v e n  the c u r r e n t  o v e r s u p p l y  of  c o f f e e  on wor ld  m a r k e t s ,  t h i s  
may n o t  be  p o s s i b l e .  I t  is e x p e c t e d ,  however,  t h a t  w i t h  t h e  
r e h a b i l i t a t i o n  of  b o t h  l a r g e  s c a l e  and s m a l l  t e a  h o l d i n g s  i n  
Western  Uganda t h i s  c r o p  w i l l  p l a y  a  l a r g e r  r o l e  i n  f o r e i g n  
exchange e a r n i n g s  i n  t h e  f u t u r e .  

A l l  f o u r  of  Uganda 's  p r i n c i p a l  c a s h  e x p o r t  c r o p s  ( c o f f e e ,  t e a ,  
c o t t o n ,  and t o b a c c o )  s t i l l  have a n  p r i c e s  o f f i c i a l l y  
e s t a b l i s h e d  by t h e  government .  The r a t i o s  o f  p r i c e  i n c r e a s e  
f o r  t h e s e  c r o p s  from December 1980 t o  J u n e  of  1983 nave a l l  
been a b o u t  10  t o  1. T h i s  d o e s  n o t  compare f a v o r a b l y ,  however,  
w i t h  t h e  changes  i n  t h e  o f f i c i a l  exchange r a t e s  which have  i n  
t h e  same p e r i o d  i n c r e a s e d  a t  r a t i o s  o f  1 9 . 8  t o  1 f o r  Window 1 
and 37 t o  1 f o r  Window 2.  N e v e r t h e l e s s ,  t n e  p r o d u c e r s  a p p e a r  t o  
be  a d e q u a t e l y  m o t i v a t e d  t o  i n c r e a s e  p r o d u c t i o n  a t  p r e v a i l i n g  
p r i c e s , - e s p e c i a l l y  f o r  c o f f e e  and t e a .  C a l c u l a t i o n  of  
e s t i m a t e d  n e t  r e t u r n s  on t h e s e  c r o p s  t o g e t h e r  w i t h  t h e  major 
food  c r o p s  would,  e x c e p t  f o r  c o f f e e ,  f a v o r  food c r o p s ,  which do 
n o t  have  p r i c e  c o n t r o l s  and a r e  more l i k e l y  t o  r e spond  t o  
market  c o n d i t i o n s .  

C o t t o n ,  p r e v i o u s l y  Uganda 's  second  most i m p o r t a n t  c a s h  c r o p ,  
h a s  n o t  e x p e r i e n c e d  t h e  same r a p i d  r e c o v e r y  found w i t h  c o f f e e .  
The ? r e - s e a s o n  e s t i m a t e  f o r  1982/83 was f o r  200,000 b a l e s ,  b u t  
t h e  outcome was a b o u t  65,000. Much h i g h e r  p r o j e c t i o n s  a r e  b e i n g  
made f o r  t h e  1983/84 s e a s o n  (es t .  2 0 0 , 0 0 0 ) ,  b u t  due  t o  t h e  
s h o r t a g e  o f  f i n a n c i n g  f o r  c o t t o n  p u r c h a s e ,  f a r m e r s  a r e  
r e l u c t d n t  t o  r e l e a s e  t h e i r  c r o p ,  f e a r i n g  d e f a u l t  i n  payment by 
t h e  c o o p e r a t i v e  b u y e r s .  With c u r r e n t  g i n n i n g  c a p a c i t y  of  
200,000 b a l e s  p e r  annum and a  f u r t h e r  p l a n n e d  development  of 
224,000 b a l e s  of g i n n i n g  c a p a c i t y  b e i n g  f i n a n c e d  by World Bank 
and A f r i c a n  Development Bank, t h e r e  s h o u l d  be ample p r o c e s s i n g  
c a p a c i t y  i f  t h e  c o o p e r a t i v e s  can  s e c u r e  f i n a n c i n g  f o r  
p u r c h a s e .  F u r t h e r  developments  i n  c o t t o n  p r o d u c t i o n  and 
p r o c e s s i n g  w i l l  p r o v i d e  a d d i t i o n a l  c o t t o n  s e e d  f o r  o i l  
e x t r a c t i o n  and c o t t o n  s e e d  c a k e  f o r  t h e  a n i m a l  f e e d  i n d u s t r y ,  a  
development  o f  s e r i o u s  i n t e r e s t  t o  t h i s  p r o j e c t .  . 
I n  c o n c l u s i o n ,  Uganda now Ass an  e x c e l l e n t  o p p o r t u n i t y  t o  
r e h a b i l i t a t e  and f u r t h e r  d e v e l o p  its own a g r i c u l t u r a l  



produc t ion  base  and a t t e m p t  t o  s a t i s f y  domest ic  consumer demand 
f o r  such p roduc t s  a s  e d i b l e  o i l s ,  p o u l t r y  p roduc t s ,  animal  
f e e d s ,  d a i r y  p roduc t s ,  and c e r t a i n  food c r o p s  suca a s  sugar  and 
r i c e .  Recaptur ing markets  and r e t u r n i n g  t o  former l e v e l s  of 
product ion o r  i n c r e a s i n g  t o  even h ighe r  l e v e l s  w i l l  r e q u i r e  
s p e c i a l  a t t e n t i o n  t o  d i rec t  inpu t s  and processing f a c i l i t i e s ,  
marke ts ,  and t h e  manage r i a l / t echn ica l  s k i l l s  r e q u i r e d .  f h e  RPE 
p r o j e c t  a d d r e s s e s  many of t h e s e  i s s u e s  by focus ing  on t h e  
r e h a b i l i t a t i o n  and/or expansion of p roduc t ive  a c t i v i t i e s  t s a t  
were p r e v i o u s l y  w e l l  e s t a b l i s h e d  i n  Uganda and f o r  which t h e r e  
was e f f e c t i v e  consumer demand. KPE w i l l  cornplarnent c u r r e n t  
government p o l i c i e s  d i r e c t e d  toward encouraging t h e  r e s t o r a t i o n  
of a g r i c u l t u r a l  2 rouuc t ion  and a g r o - i n d u s t r i a l  a c t i v i t i e s .  

b)  I n d u s t r y .  

R e h a b i l i t a t i o n  e f f o r t s  i n  t h i s  s e c t o r  have n o t  been a s  
s p e c t a c u l a r  t o  d a t e  a s  i n  a g r i c u l t u r e .  Reasons f o r  th is  
i nc luae :  (1) p h y s i c a l  p l a n t s  were a l lowed t o  run down wi th  
inadequa te  r e p a i r s / r e p l a c e ~ n e n t  du r ing  1970 ' s ,  ( 2 )  management 
and t e c h n i c a l  e x p e r t i s e  ( o f t e n  of  Asian o r i g i n )  was fo rced  t o  
l e a v e ,  ( 3 )  d e t e r i o r a t i o n  of s u p p o r t i n g  i n f r a s t r u c t u r e ,  and ( 4 )  
s f i s r t age  of raw m a t e r i a l s  and r e q u i r e d  f o r e i g n  exchange. 

S e v e r a l  i n t e r n a t i o n a l  donor a g e n c i e s ,  i n c l u d i n g  t h e  EEC, 
~ s l a m i c  Development Bank, and IBRD have pledged funds  t o  
s u p p o r t  r e h a b i l i t a t i o n  e f f o r t s  i n  t h e  manufactur ing s e c t o r ,  b u t  
p r o g r e s s  has  been slow due t o  a d m i n i s t r a t i v e  b o t t l e n e c k s ,  
d i s p u t e s  on p r o p e r t y  ownership,  and s e c u r i t y  problems i n  major 
i n d u s t r i a l  a r e a s .  R e l i a b l e  t r a n s p o r t a t i o n  c o n t i n u e s  t o  be 
s c a r c e .  

Whereas manufac tu r ing ' s  s h a r e  of GDP i n  t h e  monetary economy 
was 7 .1% i n  1970 and 6 %  i n  1975, it dropped t o  about  3 . 5 %  f o r  
t h e  p e r i o d  1980-1982. Tne breakup of  t h e  E a s t  Af r i can  
Community f u r t h e r  reduced t h e  p o t e n t i a l  f o r  r e g i o n a l  Af r i can  
markets  f o r  manufactured goods from Uganda, and r ~ o s  t 
manufactur ing must now be o r i e n t e d  toward t h e  Uganda domest ic  
market  a lone .  Tne r e d u c t i o n  of import  r e s t r i c t i o n s  f o r  
manufactured and consumer goods w i l l  a l s o  r e q u i r e  t h a t  l o c a l l y  
manufactured p roduc t s  be compe t i t i ve  i n  p r i c e  and q u a l i t y  w i t h  
imported goods i f  they  a r e  t o  g a i n  back a  p o r t i o n  of t h e  l o c a l  
market .  Inves tments  should  f i r s t  g r a v i t a t e  toward tnose  
a c t i v i t i e s  where Uganda appea r s  t o  have a  s u p e r i o r  comparat ive  
advantage ,  which now would be i n  t h e  a g r i c u l t u r a l  and 
a g r o - i n d u s t r i a l  a r e a s  such a s  sugar  p roces s ing  and o i l  
e x t r a c t i o n .  



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 a 

supported by ADB, IBHD, and UK funds. i4evertheless, other , 

appropriate agricultural production and processing areas were 
identified during field preparations for the Project Paper, 
which included; poultry hacheries, processing and production 

' facilities; edible oil 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 ue labor intensive and job 
creating. Current market demand for planned project production 
comes from 00th regaining the previous market and from the 
natural increase in demand resulting from high population 
yrowtn. Foreign exchange requirements are significant and 
essential, especially for capital equipment. The necessary 

' investment capital has not been for tncoming , however, due to 
tne ongoing liquidity problem, lack of. external funding aimed 
at these areas, and lack of tecnnical aosorptive 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 Anin takeover, some being 
primarily in the hands of A£ ricans (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 the loan 
applications submitted to the Uganda Development Bank (UDB) and 
reviewed ~y the PP team, none were adequately prepared and 
ready for appraisal. UDB senior management concurred. 
Preliminary costing and appraisals were made on several 



p o t e n t i a l  p r o j e c t s ,  b u t  i t  was a p p a r e n t  t h a t  a  c o n s i d e r a b l e  
amount of  p r e p a r a t o r y  work and a n a l y s i s  s t i l l  remained b e f o r e  
a n  a d e q u a t e  a s s e s s m e n t  of  t h e  a p p l i c a t i o n s  c o u l d  be made. The 
banking i n s t i t u t i o n s  have  been r e l u c t a n t  t o  become i n v o l v e d  i n  
l o a n  development  o f  t h i s  n a t u r e ,  nowever,  due t o  t h e  r i s k s  
i n n e r e n t  i n  such  p r o j e c t s  w i t h o u t  a d e q u a t e  f e a s i b i l i t y  
a n a l y s e s ,  t h e  l a c k  o f  f o r e i g n  exchange a v a i l a b l e  f o r  t h l s  a r e a ,  
and ( a ~ c o r d i ~ g  t o  t h e  UDB) t h e  f a c t  t h a t  combining p r o j e c t  
development  and a p p r a i s a l  f u n c t i o n s  would compromise 
o b j e c t i v i t y .  C o s t  and l o g i s t i c  c o n s t r a i n t s  a s s o c i a t e d  w i t h  
f e a s i b i l i t y  work a r e  a l s o  d e t e r a n t s .  

For  p u r p o s e s  of  a n a l y s i s ,  t h e  PP team deve loped  some 
r e p r e s e n t a t i v e  inodels f o r  t n e  v a r l o u s  t y p e s  of  l o a n s  l i k e l y  t o  
b e  i n c l u d e d  i n  t h e  RPE p r o j e c t .  These  models  p r o v i d e  
i l l u s t r a t i v e  examples o f  f i n a n c i a l  v i a b i l i t y  f o r  s e l e c t e d  
e n t e r p r i s e s .  They do n o t  s u b s t i t u t e  f o r  what w i l l  u l t i m a t e l y  
be r e q u i r e d  b.y way o f  c o m p l e t e  a n a l y s i s  of  each  l o a n  
a p p l i c a t i o n ,  b u t  such  a n a l y s e s  w i l l  o n l y  be  p o s s i b l e  when 
a d e q u a t e  t e c h n i c a l  a s s i s t a n c e  is a v a i l a b l e  t o  a s s i s t  c l i e n t s  i n  
sound e v a l u a t i o n  and p l a n n i n g  o f  p o t e n t i a l  i n v e s t m e n t s .  

Undoubtedly t p e r e  w i l l  be some changes  i n  t h e  p r o f i l e  of  t h e  
a g r i c u l t u r a l  l e n d i n g  a c t i v i t y  d u r i n g  i m p l e m e n t a t i o n ,  t a k e n  i n t o  
a c c o u n t  i n  p r o j e c t  d e s i g n ,  b u t  t h e  g e n e r a l  f o c u s  of  the e f f o r t  
i n  t e r m s  o f  l e v e l  and n a t u r e  s h o u l d  remain e s s e n t i a l l y  v a l i d .  
Changing economic c o n d i t i o n s  of  t h e  c o u n t r y  w i l l  r e s u l t  i n  
c e r t a i n  p r o j e c t s  b e i n g  more f i n a n c i a l l y  a t t r a c t i v e  t h a n  o t h e r s ,  
and undoub ted ly  t h e r e  w i l l  be new e n t e r p r i s e s  i d e n t i f i e d  d u r i n g  
implementa t ion .  Examples f o l l o w :  

P o u l t r y  P r o d u c t i o n  and P r o c e s s i n g  

A w e l l  deve loped  and i n t e g r a t e d  p o u l t r y  p r o d u c t i o n  and 
m a r k e t i n g  i n d u s t r y  had p r e v i o u s l y  e x i s t e d  i n  Uganda, and t h e r e  
is cons ide rab- le  i n t e r e s t  b e i n g  e x p r e s s e d  by p r o d u c e r s  t o  
r e - e s t a b l i s h  -it. S u c c e s s  i n  p o u l t r y  p r o d u c t i o n  depends  on w e l l  
e s t a b l i s h e d  f e e d  s o u r c e s ,  p r o c e s s i n g  f a c i l i t i e s ,  and a d e q u a t e  
m a r k e t s .  An -ample s u p p l y  of  day-old  c h i c k s  is a l s o  r e q u i r e d .  
A r e a s o n a b l e  . l e v e l  o f  p r o f i t a b i l i t y  can  be  a t t a i n e d  i f  t h e  
p r o d u c e r  h a s  a  r e g u l a r  market f o r  h i s  mature  b i r d s .  With an 
8 ,000  o r o i l e r  t n r o u g h p u t  p e r  annum, f o r  example,  breakeven 
would be  a t  a b o u t  25% p r o d u c t i o n .  Annual p r o f i t s  a r e  p r o j e c t e d  
t o  be  USh. 1.5 miPPion g i v i n g  a n  i n t e r n a l  r a t e  o f  r e t u r n  of  
28.7% over  20 y e a r s  on a n  i n v e s t m e n t  o f  USh. 3 . 5  m i l l i o n  (See 
Annex E.,  Appendix 2 - A ) .  

A l t n o u j h  t h e  marke t  is  i n  p l a c e  i n  t n e  u rban  a r e a s  a round  
Kampala and J i n j a ,  t h e  c a p a b i l i t y  t o  e x p l o i t  it is p r e s e n t l y  



l a c k i n g  a s  t h e  main p roces s ing  c o o p e r a t i v e ,  t h e  iqankoko p l a n t ,  
is unable  t o  o p e r a t e  and i s  i n  s e v e r e  need of r e h a b i l i t a t i o n .  A 
d e l a y  i n  p roces s ing  mature b r o i l e r s  by a s  l i t t l e  a s  one week 
can s e r i o u s l y  reduce t h e  p r o f i t a b i l i t y  of a  b r o i l e r  o p e r a t i o n .  
The r e h a b i l i t a t i o n  of t h e  Wankoko p l a n t ,  t h e r e f o r e ,  is  a  
p r i o r i t y  p o s s i b i l i t y  f o r  t n e  p r o j e c t .  The p l a n t  cou ld  be 
r e h a b i l i t a t e d  f o r  USh. 100 m i l l i o n  and would be prof i t a b l e  
o p e r a t i n g  a t  h a l f  c a p a c i t y .  The i n t e r n a l  r a t e  of r e t u r n  would .. oe 3 3 % .  (Annex E. , Appendix 2-A)  . 
With r e s p e c t  t o  H a t c h e r i e s ,  p roduc t ion  i s  f a r  below c u r r e n t  

I 
( 

demand i n  p a r t  due t o  inadequa te  equipment a t  e x i s t i n g  
f a c i l i t i e s ,  and t h e  s h o r t a g e  of f o r e i g n  exchange f o r  t h e  
i m p o r t a t i o n . o f  p a r e n t  s t o c k .  P r i v a t e  h a t c h e r i e s  a r e  p lanning  
expans ion ,  however, a s  demand is such t h a t  customers  a r e  p laced  

t on wa i t i ng  l i s t s  f o r  day-old cn i cks .  One ha t che ry  ana lyzed  f o r  
t h e  PP is an o p e r a t i o n  cou ld  be made o p e r a t i o n a l  by t h e  
i n s t a l l a t i o n  of a  g e n e r a t o r  and t h e  purchase  of p a r e n t  s t o c k  
and drugs .  Prev ious  p roduc t ion  was 4,000 c h i c k s  per week. The 
a c t u a l  r e a r i n g  of b r o i l e r s  and l a y e r s  r e l i e s  p r i m a r i l y  on 
i n p u t s  a v a i l a b l e  from w i t h i n  Uganda. An adequa te  b u i l d i n g  can 
be c o n s t r u c t e d  of l o c a l  m a t e r i a l s ,  and t n e  moderate c l i m a t e  
keeps c o n s t r u c t i o n  c o s t s  low. Medium-sized p roduc t ion  u n i t s  
t end  t o  be s imple  i n  c o n s t r u c t i o n ,  l abo r  i n t e n s i v e  and f i t  w e l l  
i n  t h e  h igh  popu la t ion  d e n s i t y  and sma l l  farming u n i t s  around 
Kampala. 

Dairy  Produc t ion  

M i l k  c o l l e c t i o n  and marke t ing  c e n t e r s  e s t a b l i s h e d  by t h e  
p a r a s t a t a l  Dairy  Corpora t ion  a r e  c u r r e n t l y  g r o s s l y  under 
u t i l i z e d ,  and p r o s p e c t s  f o r  reestablishment o r  p rev ious  
p r o c e s s i n g  l e v e l s  appear l i m i t e d .  The Dairy  Corpora t ion  
c u r r e n t l y  pays  t h e  Government s e t  p r i c e  of USh. 20 per  l i t e r  of 
m i l k  d e l i v e r e d  t o  t h e  c o l l e c t i o n  c e n t e r ,  c u r r e n t l y  below t h e  
c o s t  of p roduc t ion .  The c o n t r o l l e d  p r i c e  of m i l k  h a s  been 
i n c r e a s e d  t o  USh. 4 0 ,  b u t  is inadequa te  t o  encourage new 
investment .  Even though t h e  Dairy  Corpora t ion  h a s  a  monopoly 
on t h e  purchase  and p roces s ing  of m i l k  f o r  t h e  formal  market ,  
t h e  m a j o r i t y  of m i l k  now produced is s o l d  l o c a l l y  through 
in fo rma l  channe ls .  The p r i c e  of raw m i l k  i n  t h e  open market 
v a r i e s  through t h e  coun t ry  from a low of USh. 20 per  l i t e r  i n  
t h e  t r a d i t i o n a l  p roduc t ion  a r e a  of Mbarara t o  a  high of USh. 
100 i n  t h e  Mbale a r e a .  P r i c e s  i n  Kampala and urban a r e a s  a r e  
g e n e r a l l y  between USh. 60-80 per  l i t e r  i n  t h e  open market .  

A d a i r y  farm l o c a t e d  i n  an a r e a  of t h e  coun t ry  where t h e r e  is 
s u f f i c i e n t  market  demand s o  t h a t  m i l k  can be s o l d  a t  USh. 80 
per  l i t e r  would expe r i ence  a  n e g a t i v e  cash f low du r ing  t h e  



f i r s t  (and p o s s i b l y  t h e  second)  y e a r .  The e n t e r p r i s e  would be 
p r o f i t a b l e ,  however,  from t h e  t h i r d  y e a r  on ,  w i t h  a  1 2 . 9 %  
i n t e r n a l  r a t e  o f  r e t u r n  on USh. 1 9  m i l l i o n  i n v e s t m e n t .  (Annex 
E, Appendix 2-B,) D a i r y  p r o d u c t i o n  s h o u l d  be encouraged i n  
t h o s e  p a r t s  o f  t h e  c o u n t r y  were i t  is a  p r o f i t a b l e  a g r i c u l t u r a l  
a c t i v i t y  s u c h  a s  a round  Kampala, J i n j a ,  MbaZe, and F t .  P o r t a l .  
P r i c e s  i n  L i r a ,  S o r o t i ,  and Gulu would a l s o  w a r r a n t  i n v e s t m e n t .  

Fesd d i l l s  

The l a c k  of an a d e q u a t e  an imal  f e e d s  i n d u s t r y  r e s p o n s i v e  t o  t h e  
l o c a l  m a r k e t  i s  c o n s i d e r e d  by most  l i v e s t o c k  p r o d u c e r s  t o  be a  
c r i t i c a l  c o n s t r a i n t  t o  i n c r e a s i n g  p r o d u c t i o n  and improving 
p r o f i t a b i l i t y .  Demand f o r  a n i m a l  f e e d s  is i n c r e a s i n g  due t o  
e x p a n s i o n  of  p o u l t r y  and d a i r y  p r o d u c t i o n .  I n g r e d i e n t s  f o r  
m a n u f a c t u r i n g  a n i m a l  f e e d s  a r e  i n c r e a s i n g l y  a v a i l a b l e  i n  
Uganda, and t h e  o n l y  r e q u i r e d  impor ted  i n g r e d i e n t  is  t h e  
pre-mix c o n c e n t r a t e .  E x i s t i n g  f e e d  m i l l i n g  f a c i l i t i e s  need t o  
be d e c e n t r a l i z e d ,  w i t h  s c a l e d  down c a p a c i t y  and u s i n g  less 
complex m i l l i n g  mach ine ry  w i t h  lower  c a p i t a l  and maintenance  
c o s t  r e q u i r e m e n t s .   dor re l a b o u r  i n t e n s i v e  p r o c e s s i n g  methods 
a r e  w a r r a n t e d .  Uganda a l s o  p roduces  a  s u r p l u s  a f  c e r e a l  c r o p s  
and a g r i c u l t u r a l  ~ y - p r o d < c t s  s u i t a b l e  f o r  an imal  f e e d  s h o u l d  D e  
u t i l i z e d .  The c u r r e n t  r e v i v a l  of  c o t t o n  g i n n i n g  and o i l  
e x t r a c t i o n  w i l l  a l s o  r e s t : o r e  c o t t o n  s e e d  c a k e  t o  t h e  l o c a l  
m a r k e t ,  a n  i m p o r t a n t  p r o t e i n  s o u r c e  f o r  a n i m a l  f e e d .  

s m a l l  s c a l e  f e e d  m i l l s  (1-5 t o n s  p e r  h o u r )  a r e  low c a p i t a l  c o s t  
o p e r a t i o n s  and e n e r g y  is cheap.  An i l l u s t r a t i v e  model of  a  
small f e e d  m i l l  d e r i v e d  from c u r r e n t - m a r k e t  p r i c e s  f o r  i n p u t s  
and c a p i t a l  equipment  c o s t s  i n d i c a t e s  t h a t  a  m i l l  c a n  b reakeven  
o p e r a t i n g  a b o u t  35% c a p a c i t y  on s i n g l e  s h i f t .  On an i n v e s t m e n t  
o f  USh. 20 m i l l i o n ,  i f  p r o d u c t i o n  i n c r e a s e d  t o  67% o f  m i l l  
c a p a c i t y  by  t h e  t h i r d  y e a r  and c o n t i n u e d  a t  t h a t  i e v e l ,  a  28.6% 
i n t e r n a l  r a te  o f  r e t u r n  would be  r e a l i z e d  over  10  y e a r s .  
Because o f  t h e  low c a p i t a l  c o s t  t o  v a r i a b l e  c o s t  r a t i o ,  
f e e d m i l l s  l ike  t h i s  c a n  h reakeven  on 800 t o n s  pe r  annum. (Annex 
D. Appendix 2-B.)  

O i l  S.eed P r o c e s s i n u  

A r e c e n t  c o n s u l t a n t  r e p o r t  f o r  t h e  USAID (Qil Seed P r o c e s s i n g  - 
Uganda, May, 1983)  r ev iewed  t h e  c u r r e n t  s t a t u s  of  o i l  m i l l i n g  
i n  Uganda and recommended c o n s i d e r a t l o n  of  s e l e c t i v e  i n v e s t m e n t  
i n  p o t e n t i a l l y  v i a b l e  o p e r a t i o n s .  Most of  t h e  e x i s t i n g  p l a n t  
is low t e c n n o l o g y ,  l a b o r  i n t e n s i v e  and d e s i g n e d  f o r  p r o c e s s i n g  
o n l y  c o t t o n  seed. There  is a  s e r i o u s  p o l i c y  i s s u e  t o  be  
r e s o l v e d ,  however,  b e f o r e  any f i n a n c i n g  is p r o v i d e d  f o r  



rehabilitation of oil seed milling capability. Oil production 
in Uganda is taxed at 70% for the domestic market which makes 
the resulting price nigher than that for lmpor ted oil. 

Estimated market demand for oil 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 2lanting material, the remaining 
250,000 tons would produce about 30,000 tons of oil. Consumer 
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. blast of rehabilitation work would be for replacement 
equipment and some building repairs. (See Annex D, Appendix 3 
for net margin calculations on cottonseed oil processing and 
the internal rate of return for a proposed plant.) 

C. Financial Analysis. 

1. Introduction. 

In the preparation of the Financial Analysis (See 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 IS included In 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. Several 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 ~anks catered 
to agricultural clientele besides their usual industrial and 
trade accounts. 



When t h e  GOU formed t h e  Uganda Commercial Bank (UCB) , much of  
t h e  b ranch  network o f  t h e  commercia l  banks was t a k e n  o v e r ,  and 
t h e  UCB became t h e  dominant  bank t o g e t h e r  w i t h  t h e  C o o p e r a t i v e  
Bank i n  r u r a l  a r e a s .  The o v e r s e a s  commercial  banks now l i m i t  
most of t h i e r  a c t i v i t y  t o  Kampala, a l t h o u g h  t h e y  have  r e t a i n e d  
some of  t h e i r  a g r i c u l t u r a l  c l i e n t s .  The GOU is now encourag ing  
t h e  commercial  banks t o  c o n s i a e r  r e e s t a b l i s h i n g  b ranch  banks. 
G r i n d l a y s  is c o n s i d e r i n g  t h e  r e o p e n i n g  o f  a  J i n j a  b ranch .  

Recent  u p h e a v a i s  i n  t h e  f i n a n c i a l  envi ronment  of Uganda 
( b r o u g h t  a b o u t  i n  p a r t  by t h e  f l o a t  o f  t h e  Uganda s h i l l i n g )  
have  had a p ro found  e f f e c t  on t h e  f i n a n c i a l  s e c t o r  and t h e  
banking s y s t e m  i n  t h e  c o u n t r y .  Banks now g e n e r a l l y  f a c e  a  
s e v e r e  l i q u i d i t y  c r i s i s .  Bankers  a t t r i b u t e  t h i s  p a r t i a l l y  t o  
d e l a y s  i n  payments  from t h e  government t o  v a r i o u s  s u p p l i e r s .  
Another  f a c t o r  is t h a t  o u t s i d e  major u rban  a r e a s ,  t n e  
commercia l  bank ing  sys tem is n o t  o p e r a t i n g  e f f i c i e n t l y  and most 
t r a d i n g  must b e  c a r r i e d  o u t  on a  c a s h  b a s i s  r e q u i r i n g  l a r g e  
q u a n t i t i e s  of p h y s i c a l  c a s h  t o  be  a v a i l a b l e  f o r  b u s i n e s s  
t r a n s a c t i o n s .  Recent  i n c r e a s e s  i n  i n t e r e s t s  have n o t  groduced a  
n o t i c e a b l e  i n c r e a s e  i n  d e p o s i t s  and  t h e  s i t u a t i o n  w i l l  most 
l i k e l y  c o n t i n u e  i f  i n t e r e s t  r a t e s  remain n e g a t i v e  i n  r e a l  t e rms  
r e l a t i v e  t o  t h e  c u r r e n t  r a t e s  of i n f l a t i o n .  

I n t e r e s t  r a t e s  have  been i n c r e a s i n g  r e l a t i v e  t o  t h e  r a t e  of 
i n f l a t i o n  s i n c e  1980 w i t h  t h e  most f a v o r a b l e  r a t e  g o i n g  t o  t h e  
a g r i c u l t u r a l  s e c t o r  ( c u r r e n t l y  a t  1 7 %  - s t i l l  below i n f l a t i o n  
now r u n n i n g  a t  a b o u t  3 0 % ) ,  b u t  t h e  l i q u i d i t y  problem c o n t i n u e s  
as s o  much money remains  o u t s i d e  t h e  sys tem t o  s u p p o r t  
commercia l  t r a d e .  

3. F i n a n c i a l  Soundness.  

For  p u r p o s e s  o f  a n a l y s i s  and f i n a n c i a l  p r o j e c t i o n s  (see Annex 
E,  Appendix 1, T a b l e s  1 -3 )  t h e  I C I s  a r e  e x p e c t e d  t o  borrow t h e  
$12.5 m i l l i o n  p r o v i d e d  by t h e  c red i t  component o f  t h e  p r o j e c t  
from t h e  BOU i n  t h e  form o f  l o n g  (2U-year) term l o a n s  w i t h  t e n  
y e a r  g r a c e  p e r i o d s  on p r i n c i p a l  and a n n u a l  i n t e r e s t  payments a t  
6 . 5 % .  I n  t h e  c a s e  o f  t h e  I C I s ,  t h e i r  l o a n s  t o  sub-borrowers  
have  been c a l c u l a t e d  w i t h  e i g h t  y e a r  terms and a  one y e a r  g r a c e  
p e r i o d  a t  15% ~ n t e r e s t .  Of t h e  $12.5 m i l l i o n  t o t a l ,  $8.0 
m i l l i o n  is e x p e c t e d  t o  be  c h a n n e l e d  th rough  t h e  UDB. 

L o c a l  c o n t r i b u t i o n s  t o  t h e  p r o j e c t  a r e  p r o j e c t e d  t o  be: 

$5 m i l l i o n  from UDB l o a n s  r e d i s c o u n t e d  by t h e  BOU 



2 . 7  i n i l l i o n  from commercial  bank c o u n t e r  p a r t  l e n d i n g  
c o n t r i b u t i o n s  i n  l o c a l  c u r r e n c y  

4.0 m i l l i o n  from sub-borrower e q u i t y  i n v e s t m e n t  
(minimum 25% c o n t r i b u t i o n  on t h e  two 
amounts above p l u s  t h e  $ 12 .5  i n i l l i o n .  

$11.5 m i l l i o n  t o t a l  i n  l o c a l  c u r r e n c y .  

Tnus t n e  W E  l i n e  o f  c red i t  s h o u l d  l e v e r a g e  t o t a l  f u n d s  f o r  
i n v e s t m e n t  of a b o u t  $ 2 4  m i l l i o n .  An a d d i t i o n a l  amount w i l l  be  
i n t e r n a l l y  g e n e r a t e d  a t  t h e  I C I  l e v e l  a s  p r i n c i p a l  payments t o  
t h e  3OU do n o t  s t a r t  u n t i l  t h e  t e n t h  y e a r ,  whereas c l i e n t s  w i l l  
be  r e p a y i n g  i n  a c c o r d a n c e  w i t h  much s h o r t e r  g r a c e  p e r i o d s .  
Under t h e  above t e r m s ,  o v e r  $3.0 m i l l i o n  w i l l  be a v a i l a b l e  f o r  
r e l e n d i n g  ( f o r  s i m i l a r  p u r p o s e s  - a c o v e n a n t )  from c l i e n t  
p r i n c i p a l  and i n t e r e s t  payments e a r n e d  i n  e x c e s s  of 
a d m i n i s t r a t i v e  c o s t s ,  e s t i m a t e d  t o  be  a p p r o x i m a t e l y  4 . 2 5 %  of  
o u t s t a n d i n g  Dalance  of  t h e  g r o j e c t  g o r t f o l i o .  (See  Annex E ,  
Appendix 1, T a b l e  2 . )  

I n  s t r i c t l y  f i n a n c i a l  t e r m s ,  because  t h e  f u n d s  a r e  i n i t i a l l y  i n  
g r a n t  form and t h e  BOU w i l l  assume r e s p o n s i b i l i t y  f o r  
ma in tenance  of v a l u e  a g a i n s t  t h e  d o l l a r ,  t h e  f i n a n c i a l  
s o u n d n e s s  of  t h e  p r o j e c t  c a n  be a s s u r e d  by a d j u s t m e n t s  o f  t h e  
s p r e a d  i n  i n t e r e s t  r a t e s  o f  f u n d s  from t h e  BOU t o  t h e  I C I s  and 
a l s o  on t h e  r a t e s ,  terms, and c o n d i t i o n s  of l e n d i n g  by I C I s ' t o  
t h e  c l i e n t  group.  S m a l l e r  l o a n s  t h a t  have n i g h e r  a d m i n i s t r a t i v e  
c o s t s  c a n  and s h o u l d  have  l a r g e r  s p r e a d s .  T h i s  s h o u l d  a l s o  be 
done f o r  l o a n s  t h a t  a r e  c o n s i d e r e d  t o  be of  h i g h e r  r i s k  by 
t h e i r  n a t u r e .  

I n  t h e  case of the UDB, ~ y  r e l e n d i n g  p r i n c i 2 a l  repayments  and 
a p p r o x i m a t e l y  50% o f  its proposed  8.5 p o i n t  s p r e a d ,  i t  c o u l d  
i n c r e a s e  t h e  t o t a l  amount o f  i ts  p r o j e c t  l o a n  fund  t o  $11.3 
m i l l i o n  from t h e  $8.5 m i l l i o n  r e c e i v e d  by y e a r  10 .  The amount 
a v a i l a b l e  f o r  l e n d i n g  cvould t h e n  s t a r t  t o  d e c l i n e  a s  p r i n c i p a l  
r epayments  a r e  made t o  t h e  BOU. When t h e  total loan has been 
repaid t o  t h e  BOU i n  y e a r  20, the UDB would still nave  
generated an additional $6.9 million in local currency as a 
result of  the project. Similar results would De found i n  the 
othelc ICIs. 

I n  t h e  c a s e  of t h e  8ank of  Uganda, under  t h e s e  te rms,  i n t e r e s t  
payments  w i l l  amount t o  a b o u t  $2.0 m i l l i o n  i n  y e a r  4 and $4.0 
m i l l i o n  i n  y e a r  6 .  By t h e  end o f .  t h e  p r o j e c t ,  payments t o  t h e  
fund  by a l l  I C I s  w i l l  t o t a l  over  $20 m i l l i o n .  



These calculations, of course, assume relatively low 
administrative and delinquency costs 4.25% at the ICL level. 
This is the case in the private commercial ICIso In the ease of 
the UDB, as can be seen in the Institutional Analysis, 
delinquency rates at present are horrendous. This is why 
between the IBRu/UL~DP group and this project, so auch 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 UD6's problems can be traced to mismanagement and 
unsound lending policies during the 1970s and the following 
period of upheaval. On the administrative cost question, 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 oe 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 tile Uganda Cornrnercia Bank. Xith the exception of 
the UD3, 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 
tne UDB only, as it currently stands to receive the bulk of 
lending resources provided by the project, despite the fact 
tnat 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 gnase. 

1. The Uqanda Development Bank. 

a) Background. 

The Uganda Development Bank (UDB) was estaulished in 1972 with 
an input of SH 100 million from the GOU. It was to assist in 
the development of asyriculture, 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. 



U D B ' s  i n c e p t i o n  c o i n c i d e d  w i t h  t h e  mass exodus i n  1972 o f  
non-Ugandan c i t i z e n s ,  and t h e  a l l o c a t i o n  of t h e i r  t r a d i n g  and 
small m a n u f a c t u r i n g  b u s i n e s s  t o  new owners w i t h o u t  t h e  
r e q u i s i t e  o u s i n e s s  e x p e r i e n c e .  The new owners were u n a b l e  t o  
o b t a i n  f i n a n c i n g  from commercial  banks  because  t h e y  were 
l a r g e l y  unknown, and t h e  UDB was r e q u e s t e d  by t h e  government  t o  
f i l l  t h e  gap.  A t  i ts  commencement, t h e r e f o r e ,  t h e  UDB s t a r t e d  
p l a y i n g  a  'non-developmental  r o l e  as a s h o r t  term commercial  
l e n d e r  i n  ' a d d i t i o n  t o  i ts  d e c r e e d  f u n c t i o n  a s  a  r n u l t i s e c t o r  
development  bank. T h i s  a l o n g  w i t h  mismanagement and o t h e r  
problems a s s o c i a t e d  w i t h  t h e  Ainin e r a  and t h e  l o o t i n g  and 
d e s t r u c t i o n  which o c c u r e d  d u r l n g  t h e  L ~ b e r a t i o n  war,  s e r i o u s l y  
undermined t h e  q u a l i t y  o f  t h e  UDB l o a n  p o r t f o l i o  and r e s u l t e d  
i n  t h e  l i n g e r i n g  f i n a n c i a l  problems s t i l l  be ing  f a c e d  today .  

The GOU is now a t t e m p t i n g  t o  b u i l d  t h e  UDi3 back i n t o  i ts major 
development  bank w i t h  a  s u b s t a n t i a l  r o l e  i n  i n v e s t m e n t  
f i n a n c i n g  i n  Key s e c t o r s .  I n  t h e  f u t u r e  t h e  UDB w i l l  
c o n c e n t r a t e  on medium and long  t e rm development  l e n d i n g  f o r  
commercia l  a g r i c u l t u r e ,  medium and l a r g e  i n d u s t r i e s ,  t r a n s p o r t  
and tour i sm.  Its r o l e  i n  l e n d i n g  t o  commerce and s m a l l  
i n d u s t r i e s  h a s  been d i s c o n t i n u e d .  I n  p r o d u c t i v e  s e c t o r s ,  ma in ly  
t h e  i n d u s t r i a l ,  however,  it h a s  run  i n t o  a major o b s t a c l e  
r e l a t e d  t o  c o n t i n u i n g  q u e s t i o n s  o f  ownersh ip  o f  c l i e n t  
e n t e r p r i s e s ,  and many r e h a ~ i l i t a t i o n  l o a n s  a r e  s t i l  w a i t i n g  f o r  
Government r e s o l u t i o n  of  t h e s e  d i s p u t e s .  T h i s  is much less of  a  
problem i n  t h e  a g r i c u l t u r a l  s e c t o r .  

Appendix 6 o f  Annex F  shows t h e  newly c r e a t e d  o r g a n i z a t i o n a l  
s t r u c t u r e  o f  t h e  UDB. 

The Board of  D i r e c t o r s  is a p p o i n t e d  by the ~ d i n i s t e r  of  F i n a n c e  
and c o n s i s t s  o f  up t o  sevem members i n c l u d i n g  t h e    over nor o f  
t h e  C e n t r a l  Bank and t h e  S e c r e t a r y  o f  t n e  T r e a s u r y  a s  permanent  
e x - o f f i c i o  members. The d e c r e e  e s t a b l i s h i n g  t h e  UDB s t i p u l a t e s  
t ha t  Board memoers whould nave e x 2 e r i e n c e  i n   ank king and 
f i n a n c i a l  matters. T h i s  h a s  been b r o a d l y  i n t e r p r e t e d ,  however,  
and a number come from b o l i t i c a l  oackgrounds  w i t h o u t  tae 
r e q u i s i t e  e x p e r i e n c e .  With t h i s  i n  mind, among o t h e r  q u e s t i o n s ,  
A I D  w i l :  r e s e r v e  t h e  r i g h t  t o  approve  a l l  l o a n s  i n  e x c e s s  of  
$200 ,000  b e i n g  f i n a n c e d  under t h e  p r o j e c t .  

A s  p a r t  o f  t h e  r e o r g a n i z a t i o n  p l a n  s p o n s o r e d  Dy t h e  IBKD/UNDP 
p r o j e c t ,  s i x  s e n i o r  p o s i t i o n s  a t  t h e  bank w i l l  be f i l l e d  by 
e x p a t r i a t e  p e r s o n n e l ,  a s  f o l l o w s :  



Department  

1. A s s i s t a n t  G e n e r a l  ~qanager  O p e r a t i o n s  
2. ~ s s i s t a n t  G e n e r a l  lqanager ( v a c a n t )  F i n a n c e  
3 .  Chie f  Accoun tan t  ( v a c a n t )  Accounts  
4.  I n d u s t r i a l  Eng inee r  I n d u s t r y  
5 .  F i n a n c i a l  A n a l y s t  I n d u s t r y  
6. I n d u s t r i a l  Economist  Ii laus t r y  

The a s s i s t a n t  g e n e r a l  manager f o r  o p e r a t i o n s  is p a r t i c u l a r l y  
s t o n g  and w i l l  be  t h e  c h i e f  UDB c o u n t e r p a r t  f o r  t h i s  p r o j e c t .  
The p r e s e n c e  o f  t h e  UNDP team and t h e  s o l i d  and b u s i n e s s l i k e  
c a p a b i l i t y  o f  t h e  a s s i s t a n t  g e n e r a l  manager were s i g n i f i c a n t  
f a c t o r s  i n  t h e  s e l e c t i o n  o f  t h e  UDB a s  t h e  p r i n c i p a l  ICI  f o r  
t n e  " p r o j e c t .  

I n  A p r i l  1984,  t h e  UDB had 58 p r o f e s s i o n a l  s t a f f ,  a s s i g n e d  a s  
f o l l o w s  : 

T o t a l  

G e n e r a l  Manager ' s O f f i c e  
I n t e r n a l  Audi tor  
O p e r a t i o n s  

Crops  
I n d u s t r y  
L i v e s t o c k  
Resea rch  ( n o t  o p e r a t i o n a l )  

S e c r e t a r i a t  
F i n a n c e  and A d m i n i s t r a t i o n  

Accounts  
Admin & P e r s o n n e l  

S u p e r v i s i o n  

T o t a l  

The above s t a f f  is  broken down w i t h i n  i n d i v i d u a l  d e p a r t m e n t s  i n  
Annex F, Appendix 6 .  

I n  a d d i t i o n  t o  t h e  e x p a t r i a t e  a s s i s t a n c e  p r o v i d e d  by t h e  UNDP, 
t h e r e  is t o  be  a  program of  e x t e r n a l f  f e l l o w s h i p s  f o r  s t a f f  
t r a i n i n g  i n c l u d i n g  i n t r o d u c t o r y  l i v e s t o c k ,  a g r i c u l t u r a l ,  and 
i n d u s t r i a l  p r o j e c t s  c o u r s e s  l a s t i n g  from f o u r  t o  s i x  weeks f o r  
a b o u t  20 newly r e c r u i t e d  p r o f e s s i o n a l  p e r s o n n e l .  P r o v i s i o n  h a s  
a l s o  been made f o r  s e n d i n g  a b o u t  12,UDB employees t o  e i g h t  t o  
n i n e  w e e k  development  uankiny s e m i n a r s  i n  Europe. 



Given t h e  above,  a d e ~ u a t e  measures  have  been deve loped  t o  d e a l  
w i t h  s t a f f  c o n s t r a i n t s  r e l a t e d  t o  i n d u s t r i a l  l e n d i n g .  By U D B ' s  
own a s s e s s m e n t ,  however,  and based  on a  r ev iew of  pending 
a g r i c u l t u r a l  l o a n  a p p l i c a t i o n s ,  b o t h  t h e  Crops  and L i v e s t o c k  
Degar tments  r e q u i r e  c o n s i d e r a b l e  s t r e n g t n e n i n g ,  e s p e c i a l l y  i n  
f i n a n c i a l  and p r o j e c t  a n a l y s i s  s k i l l s .  The n e d l y  formed 
Department  o f  S u p e r v i s i o n  and Xecovery is  a l s o  c r i t i c a l  t o  
s u c c e s s f u l  o p e r a t i o n s '  and l i k e w i s e  r e q u i r e s  s t r e n g t h e n i n g .  UDB 
n a s  r e q u e s t e d  a s s i s t a h c e  i n  ~ o t h  o f  t h e s e  a r e a s .  I t  is f e l t  
t h a t  b o t h  n e e d s  c a n  be  met w i t h  t h e  TA package  o f f e r e d  by t h e  
p r o j e c t ,  i e . ,  one l o n g  t e rm a g r  l c u l t u r a l  f i n a n c e  s p e c i a l i s t  and 
v a r i o u s  s h o r t  term c o n s u l t a n t s ,  i n  a d d i t i o n  t o  two o t h e r  c r e d i t  
s p e c i a l i s t s  t o  be s u p p l i e d  by t h e  Gersan  Government f o r  
l i v e s t o c k  and c r o p  p r o d u c t i o n .  

To f u r t h e r  improve on t h e  s t r u c t u r e  f o r  p r o j e c t  a p p r a i s a l ,  t h e  
d e s i g n  team recommended t h a t .  t h e  L i v e s t o c k  and Crops  
Depar tments  b e  combined i n t o  one A g r i c u l t u r a l  Department  a s  
many o f  t h e  pend ing  a p p l i c a t i o n s  a r e  f o r  mixed fa rms  and o t h e r  
a g r o - i n d u s t r  i a l  a c t i v i t i e s  where t h e r e  is c l e a r l y  o v e r l a p  
between t h e  two a r e a s  and r e l a t e d  d i s c i p l i n e s .  (See  P r o j e c t  
D e s c r i p t i o n ,  111, D.  2 . ,  f o r  t h e  t e c h n i c a l  a s s i s t a n c e  p l a n  and 
b a s i c  s c o p e  o f  s e r v i c e s . )  

c )  P o l i c i a s .  

The UDd l i m i t s  its e x p o s u r e  p e r  p r o j e c t  t o  t h e  l o w e s t  o f :  

- 80% o f  t h e  p r o j , e c t l s  c o s t -  
- 2U% o f  t h e  U D B ' s  n e t  wor th  

The bank a l s o  h a s  t h e  p o l i c y  of  n o t  a c c e p t i n g  any f o r e i g n  
exchange r i s k ,  y e t  t h e  m a t t e r  is n o t  c l e a r  w i t h  r e s p e c t  t o  
c e r t a i n  e x i s t i n g  c r e d i t s  (EEC, I D A ,  OPEC) between t h e  UDB and 
t h e  BOU. The i s s u e  o f  where t h e  f o r e i g n  exchange r i s k  is lodged  
is c r i t i c a l  and r e q u i r e s  r e s o l u t i o n  a s  commitments of  f o r e i g n  
l i n e s  o f  c red i t  may soon r e a c h  $130 m i l l i o n  (Annex F ,  Appendix 
4 ) .  Depending on t h e  economic s e c t o r  i n  q u e s t i o n  and GOU 
p r i c i n g  p o l i c i e s ,  d e v a l u a t i o n  of the s h i l l i n g  c o u l d  
s u b s t a n t i a l l y  i n c r e a s e  l o c a l  c u r r e n c y  d e b t  s e r v i c e  c o s t  on such  
l o a n s .  

Under t h e  RPE p r o j e c t ,  c l i e n t s  w i l l  r e p a y  l o a n s  i n  l o c a l  
c u r r e n c y  based  on t h e  p r e v a i l i n g  exchange r a t e  a t  t h e  t i m e  o f  
t h e i r *  drawdown w i t h  no f o r e i g n  exchange e x p o s u r e  be ing  p a s s e d  
t o  t h e  sub-borrower .  



d )  P roces s ing  and Procedures .  

Some 1 4  s t e p s  have been i d e n t i f i e d  i n  p roces s ing  a  l o a n  
a p p l i c a t i o n  i n  t h e  UDB, a l l  of which is handled i n  t h e  bank ' s  
head o f f i c e .  (Annex F c o n t a i n s  complete d e s c r i p t i o n . )  ~ l l  loans  
e v e n t u a l l y  go t o  t h e  Board of D i r e c t o r s  f o r  f i n a l  approva l .  The 
t o t a l  p roces s  t a k e s  abou t  s i x  months provided t h a t  p r o p o s a l s  
a r e  n o t  t u rned  back f o r  f u r t h e r  work. 

I t  is b e l i e v e d  t h a t  w i th  t e c n n i c a l  a s s i s t a n c e  and t r a i n i n g  a s  
proposed f o r  a g r i c u l t u r a l  p r o ~ e c t  a p p r a i s a l  and p roces s ing  t h e  
p roces s  can oe improved and s t r e a m l i n e d  t o  a  degree .  T n i s  w i l l  
be one of t h e  p r inc i i ?a l  t a s k s  of t h e  s h o r t  terrn Development 
Banker t o  a r r i v e  e a r l y  i n  t n e  p r o j e c t .  Also,  lower o rde r  l o a n s  
o r  ones  t h a t  become r o u t i n e  should  n o t  have t o  bo t o  t h e  Boar2 
f o r  approva l .  

Concerning s u p e r v i s i o n ,  q u a r t e r l y  v i s i t s  a r e  c a l l e d  f o r  t o  each 
borrower.  I n  p r a c t i c e ,  however, t h i s  has  no t  been p o s s i b l e  
because of t h e  s e c u r i t y  s i t u a t i o n  and t r a n s p o r t  d i f f i c u l t i e s .  
C l i e n t s  around Kampala have tended t o  be adequa te ly  supe rv i sed  
whi le  t h o s e  i n  more d i s t a n t  a r e a s  r e c e i v e  a lmost  no v i s i t s .  I n  
t h e  f u t u r e ,  assuming improvements i n  s e c u r i t y  and t r a n s p o r t  and 
wi th  a  s t r e n g t h e n e d  s u p e r v i s i o n  and moni tor ing  s t a f f  ( t h i s  
p r o j e c t  w i l l  c o n t r i b u t e  on t h e  a g r i c u l t u r a l  s i d e )  s u p e r v i s i o n  
should  improve s u b s t a n t i a l l y .  F u r t h e r ,  p a r t  of t h e  burden .  f o r  
t h i s  i n  more complex c a s e s  can be assumed by t h e  Techn ica l  
A s s i s t a n c e  E n t i t y  t o  oe e s t a b l i s h e d  by t h e  p r o j e c t .  Where 
neces sa ry ,  c e r t a i n  l o a n s  can i n c l u d e  f i n a n c i n g  f o r  t h i s  type  of 
fol low-up p r o j e c t  management c o n s u l t i n g  a s s i s t a n c e .  

e )  F i n a n c i a l  Condi t ion  

(1) P r i o r  Record 

Annex F, Appendix 1 is a  summary of U D B t s  income and 
e x p e n d i t u r e  s t a t e m e n t s  from 1978 through t h e  f i r s t  q u a r t e r  of 
1984. Appendix 2  shows t h e  ha lance  s h e e t s  f o r  t h e  same pe r iod .  
The UDB i n c u r r e d  l o s s e s  each year  from 1978 through 1983, wi th  
a  cuinulat ive  l o s s  a t  31  Qecember 1983 of Sh 729 m i l l i o n .  ( T o t a l  
s h a r e  c a p i t a l  a t  t h e  t ime was Sh 1 ,143 m i l l i o n . )  Outs tanding 
l o a n s  du r ing  t h e  p e r i o d  has  grown s u b s t a n t i a l l y  from 3h 125 
m i l l i o n  t o  Sh 2,358 m i l l i o n ,  most of which  took p l a c e  du r ing  
1983 when t h e  UDB began h e a v i l y  u t i l i z i n g  f o r e i g n  l i n e s  of 
c r e d i t .  The growth i n  borrowings inc reased  from Sh 9 m i l l i o n  i n  
1980 t o  3 ,241 i n  1983. Appendix 3  i s  a  h i s t o r i c a l  s t a t emen t  of 
s o u r c e s  and a p p l i c a t i o n  of funds.  



I t  s h o u l d  ue p o i n t e d  o u t  t h a t  a  7U% p r o v i s i o n  f o r  bad d e ~ t s  was 
made i n  1980 which r e p r e s e n t e d  a  p o t e n t i a l  write o f f  o f  Sh 90 
m i l l i o n ,  o u t  o f  a t o t a l  g o s s i a l e  of Sh 134 m i l l i o n .  Y e t  cu r ren t  
e x p e r i e n c e  i n d i c a t e s  t h a t  t h i s  p r o v i s i o n  is probably excessive. 
Loans g u t  on UDB1s books g r i o r  t o  t h e  f l o a t  o f  t h e  s h i l l i n g  can  
now b e  r e p a i d  w i t h  g r e a t l y  d e v a l u e d  s h i l l i n g s ,  and t h e s e  
b o r r o w e r s  a r e  v o l u n t a r i l y  c l e a r i n g  o l d  d e b t s  i n  o r d e r  t o  be 
e l i g i b l e  f o r  new l o a n s .  

A s  w i t h  o t h e r  i n s t i t u t i o n s  i n  Uganda, t h e  U D 6  s u f f e r e d  f r o n  t h e  
c h a o s  of  t h e  1 9 7 1  t o  1988 p e r i o d .  Account ing  s t a n d a r d s  were 
poor d u r i n g  t h i s  p e r i o d  and r e s u l t e d  i n  " q u a l i f i e d "  a u d i t s  f o r  
1980 and 1981. A p r i m a r y  r e a s o n  f o r  t h e  q u a l i f i c a t i o n s  was t h a t  
t h e  UDB c o u l d  n o t  p roduce  a  l is t  o f  i n d i v i d u a l  l o a n  b a l a n c e s  
showing s p e c i f i c  a l l o c a t i o n s  f o r  bad d e b t s .  The a c c o u n t s  
d e p a r t m e n t  i s  now a c t i v e l y  working on t h e  problem. 

( 2 )  P r e s e n t  P o s i t i o n  and P r o j e c t i o n s .  

The d r a f t  a u d i t  f o r  1983 nas been comple ted  oy P r i c e  Waterhouse 
( a t t a c h e d  a s  Appendix 5 )  and is b e i n g  rev iewed  by t h e  UDB. The 
most no tewor thy  e l e m e n t s  a r e  a s  f o l l o w s :  

o  A 1 6  f o l d  i n c r e a s e  i n  f o r e i g n  bor rowings  over  two y e a r s .  

o  A n e t  l o s s  f o r  t h e  y e a r  (1983) o f  Sh 4 7 3  m i l l i o n  compared 
t o  a  l o s s  o f  Sh 110 m i l l i o n  f o r  1982. ( S i g n i f i c a n t  
i n c r e a s e s  In a d m i n i s t r a t i v e  e x p e n s e s  a c c o u n t  i n  p a r t  f o r  
t h i s .  UDB is now m a i n t a i n i n g  a  much l a r g e r  s t a f f  t h a n  
b e f o r e  a n t i c i p a t i n g  g r e a t l y  i n c r e a s e d  l e n d i n g ,  e s p e c i a l l y  
i n  a g r i c u l t u r e . )  Another  p a r t  of  t h e  l o s s  r e s u l t e d  from a  
Sh 74 m i l l i o n  l o s s  i n  t h e  Ranch d e h a b i l i t a t i o n  Program due 
t o  s t o l e n  goods ,  d e a t h  o f  ca t t l e ,  and an  a p p a r e n t  f o r e i g n  
exchange l o s s .  F i n a l l y ,  under  t h e  EEC l i n e  o f  c r e d i t ,  t h e  
UDB is n o t  p e r m i t t e d  t o  p a s s  exchange r i s k s  on t o  t h e  
borrower .  T h i s  r e s u l t e d  i n  a  SH 193  l o s s  i n  1983.  

o UDdl s o p e r a t i o n a l  e f f i c i e n c y  improved d u r i n g  t h e  y e a r  and 
it is  making p r o g r e s s  i n  s o l v i n g  v a r i o u s  problems and t h e  
i m p l e m e n t a t i o n  of  imporoved sys tems .  

o  Concern ing  incoine, it is wor th  n o t i n g  now t h e  UDB a c c o u n t s  
for i n t e r e s t  income. The bank a c c r u e s  i n t e r e s t  o n l y  on 
l o a n s  g u a r a n t e e d  by t h e  GOU. O n  o t h e r  l o a n s  it a c c o u n t s  f o r  
i n t e r e s t  income o n l y  when t h e  money is  a c t u a l l y  r e c e i v e d .  
The 1983 i n t e r e s t  income from l o a n s  was S H  176 m i l l i o n  
which c o n t a i n e d  a t  l e a s t  SH 1 4 4  m i l l i o n  o f  a c c r u e d  income 
on GOU guaranteed l o a n s .  



Appendix 4 o f  t h e  f i n a n c i a l  annex shows t h e  approx imate  
p o s i t i o n  o f  UDB I n d u s t r i a l  Department  a t  31  Dec, 1984 w i t h  
r e s p e c t  t o  f o r e i g n  l i n e s  of  c r e d i t .  Even w i t h  t h e  e x t e r n a l  
a s s i s t a n c e  r e c e i v e d  from t h e  UNDP group  ( e x p a t r i a t e  e n g i n e e r  
and economis t )  it is n o t  l i k e l y  t h a t  t h e  Department  c o u l d  
r e s p o n s i b l y  a d m i n i s t e r  any more c r e d i t  oeyond t h e  $106 now 
a v a i l a b l e .  

I n  a g r i c u l t u r e ,  on t h e  o t n e r  hand,  t h e r e  is o n l y  one f o r e i g n  
l i n e  o f  c redi t  - ADB 11, Ranch R e h a b i l i t a t i o n  P r o j e c t ,  f o r  1 0  
m i l l i o n  u n i t s  of  a c c o u n t  ( a p p r o x i m a t e l y  $13 m i l l i o n )  which is 
a v a i l a b l e  t o  t h e  l i v e s t o c k  Department .  T h i s  h a s  now been a l m o s t  
f u l l y  d i s b u r s e d ,  and t n e  workload I n  the d e p a r t m e n t  is 
d r a s t i c a l l y  r educed .  Ho l i n e s  o f  c r e d i t  a r e  a v a i l a b l e  t o  t h e  
Crops  Dei?artment. These  two 'aepar tments  now have  a s i g n i f i c a n t  
e x c e s s  o f  s t a f f ,  some of  whom w i l l  be t r a n s f e r r e d  t o  t h e  new 
S u p e r v i s i o n  and Recovery Department .  The APE c r e d i t  c a n  e a s i l y  
be  s t a f f e d  from e x i s t i n g  p e r s o n n e l .  The c o n s t r a i n t ,  r a t h e r ,  is 
i n  t y p e s  and l e v e l s  of  s k i l l  on board .  

An i s s u e  of  c o n s i d e r a b l e  impor tance  t o  t h e  s u c c e s s f u l  
implementa t ion  of  UDB's l o a n  program is i ts  a b i l i t y  t o  m o b i l i z e  
l o c a l  c u r r e n c y .  The b e s t  use  o f  f o r e i g n  l i n e s  of  c r e d i t  is  f o r  
t h e  i m p o r t a t i o n  o f  needed f o r e i g n  goods ,  such  a s  f a c t o r y  
equipment .  Y e t  t h e  i m p o r t a t i o n  o f  such  equipment  is o n l y  p a r t  
of  a t y p i c a l  r e h a b i l i t a t i o n  Loan package .  The i n s t a l l a t i o n  and 
u t i l i z a t i o n  o f  s u c h  equipment  r e u i r e s  l o c a l  c o n s t r u c t i o n ,  
working c a g i t a l ,  and o t h e r  u s e s  of  l o c a l  c u r r e n c y .  

I n  most  c a s e s  t h e  l o a n  package  from t h e  UDB w i l l  have  t o  
i n c l u d e  t h e  l o c a l  c u r r e n c y  p o r t i o n  a s  w e l l  a s  t h e  f o r e i g n  
c u r r e n c y .  Recen t  e s t i m a t e s  i n d i c a t e  t h a t  f o r  e v e r y  $ 1  o f  
f o r e i g n  eschange  l e n t  $.SO o f  l o c a l  c u r r e n c y  may a l s o  be 
r e q u i r e d .  The I n d u s t r i a l  Department  c u r r e n t l y  h a s  f o r e i g n  l i n e s  
of c r e d i t  t o t a l l i n g  $106 n ~ i l l i o n  which t h e o r e t i c a l l y  would 
r e q u i r e  a s  much a s  Sh 17  b i l l i o n  i n  l o c a l  c u r r e n c y .  The 
combined s a v i n g s  of  a l l  t h e  commercial  D a m s  i n  Uganda, 
however,  d o e s  n o t  t o t a l  1 7  b i l l i o n .  C u r r e n t l y  t h e r e  is no 
e x c e s s  l i q u i d i t y  i n  t h e  sys tem,  i n  p a r t  due t o  r e a s o n s  
e x p l a i n e d  e a r l i e r  under  t h e  f i n a n c i a l  a n a l y s i s .  There  p r o b a b l y  
is, however,  a  f a i r  amount o f  unrecorded  l i q u i d i t y  i n  r u r a l  
a r e a s .  

A c o n d i t i o n  t o  t h e  I D A  l o a n  was t h a t  UDB s n a r e  c a p i t a l  be 
i n c r e a s e d  by t h e  government  a t  a r a t e  of  Sh 100 m i l l i o n  a  y e a r  
f o r  t h r e e  y e a r s .  T h i s  h a s  n o t  oeen m e t .  The IDA c r e d i t  a l s o  
p r o v i d e d  t h a t  t h e  f i r s t  $10 m i l l i o n  o f  t h e  $30 m i l l i o n  c r e d i t  



d i s b u r s e d  would be conver ted  t o  e q u i t y  i n  t h e  UDB. UDB now has  
about  $15 m i l l i o n  worth of  p r o j e c t s  t o  be f inanced  by t h e  
c r e d i t  a lmost  ready yo move. 

Even tua l ly ,  p r i n c i p a l  and i n t e r e s t  payments from UDB l o a n s  w i l l  
be s u f f i c i e n t  t o  p rov ide  t h e  s h i l l i n g s  needed t o  implement new 
p r o j e c t s  planned.  Yet due t o  t h e  g r a c e  p e r i o d s  provided f o r  i n  
most UDB l o a n s  t h e s e  l o a n  repayments w i l l  n o t  bz s i g n i f i c a n t  i n  
t h e  i n i t i a l  yea r s .  For t h e s e  r e a s o n s ,  it is neces sa ry  t o  s e c u r e  
t h e  l o c a l  cu r r ency  p a r t  f o r  t h e  p r o j e c t  through t h e  proposed 
r e d i s c o u n t  f a c i l i t y  p rov ided  by t h e  BOU. The l i q u i d i t y  is j u s t  
n o t  i n  t h e  system t o  beg in  wi th .  

( 3 )  Loan Recover ies  

UDB's s u c c e s s  a s  an I C I  w i l l  depend on i t s  a b i l i t y  t o  p r o p e r l y  
a p p r a i s e  and s u p e r v i s e  l o a n s  and keep d e f a u l t s  t o  r ea sonab le  
minimums. Cons iderab le  e f f o r t  i s  now underway i n  upgrading and 
s t r e a m l i n i n g  UDB o p e r a t i o n s .  The p a s t  g i v e s  l i t t l e  i n d i c a t i o n  
of what U D B ' s  performance is l i k e l y  t o  be i n  t h e  f u t u r e  a s  t h e  
bank is going through a  p e r i o d  of  s u b s t a n t i a l  t r ans fo rma t ion .  

~ q e v e r t h e l e s s ,  c u r r e n t  in format ion  a t  UDB indicates t h a t  a11  t h e  
changes and upgrading t h a t  has  been t a k i n g  p l a c e  a t  t h e  bank 
has  n o t  y e t  r e s u l t e a  i n  an improvement i n  l o a n  r e c o v e r i e s .  
Because of  g r a c e  p e r i o d s ,  very l i t t l e  of UDB's l o a n s  have any 
p r i n c i p a l  due,  y e t  i n t e r e s t  is t o  be paid. Taking i n t o  account  
t h a t  abou t  8 2 %  of 1983 i n t e r e s t  income was accr.ued, b u t  no t  
c o l l e c t e d  and t n e  u n c o l l e c t e d  i n t e r e s t  (Sn 133 mll1;on) on 
o t h e r  l o a n s  ( n o t  guarangeed by t h e  GOU) t h i s  percen tage  
i n c r e a s e s  t o  9d4. 

UDB f i n a n c i a l  performance f o r  t h e  f i r s t  q u a r t e r  of 1984 a i s o  
i n d i c a t e s  poor r e c o v e r i e s .  During t h e  q u a r t e r  UDB expec ted  loan  
r e c o v e r i e s  ( p r i n c i p a l l y  from l n t e r e s t  and d e l i n q u e n t  l o a n s )  of 
Sh 339 m i l l i o n .  Ac tua l  r e c o v e r i e s  were l e s s  than  Sh 5 m i l l i o n .  

The Supe rv i s ion  an Recover ies  Department needs  t o  be 
s u b s t a n t i a l l y  improved be fo re  UDB w i l l  be a v i a b l e  
s e l f - s u s t a i n i n g  i n s t i t u t i o n .  The s t r e n g t h e n i n g  p roces s  is s t i l l  
underway. I f  UDB can n o t  improve i ts  recovery  r a t e ,  funds  
c u r r e n t l y  planned f o r  onlendiny through UDB should  be channeled 
through o t h e r  I C I ' s  The P r o j e c t  Loan Agreement w i t h  t h e  BOU 
should  s t i p u l a t e  c e r t a i n  performance t a r g e t s  i n  terms of 
de l inquency  and d e f a u l t  r a t e s  p e r m i t t e d  which i f  exceeded would 
r e s u l t  i n  suspens ion  of d i sbursements .  



2. Other  I C I s  

i4uch more l i m i t e d  a n a l y s e s  were c a r r i e a  o u t  on G r i n d l a y s  bank 
and t h e  Uganda Comnerc ia l  Bank (See  Annex F) Summaries a r e  n o t  
included h e r e  as  much more comple te  a n a l y s e s  w i l l  have t o  be 

- made b e f o r e  any l o a n s  a re  channe led  th rough  these o r  any o t h e r  
banks  o u t s i d e  of the UDB. I t  is wor th  n o t i n g ,  however,  t h a t  
b o t h  t h e s e  banks  o f f e r  real p o s s i b i l i t i e s ,  e s p e c i a l l y  G r i n d l a y s  
e a r l y  i n  t h e  program, and c o ~ n m e r c i a l  oank p a r t i c i p a t i o n  w i l l  De 

- encouraged  t o  t h e  e x t e n t  p o s s i b l e .  

3 .  Conc lus ion .  

The s e l e c t i o n  of UDd a s  t h e  principal I C I ,  d e s p i t e  v a r i o u s  
n e g a t i v e  f i n a n c i a l  pe r fo rmance  i n d i c c t o r s  above,  was based  on 
t n e  f o l l o w i n g  f a c t o r s :  

o  The Cooperative oevelo2ment  c o u l d  n o t  De u t i ~ i z e a  aue  t o  a 
c o n c l u s i o n s  r e g a r d i n g  i t s  f i n a n c i a l  c o n d i t i o n .  

: o  The UDB 1s t h e  o n l y  p u b l i c  s e c t o r  i n s t i t u t i o n  w i t h  t n e  
mandate and t h e  s t r u c t u r e  t o  work w i t h  t h e  A I D  s e l e c t e d  
t a r g e t  e n t e r p r i s e  g roup  - i e . ,  s m a l l  t o  medium 
a g r i c u l t u r a l l y  based e n t e r p r i s e  w i t h  a  need f o r  i n v e s t m e n t  
a s  opposed t o  commercia l ,  s h o r t e r  t e rm l e n d l n g .  

o  The IBRD/UNDP team a t  t h e  UDB, i n  t h i s  c a s e ,  is a r e a l  p l u s  
i n  terms of  t h e  p o s i t i v e  impact  i t  c a n  nave on o v e r a l l  
management and s y s t e m s  improvement. A I D  c a n  have more 
impact  a t  lower c o s t  working w i t h  t h i s  g roup  due t o  t h e  
g r e a t e r  c o n c e n t r a t i o n  o f  e f f o r t  r e s u l t i n g  from t h e  combined 
e f f o r t .  

o  The Uganda Commercial aank is a  $ o s s i b i l i t y ,  is b e i n g  
promoted by t h e  Government, and w i l l  be c o n s i d e r e d  a s  a  
p o t e n t i a l  l e n d e r  under t h e  p r o j e c t .  I t  i s  now, however,  
g e a r e d  f o r  t h e  type of  l e n d i n g  c o n t e m p l a t e d ,  b e i n g  f o c u s s e d  
p r i m a r i l y  on s h o r t  term corainercial c r e d i t .  There  a r e  a l s o  
u n r e s o l v e d  f i n a n c i a l  and a b s o r p t i v e  c a p a c i t y  q u e s t i o n s  w i t h  
t h i s  bank. 

With r e s p e c t  t o  t h e  o t h e r  c o ~ n m e r c i a l  banks ,  c h i e f l y  
G r i n d l a y s ,  t h e  USAID is v e r y  i n t e r e s t e d  i n  hav ing  them 
p a r t i c i p a t e .  done a t  c h i s  p o i n t  would be w i l l l a g  t o  t a k e  
t h e  l e a d ,  however. They w i l l  w a i t  and see and make the i r  
own d e t e r m i n a t i o n s  on t h e  b a s i s  of  d e t a i l e d  packages  once 
t n e y  have  been f i r m e d  up and become a v a i l a b l e .  Such a  r o l e  
f o r  t h e  commercia l  banks  would a l m o s t  c e r t a i n l y  n o t  be  
a c c e p t a b l e  t o  t h e  GOU e i t h e r ,  a t  l e a s t  n o t  i n i t i a l l y .  



E Lendinq C r i t e r i a .  

Lending c r i t e r i a  is s t i l l  i l l u s t r a t i v e  and w i l l  oe r e f i n e d  
du r ing  t h e  d e t a i l e d  p lanning  and n e g o t i a t i n g  s t a g e  of t h e  
p r o j e c t  and submi t t ed  f o r  app rova l  by A I D  a s  a  p a r t  of a 
c o n d i t i o n  p r e c e d e n t  t o  disbursement  f o r  t h e  c r e d i t  component. 
Descr ibed below a r e  c e r t a i n  minimums, however. 

1. I C I  E l i g i b i l i t y  

o  The I C I  must be a l e g a l l y  c h a r t e r e d  bank or  f i n a n c i a l  
i n s t i t u t i o n  a u t h o r i z e d  t o  o p e r a t e  i n  Uganda wi th  an 
e s t a b l i s h e d  program of l end ing  t o  p r i v a t e  e n t e r p r i s e .  

o  The I C I  must be a b l e  t o  d e n o n s t r a t e  adequa te  s t a f f ,  
o p e r a t i n g  p rocedures ,  and f i n a n c i a l  c o n a i t i o n  t o  s a t i s f y  
A I D  a s  t o  i t s  a b i l i t y  t o  l end  r e s p o n s i b l y  under t h e  terms 
of t h e  p r o j e c t .  

o  The I C I  must be prepared  t o  a b i d e  by A I D  p o l i c y ,  grogram 
and p r o j e c t  c r i t e r i a  a s  suinmarized below f o r  t h e  
sub-borrower group,  which, among o t h e r  t h i n g s ,  imp l i e s  a  
s o l i d  a n a l y t i c a l  a p p r a i s a l  c a p a b i l i t y  i n  terms of 
s u b - p r o j e c t  e l i g i b i l i t y ,  f e a s i ~ i l i t y  and v i a ~ i l i t y .  

Note t h a t  i n  t h e  c a s e  of t h e  UDB, it h a s ,  i n  e f f e c t ,  been 
p a r t i a l l y  p r e - q u a l i f i e d  through a n a l y s i s  c a r r i e d  o u t  du r ing  
f i n a l  des ign .  F u r t h e r ,  t e c h n i c a l  a s s i s t a n c e  is being provided  
t o  t n e  UDB, i n  , p a r t ,  s o  t h a t  it w i l l  be a b l e  t o  coinply w i t h  
e s t a b l i s h e d  c r i t e r i a ,  e s p e c i a l l y  i n  terms of a p p r a i s a l  
c a p a b i l i t y .  Other l e n d e r s  d i l l  nave t o  p r e s e n t  a e t a i l e d  
ev idence ,  s a t i s f a c t o r y  t o  t h e  BOU and t o  A I D ,  t h a t  t hey  have 
t h e  c a p a b i l i t y  and t h e  commitment t o  comply with  c r i t e r i a ,  
norms, and s t a n d a r d s  r e q u i r e d  by t h e  p r o j e c t .  

2. Sub-Borrower E l i g i b i l i t y .  

o  Borrowing e n t e r p r i s e s  must be Ugandan owned and c o n t r o l l e d  
w i t h  t h e i r  p r i n c i p a l  p l a c e  of Dusiness i n  Uganda. 

o A l l  p r o j e c t  a s s i s t e d  e n t e r p r i s e s  ( i n c l u d i n g  c o o p e r a t i v e s )  
must be i n  t h e  p r i v a t e  s e c t o r  and be prof  it making 
v e n t u r e s .  I n  t h e  c a s e  of c o o p e r a t i v e s ,  PVOs,  o r  o the rwi se  
n o n - p r o f i t  making e n t e r p r i s e s ,  they  must be a b l e  t o  
demons t ra te  t h a t  t hey  a r e  s eek ing  t o  maximize n e t  r e t u r n s  
and t o  c a p i t a l i z e  f o r  f u r t h e r  investment  and growth. 



o  All e n t e r p r i s e s  must pr irnar i l y  o p e r a t e  i n  t h e  a g r i c u l t u r a l  
s e c t o r ,  e i t h e r  i n  p roduc t ion  o r  p s ~ c e s s i n g  o r  s e r v i c e  
a c t i v i t i e s  d i r e c t l y  l i n k e d  ( forward o r  backward) t o  
a g r i c u l t u r e .  

One of t h e  fo l lowing  key c o n d i t i o n s  must be m e t :  

o  Labour i n t e n s i v e  (maximum of $6,u00 per  job c r e a t e d ) ,  

o Bave c l e a r  p o t e n t l a l  f o r  import  s u b s t i t u t i o n  or  e x p o r t ,  

o  Provide  i n c r e a s e d  markets ,  i n p u t s ,  o r  s e r v i c e  f o r  
a g r i c u l t u r a l  p roduc t ion  based on l o c a l l y  a v a i l a b l e  i n p u t s .  

4 .  A I D  Program/Policy C r i t e r i a .  

t h e  fo l lowing  A I D  program and p o l i c y  c r i t e r i a  a t  a minimum 
will be n e t :  

o  adequa te  p lanning  and c o s t i n g  [ S e c t i o n  6 1 1  a ) ] ,  

o  environmental  soundness wi th  p r o t e c t i v e  o r  m i t i g a t i n g  
measures where neces sa ry  (See Environmental  Analys i s ,  
f o l l owing  s e c t i o n )  . 

o  f i n a n c i a l  soundness - adequa te  p r o j e c t e d  r a t e s  of r e t u r n ,  

o  t e c h n i c a l  soundness - a p p r o p r i a t e  technology t o  be 
employed) , 

o  s o c i a l  soundness - adequa te  c o n s i d e r a t i o n  of e q u i t y  
concerns ,  and 

d 

o  manager ia l  competence t o  execu te  t h e  p r o j e c t  i n  accordance 
wi th  th-e approved terms and p l a n  of t h e  loan .  

Wi th  r e s p e c t  t o  any of t h e s e  c r i t e r i a ,  sub-borrowers may 
r e c e i v e  assistance, i f  neces sa ry ,  from t h e  t e c h n i c a l  a s s i s t a n c e  
e n t i t y  d e s c r i b e d  e a r l i e r ,  e i t h e r  oy cho ice  o r  a s  r e q u i r e d  by 
t h e  l end ing  I C I  i n  o rde r  t o  r e c e i v e  t h e  loan .  Sub-borrowers, of 
cou r se ,  w i l l  be f r e e  t o  seek o u t  any source  of a s s i s t a n c e  they  
choose t o  meet t h e  aoove c r i t e r i a ,  b u t  t hey  must meet i t  i n  
o r d e r  t o  q u a l i f y .  

I t  should  a l s o  be noted h e r e ,  t h a t  any loan  f o r  a t o t a l  amount 
of over $200,000 of  p r o j e c t  funding w i l l  be d i r e c t l y  approved 
by The  A I D  miss ion  d i r e c t o r .  



E. Env i ronmenta l  C o n s i d e r a t i o n s  

1. G e n e r a l  Env i ronmenta l  C a t e g o r i e s  

I n  g e n e r a l ,  s m a l l - s c a l e  i n d u s t r i e s  i n  d e v e l o p i n g  c o u n t r i e s  do 
n o t  have  s e v e r e  e n v i r o n m e n t a l  i m p a c t s ,  s i m p l y  because  of t h e i r  
s m a l l  s i z e .  However, e x c e p t i o n s  e x i s t  i n  t h e  form of l a r g e r  
a g r o - i n d u s t r i e s  where amounts o f  o r g a n i c  w a s t e  a r e  produced i n  
e x c e s s  o f  tae c a p a c i t y  o f  t n e  l o c a l  sewerage  sys tem.  E x c e g t i o n s  
a l s o  o c c u r  when a  small e n t e r p r i s e  p r o d u c e s  t o x i c ,  obnoxious  o r  
c o n t a m i n a t i n g  compounds t h a t  c o u l d  p o s e  h e a l t h  t h r e a t s  o r  
d e g r a d e  t h e  env i ronment .  Thus a  s m a l l  e l e c t r o p l a t i n g  p l a n t ,  
t a n n e r y  o r  t e x t i l e  p l a n t  c o u l d  be c o n s i d e r e d  a  v e r y  s m a l l  
i n d u s t r y  b u t  c o u l d  s t i l l  have  f a r - r e a c h i n g  n e g a t i v e  i m p a c t s  on 
t h e  l o c a l  env i ronment .  

I n  o r d e r  t o  a s s u r e  t h a t  t h e  e n v i r o n m e n t a l  e f f e c t s  of  a 1 1  
a c t i v i t i e s  t o  b e  f i n a n c e d  by t h i s  p r o j e c t  a r e  t h o r o u g h l y  
rev iewed  i n  a c c o r d a n c e  w i t h  t h e i r  p o t e n t i a l  f o r  e n v i r o n m e n t a l  
harm, and t o  a s s u r e  t h a t  a c t i v i t i e s  which have  s i g n i f i c a n t  
p o t e n t i a l  f o r  harm a r e  ~ d e n ' t i f i e d  ( r e g a r d l e s s  of  t h e  s i z e  of  
t h e  a c t i v i t y  i n  monetary  terms),  a s y s t e m  f o r  c l a s s i f i c a t i o n  of  
l o a n  a p p l i c a t i o n s  is p roposed  below which p r o v i d e s  a s c e n d i n g  
l e v e l s  o$ env i ronmenka l  rev-iew depend ing  on s i z e  o f  a c t i v i t y  
and p o t e n t i a l  f o r  e n v i r o n m e n t a l  narm. I n  t h e  p r e s e n t  p r o j e c t ,  
p r i o r  t o  e v a l u a t i n g  any l o a n  a g a i n s t  t h e  RPE c r i t e r i o n  f o r  
" e n v i r o n m e n t a l  soundness" ,  t h e  LC1 and/or  t h e  USAID-funded 
t e c h n i c a l  s e r v i c e s  team s h o u l d  a s s e s s  which c a t e g o r y  t h e  l o a n  
w i l l  f a l l  i n t o .  The g e n e r a l  categories are b r i e i l y  d e s c r i b e d  
below and s h o u l d  b e  e a s y  t o  a p p l y .  However, i f  any d o u b t  
e x i s t s ,  e i t n e r  t h e  USAID o r  t n e  Prime C o n t r a c t o r  a d v i s o r y  g roup  
c a n  c a l l  on t h e  s e r v i c e s  o f  t h e  i n - c o u n t r y  Env i ronmenta l  
Advisory  Committee ( a s  d e s c r i b e d  i n  At tachment  I of  t h e  I E E  i n  
t h e  P I D )  . 

C l a s s  I E n t e r p r i s e s .  

Those e n t e r p r i s e s  which are  small-scale e n t e r p r i s e s  p r o d u c i n g  
n o n - t o x i c  s u b s t a n c e s  (e .g .  c h i c k e n  hatcher ies ,  small d a i r y  
f a r m s ,  f a r m  i n p u t  and equipment  s u p p l y ,  e tc .)  R e h a b i l i t a t i o n  
of  t h e s e  e n t e r p r i s e s  i n  most cases w i l l  i n v o l v e  r e p a i r  o r  
r e p l a c e m e n t  o f  p a r t s  f o r  e x i s t i n g  equipment  w i t h  a v e r a g e  
i n v e s t m e n t  p e r  e n t e r p r i s e  a n t i c i p a t e d  t o  be i n  t h e  $25 ,000  
range .  



C l a s s  I1 E n t e r p r i s e s  

Any e n t e r p r i s e  ( e s p e c - i a l l y  a g r o - i n d u s t r i e s )  p r o d u c i n g  l a r g e  
amounts of  o r g a n i c  w a s t e  o r  o r g a n i c  e f f l u e n t s  c a s a b l e  of 
e x c e e d i n g  t h e  capacity of loca l  sewage t r e a t m e n t  p l a n t s ,  would 
be c l a s s i f i e d  as  Class  11. Several small  and Larye Class  I1 
a g r o - i n d u s t r i e s  have  a l r e a d y  been a s s e s s s e d  f o r  o r g a n i c  waste 
p r o d u c t i o n  ?na e f f l u e n t  l o a d s .  T h i s  a s s e s s m e n t  was c a r r i e d  o u t  
e a r l i e r  by t h e  Envr ionmenta l  Advisory  Committee ( s e e  At tachment  
I V  of IEE i n  PID) .  T h i s  a s s e s s m e n t  showed t h a t  n o s t  of t h e s e  
a g r o - i n d u s t r i e s  w i l l  be p r o d u c i n g  o r g a n i c  w a s t e s  t h a t  c a n  be 
t r e a t e d  by r e h a b i l i t a t i o n  of p r e s e n t  w a s t e  p i t s  o r  d i g g i n g  new 
o r  l a r g e r  o x i d a t i o n  ponds  i n  o r d e r  t o  t r e a t  t h e  l a r g e r  
q u a n t i t i e s  o f  was tewate r  e x p e c t e d .  

C l a s s  111 E n t e r p r i s e s  

Smal l  o r  l a r g e  e n t e r p r i s e s  where t o x i c  w a s t e s  o r  i n d u s t r i a l  
e f f l u e n t s  a r e  e x p e c t e d  ( a s  opposed t o  t h e  m o s t l y  o r y a n i c  w a s t e s  
t y p i c a l  of a g r o - i n d u s t r i e s )  s h o u l d  be i n c l u d e d  i n  C l a s s  111. A 
good example of  C 1 a s s : I I I  would oe t h e  EMCO industrial s i t e  
ment ioned i n  t h e  EAC ~ s s e s s m e n t  (At tachment  I V  o f  EEE i n  P I D ) .  
T h i s  e n t e r p r i s e  w i l l  D e  p roduc ing  a  mixed i n d u s t r i a l -  
a g r i c u l t u r a l  e f f l u e n t . w h i c h  w i l l  need a  p r o p e r  was tewate r  
t r e a t m e n t  f a c i l i t y ,  P r a c t i c a l  g u i d e l i n e s ,  such  a s  t h e  UN/ESCAP 
G u i d e l i n e s  f o r  i n d u s t r i a l  p o l l u t i o n  c o n t r o l  i n  t r o p i c a l  
c o u n t r i e s  w i l l  be  a v a i l a b l e  f o r  u s e  i n  p r e p a r a t i o n  o f  
e n v i r o n m e n t a l  a s s e s s m e n t s ,  These ESCAP g u i d e l i n e s  a r e  
a v a i l a b l e  w i t n  t n e  EAL f o r :  f e r t i i i z e r ,  s u g a r ,  d i s t i l l i n g ,  
s t a r c h  p r o d u c i n g ,  e l e c t r o p l a t i n g ,  t a n n i n g  and f i s h  p r o c e s s i n g  
i n d u s t r i e s .  G u i d e l i n e s  w i l l  be a v a i l a b l e  l a t e r  f o r  o t h e r  
i n d u s t r i e s ,  and w i l l  b e  k e p t  on f i l e  w i t h  t h e  EAC. 

Env i ronmenta l  Review P r o c e d u r e s  

C l a s s  I A c t i v i t i e s  

The R e g i o n a l  ~ n v i r o n m e n t a l  O f f i c e r  (REO) w i l l  be s e n t  c o p i e s  of  
a l l  l o a n  a p p l i c a t i o n  which a r e  p l a c e d  i n t o  C l a s s  I by t h e  
implementing ICI1s. The SEO w i l l  s c r e e n  t h e s e  a p p l i c a t i o n s  t o  
d e t e r m i n e  t h e  a p p r o p r i a t e n e s s  o f  t h e  c l a s s i f i c a t i o n  o f  t h e  
a c t i v i t y  and t o  i d e n t i f y  any a c t i v i t y  which,  r e g a r d l e s s  of  
c l a s s i f i c a t i o n ,  may have  a s i g n i f i c a n t  a d v e r s e  e f f e c t  on t h e  
env i ronment .  No s p e c i a l  e n v i r o n m e n t a l  a n a l y s i s  would be 
r e q u i r e d  w i t h  l o a n  a p p l i c a t i o n s  f o r  C l a s s  I a c t i v i t i e s  and no 
e n v i r o n m e n t a l  a s s e s s m e n t  o f  t h e  a c t i v i t y  would be u n d e r t a k e n ,  
u n l e s s  t h e  a p p l i c a t i o n  r e f l e c t s  an  a s p e c t  of  t h e  a c t i v i t y  t h a t  
is l i k e l y  t o  have  s i g n i f i c a n t  a d v e r s e  e f f e c t  on t h e  



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 TI Activities 

Loan appiications f o r  Class I1 activities dill be required to 
include an enrironmental review (ER) along with plans 
especially for treatment of waste. Where tne loan applicant 
cannot carry out such an (ER), the technical services team will 
call1 on the services of tile EAC. (Note: - an environmental 
review (ER) differs consider ably from the environmental 
assessment (EA) called.for in Class 111 activities. An d R  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 R E 0  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 11, which require financing under 
$200,000 (i.e.  elo ow the AID approval level), the environmental 
section of the loan application (the ER) will be reviewed by 
the RZO 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 ~ission 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 De provided by the technical 
assistance contractor or the EAC, evaluation by GOU and AID and 
a requirement to correct any deficiencies discovered as the 
result of such monitoring or evaluation. Sanctions, will also 
be included, sucn as non-compliance senalties, suspension of 
loan disbursement, or loan repayment acceleration for failure 
to put adequate waste .treatment facilities into operation. 

C) Class I11 Activities 

In loan applications for Class I11 activities (regardless of 
funding level) the applicant will be required to include 
detailed plans for an adequate waste disposal plant Dased upon 
an environmental assessment (EA). This will be included with 
the application. (Note: - An environmental assessinent (EA) is a 
detailed study, usually undertaken by consulting companies and 
folLows the detailed instructions set down in Rsy 16 (Section 
216.61, a copy of which is on file with the EAC). The 



e n v i r o n i n e n t a l  a s p e c t s  of  t n e  d e s i g n ,  o p e r a t i o n  and m o n i t o r i n g  
prograin f o r  t h i s  p l a n t  w i l l  be  reviewed and approved by t h e  
i 4 i s s i ~ n  D i r e c t Q r  a s  p a r t  of  t h e  AID l o a n  a p p r o v a l  drscess, I t  
i s  e x p e c t e d  t h a t  a l l  l o a n s  f o r  a c t i v i t i e s  i n  t h i s  c l a s s  w i l l  
exceed  $ 2 0 0 , 0 0 0  and t n e r e f o r e  w i l l  o e  s u b j e c t  t o  A I D  a p p r o v a l .  
Later agreements  would be  r e q u i r e d  t o  c o n t a i n  t h e  same s p e c i a l  
p r o v i s i o n s  r e g a r d i n g  m o n i t o r i n g  and r e c t i f i c a t i a n  of 
d e f i c i e n c e s  a s  p r o v i d e d  f o r  i n  t h e  c a s e  o f  C l a s s  II 
a c t i v i t i e s .  The a f f l u e n t s  i n  t h e  c a s e  of b o t h  C l a s s  I1 and III 
must meet t h o s e  s t a n d a r d s  set  by t h e  Uganda Water and Sewerage 
C o r p o r a t i o n  p r i o r  t o  s t a r t - u p .  - 

d )  Pest ic ide A c t i v i t i e s  

Any ' l o a n  a a p l i c a t i o n  where p e s t i c i d e  u s e  is c o n t e m p l a t e d ,  
( r e g a r d l e s s  o f  amount o r  c a t e g o r y )  w i l l  have  t o  i n c l u d e  a  
r i s k - b e n e f i t  a n a l y s i s  as c a l l e d  f o r  i n  Reg. 1 6  ( S e c t i o n  
216 .3b) .  A  copy o f  Reg 1 6  which w i l l  be on f i l e  w i t h  t h e  EAC. 
T h i s  a n a l y s i s  w i l l  be reviewed in- t h e  same manner ds p r e s c r i b e d  
above f o r  r ev iew of t h e  o t h e r  e n v i r o n m e n t a l  a s p e c t s  of  t h e  l o a n  
a p p l i c a t i o n .  

e )  I n  a l l  of  t h e  above a c t i v i t i e s  t h e  
d n v i r o n m e n t a l  Advisory  Committee (EAC) i n  Kampala a t  Makerere 
U n i v e r s i t y  w i l l  be a v a i l a b l e  t o  a s s i s t  t n e  I C I s  and t h e  
t e c h n i c a l  s e r v i c e  team i n :  

(1) r e v i e w i n g  a l l  l o a n  a p p l i c a t i o n s ;  

( 2 )  a s s i g n i n g  a p p l i c a t i o n s  t o  t h e i r  p r o p e r  e n v i r o n m e n t a l  
c l a s s ;  

( 3 )  c a r r y i n g  o u t  e n v i r o n m e n t a l  r e v i e w s  ( E K ' s )  f o r  C l a s s  I1 
l o a n s  where n e c e s s a r y ;  

( 4 )  a d v i s i n g  a p p l i c a n t s  on a v a i l a b i l i t y  o f  c o n s u l t i n g  
f i r m s  c a p a b l e  of  c a r r y i n g  o u t  e n v i r o n m e n t a l  
a s s e s s m e n t s  ( Z A ' s )  f o r  Class I11 l o a n  a p p l i c a t i o n s ;  
and 

(5)  p o s s i b l y  p a r t i c i p a t i n g  i n  t h e  p r e p a r a t i o n  o f  E A ' s  
where p r a c t i c a l .  

3 .  Fundinq.  

Funding and and c o n s u l t i n g  t i m e  is a v a i l a b l e  f o r  the p r o v i s i o n  
o f  s e r v i c e s  t o  a s s i t  t h e  I C I  a p p l i c a n t s  and the t e c h n i c a l  
a s s i s t a n c e  a d v i s o r y  team t o  rev iew t h e  e n v i r o n m e n t a l  a s p e c t s  of 
l o a n  a p p l i c a t i o n s  s u b m i t t e d .  



4. Covenants and Conditions 

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

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

I 
I 

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

c) The Government will covenant an agreeiaent to require 
implementing credit institutions to include the following 
conditions/covenants in each sub-loan agreement : 

(I) With respect to all Class I1 and Class 111 
activities, a covenant whereby the borrower agrees 
that production operasions will not commence until 
adequate facilities for oryanic 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 lnonitoring) 
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 11 and I11 will 
be aeferred and will oe made by the Mis'sion Director at the 
time of approval of the loan application. 



Note: Th i s  s e c t i o n  on environmental  c o n s i d e r a t i o n s  was prepared  
f o r  i n c l u s i o n  i n  t h e  P r o j e c t  Paper by RE0 (Gaudet) and RLA 
( s c o t t )  , ~ D S O / E S A .  

G. S o c i a l  Soundness. 

The f u l l  s o c i a l  soundness a n a l y s i s ,  found i n  Annex S f  reviewed 
t h e  two p r i n c i p a l  components of t h e  p r o j e c t ,  i e . ,  I C I  
s t r e n g t n e n i n g  and e n t e r p r i s e  development. A number of r e a l  
and p o t e n t i a l  c o n s t r a i n t s  a r e  p o i n t e d  o u t  and means of 
add res s ing  tnem noted o r  recommended t o  Improve t h e  p r o j e c t ' s  
s o c i o c u l t u r a l  f e a s i b i l i t y .  P re sen ted  h e r e  a r e  t h e  main 
conc lus ions  on ly .  

1. Nith r e s p e c t  t o  t h e  ICI (UDB)  component, a  combinat ion of 
s t r a t e g i e s  was recommended, i n c l u d i n g ;  a )  the  placement of a  
long term e x p a t r i a t e  t e c h n i c a l  a s s i s t a n c e  t e a n  o u t s i d e  t h e  bank 
t o  s u p p o r t  bank c l i e n t s  (sub-borrowers from t h e  p r o j e c t ) ,  b )  
d i r e c t  t e c h n i c a l  a s s i s t a n c e  and t r a i n i n g  t o  t h e  U D J ~  i n  c r i t i c a l  
a r e a s  t o  i n c r e a s e  e f f e c t i v e n e s s  and ou t reach , , .wi th  p a r t i c u l a r  
emphasis on t r a i n i n g  f o r  middle and jun io r  l e v e l  s t a f f  t o  
a d d r e s s  problems o f  s t a f f  inadequacy and low morale. c )  a  
s e n s i t i v e  approach,  f u l l  e x p l a n a t i o n  and g r a d u a l l y  i n t r o d u c t i o n  
of changes i n  o r g a n i z a t i o n  and procedures  t o  minimize 
r e s i s t a n c e .  

2. Impor tan t  p o i n t s  of t h e  l end ing  loan  component inc luded;  a )  
encouragement of compe t i t i on  i n  i n d u s t r y .  b)  p u r s u i t  of a b i a s  
f o r  employment g e n e r a t i o n  through l a b o r  i n t e n s i v e  a g r i c u l t u r a l  
and i n d u s t r i a l  development l oan  c r i t e r i a ,  c )  an on- the- job 
management t r a i n i n g  program t o  b u i l d  up  a  c a d r e  of Ugandan 
managers, d )  A t t e n t i o n  t o  g r e a t e r  geographic  d i s p e r s i o n  of 
l o a n s  f o r  p o l i t i c a l  a s  w e i l  a s  economic r ea sons ,  and e )  t h e  
b u i l d i n g  of s e l f - i n t e r e s t  i n  t h e  f i n a n c i a l  v i a b i l i t y  of  
e n t e r p r i s e s  through t o e  broadening of  boards  of d i r e c t o r s  where 
p o s s i b l e  and by encouraging investment  by e n t r e p r e n e u r s ,  
employees and/or c o o p e r a t i v e s  i n  t h e i r  r e s p e c t i v e  f i r m s .  

Note: T h i s  S o c i a l  Soundness Analys i s  i n  Annex G. was based on - 
t h e  o r i g i n a l  d r a f t  w r i t t e n  f o r  t h e  RPE P r o j e c t  a  year  ago when 
t h e  p r i n c i p a l  I C I  was t o  be t h e  Coopera t ive  Development Bank 
(CDB) . SuDsequently,  t h e  t a r g e t  e n t e r p r i s e  mix of t h e  p r o j e c t  
l i k e w i s e  evolved t o  a  deg ree  from t h e  o r i g i n a l ,  h e a v i l y  e x p o r t  
o r i e n t e d ,  somewhat h ighe r  economic l e v e l  group. The g r e a t e r  
b e n e f i c i a r y  popu la t ion ,  however, remains f a i r l y  s i m i l a r  t o  t h e  



o r i g i n a l ,  a l t hough ,  t n e r e  is now a  g r e a t e r  emphasis on somewhat 
more d i s p e r s e d  d i r e c t l y  p r o d u c t i v e  a g r i c u l t u r a l  e n t e r p r i s e s  
r a t h e r  t han  t h e  p r i m a r i l y  a g r o h i n d u s t r i a l  cash  a x p o r t  c r o p  
p r o c e s s i n g  l e v e l  a s  was i n i t i a l l y  proposed. If anyth ing ,  t h e  
s o c i a l  soundness of t n e  p r o j e c t ,  i n  terms of i t s  e q u i t y  and 
sp read  e f f e c t ,  would appear  t o  have improved under t h e  new 
d e s i g n  . 



PART V: IMPLEMENTATION ARRANGEMENTS. 

A. udministrative Arrangements. 

1. Government of Uqanda. 

a) Grantee ana Executing Agency. 

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

b) Policy Direction and Nechanisms for . 
Oversight and Supervision. 

To accomodate the need for national oversight and a vehicle for 
2olicy level intervention when necessary, lt was decided +hat a 
high level, inter-agency project committee should be 
established wnlcn wsula meet perlodicaily to reviaw progress, 
provide policy guidance, and deal with major actions and . 
difficulties as they arise. The committee, to be organized by 
the Xinistry of Finance and chaired by the Bank of Uganda, is 
to consist of tne following representatives or their 
designees: 

  over nor of tne Bank of Uganda - Chairperson 
Permanent Secretary, Ministry of Finance - Member 
Permanent Secretary, Ministry of P~anning - Nember 
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 term of reference for the 
committee include: 



- Review and set  o v e r a l l  p o l i c y  d i r e c t i o n  t o r  t n e  p r o j e c t  
r e l a t i v e  t o  n a t i o n a l  p l a n s  and p r i o r i t i e s .  

- Review and approve  a n n u a l  a n a  l o n g e r  cerm g l a n s  f o r  t n e  
p r o j e c t  i n c l u d i n g  t h e  o v e r a l l  p l a n s  f o r  Phases  I and 
11. 

- Review q u a r t e r l y  p r o g r e s s  r e p o r t s  p r e p a r e d  by p r o j e c t  
management, and respond ,  where n e c e s s a r y ,  t o  s i t u a t i o n s  
r e q u i r i n g  a c t i o n s  a t  t n i s  l e $ e l .  P r o j e c t  
r e p r e s e n t a t i v e s  may make s p e c i a l  p r e s e n t a t i o n s  where 
w a r r a n t e d  o r  called f o r  ~y t h e  commit tee .  

- F a c i l i t a t e  i n t e r - a g e n c y  c o o r d i n a t i o n  whsre n e c e s s a r y  
f o r  e f f e c t i v e  e x e c u t i o n  of p r o j e c t  a c t i v i t i e s .  

- F a c i l i t a t e  p u b l i c / p r i v a t e  s e c t o r  u n d e r s t a n d i n g  and 
c o l l a b o r a t i o n  (government  m i n i s t r i e s ,  I C I s ,  and t n e  
Sub-borrower g roup)  . 

- F o r m u l a t e  new p o l i c i e s  and t a k e  o t h e r  a c t i o n s  t o  
f u r t h e r  e f f e c t i v e  p u r s u i t  of  p r o j e c t  o b j e c t i v e s  and 
enhance  impac t  . 

- C o n s i d e r  strategies t o  i n o b i l i z e  a d a i t l o n a l  r e s o u r c e s  
f o r  p r o j e c t  r e l a t e d  l e n d i n g  o r  o t h e r  a c t i v i t i e s  

- Reso lve  d i s p u t e s ,  where n e c e s s a r y  and a p p r o p r i a t e ,  
between p a r t i c i p a t i n g  a g e n c i e s  o r  g r o u p s  

- Respond t o  u n f o r s e s e e n  problems o r  c o n s t r a i n t s  w i ~ i c h  
may a r i s e .  

Another  v e n i c l e  f o r  o v e r s i g h t  w i l l  be q u a r t e r l y  a u d i t s  
pe r fo rmed  under c o n t r a c t  t o  t h e  USAID which w i l l  p r o v i d e  
i n d e p e n d e n t  a u d i t  c o v e r a g e  o f  a l l  p r o j e c t  l e n d i n g  o p e r a t i o n s  
i n c l u d i n g  b o t h  ICI  and SUD-borrower pe r fo rmance  and compl iance  
w i t h  p r o j e c t  c r i t e r i a  and r e q u i r e m e n t s .  A u d i t  r e p o r t s  w i l l  be 
p r o v i d e d  t o  t h e  Bank of Uganda and t h e  USAID and s h a r e d '  a s  
a p p r o p r i a t e  w i t h  o t h e r  p a r t i c i p a t i n g  e n t i t i e s .  

c) P r o j e c t  Management and A d m i n i s t r a t i o n .  

P r o j e c t  management r e s p o n s i b i l i t y  w i l l  be o f f i c i a l l y  r e s t  w i t h  
t h e  D i r e c t o r  of  t h e  Depar tment  o f  Development F i n a n c e  ( a  
non-vo t ing  member of t h e  o v e r s i g h t  c o m m i t t e e ) ,  o r  h i s  d e s i g n e e ,  
who w i l l  have  f u l l  d e l e g a t e d  a u t h o r i t y  t o  a c t  i n  b e h a l f  of  t h e  
BOU on p r o j e c t  r e l a t e d  m a t t e r s  i n c l u d i n g  t h e  s i g n i n g  o f  



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

- overall supervision ana monitoring of project activity 
f o r  the Bank of Uganda, 

- general liason with h i s  counterpart project manager in 
the USAID on all project related matters, 

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

- agreement on terms of reference for project contracts 
and particisatlon in contractor selection procedings, - review of periodic ICI and prime contractor reports and 
action requests aaa in turn reporting to tne dOU, tne 
USAIU, 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 LCIs in accordance with the terns of loan 
agreements, 

- the timely provision of counterpart local currency 
resource commitments to the Uganda Development Bank 
tlnrougn 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 De 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 snould diminisn substantially. The project is 
designed in such a way as to place as much responsibility as 
possible at the level of the priine contractor and participating 
ICIs for greater efficiency and reduced burden on botn 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. 



The Intermediate Credit Institutions. 

a) 'Ihe ICIs as a group. 

The ICIs as a group will each be responsible for management of 
ongoing projsct relatzd operations in accordance with the terms 
of loan agreements signed with the BOU and such other 
instructions as will be issued from tine to time by the aOU and 
the USAID. All will apply established sub-borroyer and 
sub-project criteria, report quarterly to tne dOU 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 sun-pro3ect proposals to the Prise Contrzctor and the USAID 
to meet environmental review requirements (see IV, G.), and 
generally be responsi~le for effective communication and 
coordination of activity with involved agencies including 
participation tnrougn a selected representative on tne 
oversight committee described earlier. 

With respect to the aisbursement of sub-loans, tile foreign 
exchange component of each loan will be referred to the 
Procurement Servlces Agency in accordance wltn procedures 
described in the procurement plan, (Section C below), while the 
local currency component will be nandied in llne wich 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 descri~ea in SUD-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, tne USAID,  and the Cnlef of Party for tne prise 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 SUD-loan revizw and approval 



process while assuring compliance with prs~ect lending 
erfteria, submit original loan requests, drawnsown requests, 
and local currency rediscount requests to the BOU on the basis 
of approved sub-loans, proviae yuarterLy reports to tne USAID 
and the BOU in accordance with established formats etc. Many of 
the tasks, of course, will be aelegated, out ne will be tne 
person responsible. Finally, he will serve as primary liason 
w i t h  tne i~roject for tile I~AD/UL\IDP team and the 1i)A zndustrial 
development project in general. 

At tne working level, the countersart of tfie AID contract 
advisor will be the Cnief of the newly created Agricultural 
Department dho will report to the aQove 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 agi?raisal procedures developed by tile 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. 

Tne USAID. 

Gener a 1  . 
Due to USAID staff limitations, as described oelow, the project 
will be implemented as much as possible through the prime 
contractor. The USAID role, witn the exception of the initial 
start up period, will be limited as much as possible to 
required agprovals of loans and otner najor actions to be 
accomplished by the Contractor and participating agencies. All 
procurement (sub-groject 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 quarterly reports from ICIs and the Prime 
Contractor.  everthe he less, additional ongoing project ioanagement 
duties will include: 

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

- general administration, and provision of 2olicy 
guidance to the Prime Contractor, 

- financial management including the approval and 
monitoring of expenditures, 



- 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 aDove duties, existing delegations of 
autnority place with RBDSO/ESA the responsibility for providing 
financial, legal, contracting, engineering, environmental and 
commodity assistance and approvals. REDSO will play an I 

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 REDS0 review or 
assistance as necessary depending on tne 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 miniinize 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 has 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 project is further 
treated R el ow. . . 

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, tne 
Mission will have four active bilataral projects including; 
Food Production Support (617-0102), Manpower for Agricvltural 
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. 



With r e s p e c t  t o  management o f  t h i s  p r o j e c t ,  f o r  t h e  f i r s t  s i x  
months,  a p p r o x i m a t e l y ,  t h e  USAID w i l l  d e d i c a t e  t h e  m a ~ o r i t y  of  
t h e  t i m e  o f  i t s  US d i rec t  h i r e  p r o j e c t  o f f i c e r  t o  t h e  e f f o r t .  A 
local h i r e  Ugandan a s s i s t a n t  p r o j e c t  manager ( c u r r e n t l y  working 
i n  t h e  a g r i c u l t u r a l  d i v i s i o n  o f  t h e  U S A I D )  will g r a d u a l l y  phase  
i n t o  assuming more and more of  t h e  a d m i n i s t r a t i v e  burden of t h e  
p r o j e c t  on an  ongoing o a s i s ;  w h i l e  t h e  U S  s r o j e c t  o f f i c e r ,  of  
n e c e s s ' i t y ,  w i l l  have  t o  t u r n  more t o  r e s p o n d i n g  t o  o t h e r  
y e n e r a i i z e d  demands of p o r t f o l i o  manageiaent and t h e  development  
of  new p r o j e c t  i n i t i a t i v e s .  I t  is wor th  n o t i n g  h e r e  t h a t  t h e  
F o r e i g n  S e r v i c e  N a t i o n a l  t o  be i n v o l v e d  i s  an  economis t  w i t h  a  
bank ing  background.  H e  was p r e v i o u s l y  employed by t h e  Bank of  
Uganda a s  p u r c h a s i n g  manager and c u r r e n c y  o f f i c e r  and is 
knowledgeable  o f  t h e  i n s t i t u t i o n ' s  i n t e r n a l  o p e r a t i o n s .  The 
USAID w i l l  s h o r t l y  h i r e  a n o t h e r  FSa p r o j e c t  manager t o  r e p l a c e  
t h e  above employee w i t h  h i s  p r e v i o u s  work i n  t h e  a g r i c u l t u r a l  

V i v i s i o n .  

4 .  P r i m e  C o n t r a c t o r  C o n s i d e r a t i o n s .  

Given t h e  r e s p o n s i b i l i t y  t o  be  v e s t e d  i n  t h e  Prime C o n t r a c t o r ,  
t h e  c o n t r a c t  e l e m e n t  of  t h e  p r o j e c t  w i l l  be t h e  most c r u c i a l  
f a c t o r  impac t ing  on implementa t ion  a c c r o s s  t h e  board .  T h i s  
c a n n o t  be over  emphasized.  C o n t r a c t o r  s o l i c i t a t i o n  and 
s e l e c t i o n ,  t h e r e f o r e ,  w i l l  r e c e i v e  p r i o r i t y  a t t e n t i o n  by t h e  
USAID from commencement of t h e  p r o j e c t .  

a )  C o n t r a c t  S t r u c t u r e .  

Ch ie f  of  P a r t y  
I 

P r o j e c t  A p p r a i s a l  . t Sub-Borrower 
I C I  S t r e n g t h e n i n g  . I S t r e n q t h e n i n q  

I 

! 
Procurement  s e r v i c e s  

T h e r e  w i l l  D e  f o u r  p r i n c i p a l  components o f  t h e  Prime C o n t r a c t  
a s  f o l l o w s :  

(1) The Chie f  of  P a r t y  (COP) : The COP w i l l  be  o v e r a l l  
manager of  p r ime  c o n t r a c t  a c t i v i t i e s .  He w i l l  be  
a d m i n i s t r a t i v e l y  s e p a r a t e  from t h e  o t h e r  u n i t s  and 
w i t h o u t  s p e c i f i c  t e c h n i c a l  d u t i e s  i n  o r d e r  t o  a l l o w  ' 

t i m e  t o  a d e q u a t e l y  a d m i n i s t e r  o v e r a l l  o p e r a t i o n s  ( a  
v e r y  s u b s t a n t i a l  t a s k  i n  i t s e l f )  i n  a d d i t i o n  t o  be ing 



able t o  r e t a i n  o b j e c t i v i t y  w i t h  r e g a r d  t o  e l e m e n t s  of  
t h e  c o n t r a c t  which may w e l l  have  compet ing  i n t e r e s t s  
and s r i o r i t i e s .  de o r  s n e  s h o u i d  have s u b s t a n t i a l  
e x p e r i e n c e  i n  e x e c u t i v e  management p o s i t i o n s  i n  t h i r d  
world ( p r e f e r a b l y  A f r i c a )  s e t t i n g s .  A ~ a c k g r o u n d  i n  
f i n a n c e ,  banking and c r e d i t  s y s t e m s  development ,  
a g r i c u l t u r e  a ~ d  a g r o - i n d u s t r y ,  and d a t a  and i n f o r m a t i o n  
s y s t e m s  would a l l  be  v e r y  h e l p f u l ;  b u t  t h e  s i n g l e  most  
i m p o r t a n t  f a c t o r  w i l l  be d e m o n s t r a t e d  e x e c u t i v e  
c a p a b i l i t y  and judgement.  

( 2 )  P r o j e c t  A p p r a i s a l  and I C I  s t r e n g t h e n i n g :  A major u n i t  
o f  t h e  c o n t r a c t  w i l l  be d e d i c a t e d  t o  t e c h n i c a l  
a s s i s t a n c e  and t r a i n i n g  f o r  t h e  Uganda Development Bank 
f o r  t h e  s t r e n g t h e n i n g  o f  i ts  p r o j e c t  a p p r a i s a l ,  
a p p r o v a l . a n d  m o n i t o r i n g  c a p a b i l i t y .  T h i s  w i l l  i n v o l v e  
one l o n g  term a d v i s o r  and v a r i o u s  s h o r t  t e rm 
c o n s u l t a n t s .  (See  P r o 2 e c t  D e s c r i p t i o n ,  S e c t i o n  111, D. 
2 . )  T h i s  component w i l l  a l s o  c o o r d i n a t e  w i t h  o t h e r  I C I s  
t o  a s s u r e  t h a t  p r o j e c t  l e n d i n g  c r i t e r i a  a r e  s a t i s f i e d .  

The T e c h n i c a l  A s s i s t a n c e  E n t i t y  and Sub-borrower 
S t r e n q t n e n i n g :  T n i s  w i l l  b e  t h e  most h e a v i l y  l o a d e d  
component a s  it r e 2 r e s e n t s  t h e  t r u e  t h r u s t  o f  t h e  
p r o j e c t .  T h r e e  l o n g  term a d v i s o r s  w i l l  ~ o r k  w i t h  a  
c o n t r a c t  h i r e d  Ugandan s t a f f  o f  p r o f e s s i o n a l s  t o  
p r o v i d e d  c r i t i c a l l y  needed t e c h n i c a l  f e a s i b i l i t y  and 
management s e r v i c e s  s u p p o r t  t o  a g r i c u l t u r a l  e n t e r p r i s e  
c l i e n t s  o f  t h e  c r e d i t  sys tem b e i n g  deve loped .  (See  
P r o j e c t  D e s c r i p t i o n ,  S e c t i o n  111, D.3.) A v e r y  
i m p o r t a n t  e l c n e n t  o f  t h i s  component w i l l  o e  d e s i g n  and 
e x e c u t i o n  o f  a  scheme f o r  t h e  development  and e v e n t u a l  
s p i n  o f f  o f  t h e  Ugandan s i d e  of  t h e  e n t i t y  a s  a  v i a b l e  
e n t e r p r i s e  i n  i t s  own r i g h t .  

( 4 )  Procurement  S e r v i c e s  Agent (PSA) : A l l  g rocurement  ( b o t h  
o f f  s h o r e  and l o c a l l y  i n  Uganda and Kenya) under  t h e  
f i n a n c i n g  component of  t h e  p r o j e c t  ( u p  t o  $12.5 m i l l i o n  
i n  sub- loan  f i n a n c e d  equipment ,  mater ia ls  and s p a r e  
p a r t s )  is t o  be c h a n n e l e d  th rough  t h e  P S A  e l e m e n t  of  
t h e  Prime C o n t r a c t .  A s  s u c h  t h i s  u n i t  w i l l  be of  
c r i t i c a l  impor tance  t o  p r o j e c t  e x e c u t i o n  and w i l l  need 
t o  c o n s i s t  of  a  US o p e r a t i o n  l i n k e d  ( c o n t r a c t u a l l y  o r  
o t h e r w i s e )  w i t h  a  s i m i l a r  f i r i n  o r  arm w i t h  o f f i c e s  i n  
Kampala and N a i r o b i .  The PSA is e x p e c t e d . ( a l t h o u g h  n o t  
r e q u i r e d )  t o  b e  a  j o i n t  v e n t u r e r  o r  s u b - c o n t r a c t o r  t o  
the Prime. The USAID recommends a minority set aside 
firm for this e lement .  (See Procurement Plan and 
Waiver section below.) 



b)  C o n t r a c t  idode, S o l i c i t a t i o n  and S e l e c t i o n .  

For  v a r i o u s  r e a s o n s  a n  AID d i r ec t  mode o f  c o n t r a c t i n g  is t o  be 
u t i l i z e d  f o r  t h e  Prime C o n t r a c t  u t i l i z i n g  s t a n d a r d  u n r e s t r i c t e d  
A I D  p r o c e d u r e s  f o r  t e c h n i c a l  s e r v i c e s  c o n t r a c t  s o l i c i t a t i o n .  
The USAID is i n t e r e s t e d  i n  t h e  w i d e s t  and most open c o m p e t i t i o n  
p o s s i b l e  f o r  t h i s  c o n t r a c t  due t o  i t s  demanding n a t u r e  and 
c r i t i c a l  impor tance  t o  t h e  p r o j e c t .  Tne one e x c e p t i o n  is  t h a t  
t h e  USAID u r g e s  t h a t  a  f i r m  r e g i s t e r e d  w i t h  A I D ' S  O f f i c e  of 
d u s i n 2 s s  R e l a t i o n s  ( s m a l i  and d i s a d v a n t a g e a  ~ u s i n e s s e s )  oe 
c o n s i d e r e d  a s  a  j o i n t  v e n t u r e r  o r  s u b - c o n t r a c t o r  f o r  t h e  
Procurement  S e r v i c e s  e l ement .  

The r e q u e s t  f o r  p r o p o s a l s  (RFB) w i l l  a l l o w  b i d d e r s  t o  b i d  
a l o n e ,  o r  a s  a  c o n s o r t i u m ,  j o i n t  v e n t u r e ,  o r  a  s i n g l e  
c o n t r a c t o r  w i t h  s p e c i f i e d  s u b - c o n t r a c t o r ( s ) .  O v e r a l l  management 
of  t h e  c o n t r a c t  w i l l  be awarded t o  a  s i n g l e  c o n t r a c t o r .  The 
c o n t r a c t  %ill b e  awarded f o r  up t o  t h r e e  and one h a l f  y e a r s ,  t o  
be renewed f o r  two t o  t h r e e  a d d i t i o n a l  y e a r s ,  based  upon t h e  
major e v a l u a t i o n  t o  be conduc ted  i n  t h e  f i r s t  h a l f  o f  t h e  l a s t  
y e a r  of Phase  11, i e . ,  1988. The RFTP w i l l  c o v e r  i n  d e t a i l  t h e  
f u n c t i o n a l  areas r e q u i r e d  f o r  Phase  I a c t i v i t i e s  and w i l l  
c l e a r l y  o u t l i n e  t h e  need f o r  Phase  I1 fo l low-on work. 

A s  t h e  REDSO/ESA c o n t r a c t i n g  o f f i c e r  s t a f f  a p p e a r s  t o  be f u l l y  
.commit ted  on o t h e r  p r i o r i t y  a c t i o n s  d u r i n g  t h e  p e r i o d  when 
p rocurement  and n e g o t i a t i o n s  f o r  t h i s  c o n t r a c t  a r e  e x p e c t e d  t o  
t a k e  p l a c e ,  t h e  p r o c e s s  w i l l  p r o b a b l y  have  t o  be managed by t h e  
O f f i c e  o f  C o n t r a c t  Management (SER/CM/ROD/AFR) i n  
AID/Washington. Kegardiny s e l e c t i o n ,  however,  an  RFP 
e v a l u a t i o n  commit tee  w i l l  be  formed c o n s i s t i n g  o f  
r e p r e s e n t a t i v e s  from t h e  USAID, t h e  GOU ( p r o b a b l y  one e a c h  from 
t h e  BOU and t h e  I C I  g r o u p )  and one  o r  more a p p r o p r i a t e  s t a f f  
p e r s o n s  from HID/Wasnington and/or REDSO/ESA. oepending on 
a v a i l a b i l i t y  and t i m i n g ,  t h e  c h a i r p e r s o n  w i l l  p r o b a b l y  be  
e i t h e r  t h e  USAID1s p r o j e c t  o f f i c e r  o r  a  r e p r e s e n t a t i v e  of  t h e  
E a s t  A f r i c a  P r o j e c t s  D i v i s i o n  (AFR/PD/EAP) o f  AID/W. Fo l lowing  
i n i t i a l  review o i  t h e  p r o p o s a l s  and e s t a b l i s h m e n t  of  a  
c o m p e t i t i v e  r a n g e ,  some o f  t h e  members o f  t h e  p a n e l  may v i s i t  
t h e  s i t e s  of s e l e c t e d  f i n a l i s t s .  B i d d e r s  w i l l  a l s o  be  
encouraged  t o  v i s i t  Uganda p r i o r  t o  s u b m i t t i n g  p r o p o s a l s  i n  
o r d e r  t o  a d e q u a t e l y  t a k e  i n t o  a c c o u n t  t h e  o p e r a t i n g  env i ronment  
and c o n s t r a i n t s  which t h e y  would have  t o  f a c e  d u r i n g  
implementa t ion .  Upon r e c e i p t  of  b e s t  and f i n a l  o f f e r s  from 
t h e s e  f i r m s ,  c o n t r a c t o r  s e l e c t i o n  w i l l  be  made. 

5) Other  C o n t r a c t s  

Two o t h e r  c o n t r a c t s  w i l l  be  e x e c u t e d  d u r i n g  implementa t ion  of  
t h i s  p r o j e c t  a s  f o l l o w s :  



a )  Audi t ing.  

An a u d i t i n g  c o n t r a c t  w i l l  be s o l i c i t e d  from amongst t hose  
q u a l i f i e d  f i r m s  which have o r  cou ld  have a permanent p resence  
i n  Kenya and/or Uganda. The s e l e c t e d  f i r m  is t o  o p e r a t e  i n  a  
form t o t a l l y  independent  of t h e  Prime Con t r ac to r  o r  
p a r t i c i p a t i n g  a g e n c i e s  and w i l l  r e p o r t  s o l e l y  t o  t h e  USAID. The 
terms of r e f e r e n c e  w i l l  i n c l u d e  q u a r t e r l y  a u d i t i n g  of p r o j e c t  
l end ing  a c t i v i t y  wi th  cor responding  r e p o r t s  t o  U S A I D  p r o j e c t  
management. These r e p o r t s  w i l l  be sha red  wi th  t h e  Bank of 
Uganda and o t h e r  p r o j e c t  agenc ie s  a s  a p p r o p r i a t e .  

The c o n t r a c t o r  w i l l  a u d i t  f o r  compliance wi th  accep ted  n a t i o n a l  
and i n t e r n a t i o n a l  s t a n d a r d s  of f i n a n c i a l  performance a s  w e l l  a s  
s a t i s f a c t i o n  of p r o j e c t  c r i t e r i a  a s  s p e c i f i e d  i n  Implementation 
L e t t e r s  i s s u e d  by t h e  USAID and i n  l oan  agreements a t  ~ 0 t h  t h e  
I C I  and sub-borrower l e v e l s .  

Solicitation and award of t h i s  c o n t r a c t  is expec ted  t o  be 
managed by t h e  REDSO/ESA C o n t r a c t i n g  O f f i c e r  s t a f f ,  a s  t n i s  
w i l l  be a  l e s s  t a x i n g  and t i m e  consuming e x e r c i s e  tnan t h e  one 
d i s c u s s e d  above £OK t h e  Prime Con t r ac t .  Also,  p r o p o s a l s  a r e  
expec ted  p r i m a r i l y  from f i r m s  a l r e a d y  l o c a t e d  i n  Kenya and Eas t  
A f  r  ica. 

b) Eva lua t ion  C o n t r a c t  

S e p a r a t e  c o n t r a c t s  w i l l  be l e t  f o r  e v a l u a t i o n s  i n  t h e  l a s t  
y e a r s  of both  Phases  I and 11. (See Eva lua t ion  P lan ,  S e c t i o n  D 
below.) Each c o n t r a c t  is expected t o  run approximately s i x  
weeks wi th  up t o  f o u r  s p e c i a l i s t s  on each team. Procurement i s  
expec ted  t o  be handled by REDSO/ESA. 

6. Disbursement Procedures .  

I n  terms of implementat ion v e h i c l e s  under t h e  p r o j e c t ,  t h e r e  
a r e  b a s i c a l l y  two major e lements ,  namely; a )  t h e  p r o v i s i o n  of 
t e c n n i c a l  a s s i s t a n c e  and services, and b)  t h e  procurement of 
commodities under t h e  c r e d i t / f i n a n c i n g  component. W i t h  t h i s  i n  
mind and I n  accordance wi th  payment v e r i f i c a t i o n  p o l i c y  
guidance i s s u e d  i n  December 1983, proposed payment p rocedures  
a r e  as fo l lows:  

Techn ica l  Ass i s t ance :  

The d i r e c t  payment ( d i r e c t  reimbursement)  p rocedure  w i l l  be 
u t i l i z e d  f o r  a l l  t e c h n i c a l  s e r v i c e s  under t h s  p r o j e c t  i nc lud ing  
bo th  t h e  Prime C o n t r a c t  and s m a l l e r  c o n t r a c t s  f o r  a u d i t i n g ,  



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 nay be used for 
observation travel during the first year of the project for a 
group of UD6 officials to visit the National Development Bank 
of the Philippines, 

13) Coinrnodi ty 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 tne agent's fee will be by 
direct letter of commitment. For U.S. and code 935 procurement, 
however, FM/3FD will issue a bank letter of commitment with the 
PSA as approved appli-cant. The PSA will instruct the designated 
bank to issue Letters of Credit to suppliers to whom awards 
have Deen 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 aank of Uganda. (See project descri2tion, 
Section 111, D. 4., The Financing Component.) A summary Table 
is snown below (format drawn from referenced policy guidance): 

Methods of Implementation and Financinq 

Implementation Method Method of Financinq Approximate Amount 
($000 - do11 inflated) 

TA - Pre-Implemen- Direct Payment 
tation Services 

TA - Prirne Contract Direct Payment 10,385 

TA - Audit Contract Direct Payment 400 

TA - Evaluation Direct Payment 160 

TA - Volunteer Direct Payment 
Services 

Commodity 
Procurement 

Direct L/Com 
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 



much by bank L/Com. This will depend on tne mix of off shore 
and shelf item procurement in country. See Section 111. 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 rnaterlals and 
machinery equipment related to agricultural service industries 
such as feed miiling and bagging. Equipment, materials and 
spare parts will be purchased for the rehabilitation of such 
agriculturar and agro-~ndustrial enterprises as dairy farms, 
hatcheries, poultry farms, feed mills etc. The source of 
individual items will vary depending on the availa~ility of 
suppl'ies 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 siae 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) 

C) 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. 

dl 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 a s  a l o c a l  c o s t  source under the  



ex tended  shelf items rule. Except  for motor v e h i c l e s ,  i t  i s  n o t  
a n t i c i p a t e d  t h a t  any items d i s c u s s e d  i n  Chap te r  4 ,  S e c t i o n  C o f  
Handbook o n e ,  Supplement B y  " r e s t r i c t e d  C o m m o d i t i e s ' h i l l  be 
f i n a n c e d  under t h i s  p r o j e c t .  S p e c i f i c  wa ive r s  w i l l  be  r e q u e s t e d  
f o r  any v e h i c l e s  n o t  covered  by t h e  b l a n k e t  waiver  f o r  l i g h t  
v e h i c l e s  which h a s  been r e q u e s t e d  f o r  p r o j e c t s  i n  Uganda. 

Most procurements  under t h e  l e n d i n g  a c t i v i t y  o f  t h e  p r o j e c t  
w i l l  be f o r  over  $5,000 b u t  l e s s  than  $100,000 i n  v a l u e .  The 
PSA a c t i n g  f o r  and t o g e t h e r  w i t h  p r i v a t e  s e c t o r  sub-borrowers 
w i ' l l  be expec t ed  t o  f o l l o w  good commercial b u s i n e s s  p r a c t i c e s  
and u s e  i n fo rma l  ( n e g o t i a t e d )  procurement methods f o r  t h e s e  
p u r c h a s e s .  S p e c i f i c a l l y ,  proforma i n v o i c e s  w i l l  be  o b t a i n e d  
from a r e a s o n a b l e  number of  p r o s p e c t i v e  s o u r c e s  p r i o r  t o  
procurement  implementa t ion .  I n  a d d i t i o n ,  l o c a l  procurements  
w i l l  be c o n s i s t e n t  w i t h  Ugandan laws and p r a c t i c e .  For 
i n d i v i d u a l  procurements  exceed ing  $100,000,  fo rmal  c o m p e t i t i v e  
b idd ing  p rocedu re s  w i l l  be f o l l o w e d ,  w i t h  t h e  USAID r e t a i n i n g  
i t s  r i g h t  t o  approve t h e  i s s u a n c ~  of  IFBs and r e l a t e d  c o n t r a c t  
awards .  

e l ,  Waivers 

A b l a n k e t  wa iver  r e q u e s t  t o  a l l ow  t h e  pu rchase  by sub-borrowers 
of  i t ems  of  Geographic  Code 935 s o u r c e  and o r i g i n  o f  up t o  
$17.35 m i l l i o n  i s  i n c l u d e d  i n  Annex C ,  Waivers .  T h i s  i s  due t o  
a d e s i g n  team e s t i m a t e  t h a t  up t o  120 sub-borrowers under t h e  
p r o j e c t  f o r  t h e  most p a r t  w i l l  be r u r a l  based  and d i s p e r s e d  
w i t h  l i t t l e  a c c e s s  t o  procurement  i n fo rma t ion  on commodities 
o t h e r  t h a n  t h o s e  no rma l ly  a v a i l a b l e  i n  t h e  v i c i n i t y  o f  t h e  
e n t e r p r i s e .  L ikewise ,  maintenance and r e p a i r  s e r v i c e s  w i l l  o n l y  
be a v a i l a b l e  f o r  equipment normal ly  i n  u s e  i n  t h e  a r e a ,  and 
few, i f  any ,  o f  t h e  commodities l i k e l y  t o  be impor ted  by 
sub-borrowers a r e  c u r r e n t l y  impor ted  by Uganda from t h e  Uni ted  
S t a t e s .  V i s i t s  t o  r u r a l  a r e a s  by USAID p e r s o n n e l  conf i rm t h e  
g e n e r a l  n o n - a v a i l a b i l i t y  o f  US equipment and s p a r e  p a r t s  i n  
t h e s e  a r e a s .  (See  Waiver Request  f o r  more d e t a i l e d  
j u s t i f i c a t i o n . )  

I n  a d d i t i o n ,  Annex C i n c l u d e s  a r e q u e s t  f o r  a c e r t i f i c a t e  o f  
n o n - a v a i l a b i l i t y  of  US s h i p p i n g .  T h i s  w i l l  e xc lude  from c a r g o  
p r e f e r e n c e  r u l e s  any shipment  of  commodit ies  n o t  o r i g i n a t i n g  i n  
t h e  Uni ted  S t a t e s .  Also  i n c l u d e d  i s  a r e q u e s t  t o  a l l ow  s h i p p i n g  ' 

c o s t s  of up t o  $3.0 m i l l i o n  t o  be f i n a n c e d  on Code 935 v e s s e l s .  

f )  Schedu le  and D e l i v e r y .  

I t  i s  p lanned  t h a t  major procurement under  t h i s  program w i l l  
n o t  be  i n i t i a t e d  u n t i l  t h e  P r i m e  C o n t r a c t o r  and t h e  PSA a r e  on 
b o a r d ,  a t  l e a s t  one yea r  i n t o  p r o j e c t  implementa t ion .  I f  any 



sub- loans  can  somehow be approved b e f o r e  t h e n ,  t h e  USAID w i l l  
ass.ume d i r e c t  procurement r e s p o n s i b i l i t y  i n  accordance wi th  
above p r o v i s i o n s  and p r o j e c t  l end ing  c r i t e r i a .  

Off s h o r e  s u p p l i e r s  w i l l  be r e q u i r e d  t o  p rov ide  a l l  r i s k  marine 
i n su rance  i n  t h e  amount of 1 2 0  p e r c e n t  of commodities and 
s i m i l a r  i n su rance  f o r  i n l a n d  f r e i g h t .  

B. Implementation P lan .  

1. Pre-Implementation.  

The c r i t i c a l  pa tn  f o r  s t a r t  up of t h i s  p r o j e c t  fo l lows  t h e  l i n e  
f o r  procurement of t h e  prime C o n t r a c t ,  a s  i t  is n o t  expected t o  
be p o s s i b l e  under t h e  proposed s t r u c t u r e  of t h e  p r o j e c t  and 
l end ing  c r i t e r i a  t o  be a b l e  t o  commence t h e  f i n a n c i n g  a c t i v i t y  
u n t i l  t h e  Prime is  on board and f u n c t i o n i n g .  I t  should be noted 
h e r e  that  t h e  USAID is anxious  t o  make a  ve ry  few e a r l y  l o a n s  
t o  e n t e r p r i s e s  c u r r e n t l y  i n  c r i t i c a l  need. P o s s i b l y  t h e s e  can 
be r e a l i z e d  through s h o r t  term pre-prime c o n t r a c t  a s s i s t a n c e  
from a l t e r n a t i v e  sou rces .  Cond i t i ons  p receden t  w i l l  s t i l l  have 
t o  be m e t ,  however, p r o j e c t s  a p p r a i s e d ,  a d d i t i o n a l  f e a s i b i l i t y  
work c a r r i e d  o u t ,  procurement s e r v i c e s  a r ranged  e t c . ;  and it is 
expec ted  t h a t  by t h e  t i m e  t h e s e  l o a n s  a r e  ready t o  move t h e  
Prime C o n t r a c t  may be about  ready t o  conunence i n  any case .  

For e a s e  of p r e s e n t a t i o n ,  t h e  p l an  f o r  procurement of t h e  prime 
c o n t r a c t o r  is p r e s e n t e d  f i r s t .  Then o t h e r  s t a r t - u p  a c t i v i t i e s  
a r e  shown. Phase I and I1 a r e  then  p r e s e n t e d  i n  very  l i m i t e d  
d e t a i l  i n  o r d e r  t o  avoid  engaging i n  e x c e s s i v e  f i c t i o n .  
D e t a i l e d  p lanning  remains t o  be c a r r i e d  o u t  on t h e  b a s i s  of 
agreements t o  be reacned among p a r t i c i p a t i n g  a g e n c i e s  and 
c o n t r a c t o r s  a s  shown below. The p l a n  is assumed t o  commence 
wi th  t h e  s i g n i n g  of t h e  Grant  Agreement, a n t i c i p a t e d  t o  be i n  
mid J u l y  1984,  g iven  t h a t  t h e  PP w i l l  n o t  a r r i v e  i n  Washington 
u n t i l  t h e  end of t h e  f i r s t  w e e k  i n  June and i t  w i l l  need t o  yo 
t o  t h e  Admin i s t r a to re  f o r  approva l .  

a )  The Prime C o n t r a c t o r .  

o  P r e p a r a t i o n  of PIO/T wi th  complete scope of w ~ r k  i s  c a r r i e d  
wi th  REDSO/ESA and/or s h o r t  term c o n t r a c t  a s s i s t a n c e  
a s s i s t a n c e .  ( S u b s t a n t i a l  a n a l y t i c a l  and d r a f t i n g  t a s k )  and 
forwarded t o  AID/W. (USAID p r o j e c t  o f f i c e r  r e t u r n s  t o  p o s t  
o/a J u l y  15.)  

Ta rge t :  Aug 15 ,  1984 



o  WP is p r e p a r e d  and  i s s u e d  by A%D/W a s  soon a f t e r  end of 
f i s c a l  y e a r  a s  p o s s i b l e .  (No new c o n t r a c t  actions w i l l  be 
a c c e p t e d  t h i s  f i s c a l  y e a r . )  

T a r g e t :  Oc tober  30 ,  1 9 8 4  

o P r o p o s a l s  r e c e i v e d  i n  AID/vl. S i x t y  days  w i l l  pe a l lowed .  

T a r g e t :  December 3 0 ,  1984 

o  RFP e v a l u a t i o n  commit tee  convenes  i n  Washington. 

T a r g e t :  J a n u a r y  1 5 ,  1985 

o  E v a l u a t i o n  committee c o m p l e t e s  r ev iew and e s t a b l i s h e s  
c o m p e t i t i v e  range .  

* 
T a r g e t :  J a n u a r y  3 0 ,  1985 

o P a n e l  c o m p l e t e s  v i s i t s  t o  h i g h e s t  r anked  c o n t e n d e r s  and 
a g r e e s  on f i n a l  r a n k i n g .  

T a r g e t :  F e b r u a r y  1 5 ,  1985 

o  C o n t r a c t s  o f f i c e  commences n e g o t i a t i o n s  w i t h  n i g h e s t  ranked 
c o n t e n d e r .  

T a r g e t :  F e b r u a r y  28, 1985 

o  C o n t r a c t  s i g n e d  by AID/W. (Note t h a t  n e g o t i a t i o n s  f o r  t h i s  
c o n t r a c t  w i l l  be  a s u ~ s t a n t i a l  t a s k  g i v e n  i t s  m u l t i f a c i t e d  
n a t u r e  and t h e  f a c t  t h a t  it w i l l  p r o b a b l y  e n v o l v e  two o r  
more s u b - c o n t r a c t o r s  o r  j o i n t  v e n t u r e r s . )  

T a r g e t :  May 30, 1985 

o  Cont ingency  f a c t o r :  30 days.  Rev i se  c o n t r a c t  s i g n i n g  d a t e .  

N e w  T a r g e t :  J u n e  30,  1985 

o  I n i t i a l  s h o r t - t e r m  group  c o n s u l t i n g  g roup  from Prime 
C o n t r a c t o r  f o r  d e t a i l e d  p l a n n i n g  and c o n t r a c t  
implementa t ion  a r r a n g e m e n t s  a r r i v e s  i n  Uganda 

T a r g e t :  August  1, 1985 

o  . P l a n n i n g  and imple inenta t ion  a r r a n g e m e n t s  comple te .  T h i s  is 
e x p e c t e d  t o  i n v o l v e  s e v e r a l  d i f f e r e n t  t r i p s  o f  v a r i o u s  long  



and s h o r t  term people  over a  p e r i o d  o f  abou t  fou r  months whi le  
c o n t r a c t o r  is  g e a r i n g  up f o r  f u l l  m o b i l i z a t i o n .  During t h i s  
p e r i o d  t h e  c o n t r a c t o r  w i l l  be s imu l t aneous ly  working on; a )  
housing and o f f i c e  arrangements ,  procurement f o r  t h e  r e s i d e n t  
team e f f o r t  ( v e h i c l e s ,  f u r n a t u r e ,  o f f i c e  equipment computers,  
e t c .  ) and o t h e r  a d m i n i s t r a t i v e  a s p e c t s  of i ts  own m o b i l i z a t i o n  
and b)  groundwork ( i n i t i a l  s t u d i e s  and su rveys ,  deve lapnent  of 
d e t a i l e d  work p l a n s ,  r e c r u i t m e n t  of Ugandan s t a f f  e t c . )  on t t e  
Techn ica l  A s s i s t a n c e  E n t i t y ,  UDB, Data Management and 
f inancing/procurement  corn2onents. ( S u b s t a n t i a l  p r e -mob i l i za t ion  
funding has  been provided  f o r  s u c h  an e f f o r t  and t n e  BITP 
shou ld  i n d i c a t e  t h a t  t h i s  w i l l  be expec ted  i n  o rde r  t o  minimize 
d e l a y s  and be a b l e  t o  make a  January  1, 1986 t a r g e t  f o r  
commencement of P h a s e  I i n  e a r n e s t . )  

Targe t :  November 30, 1985 

o  F u l l  m o b i l i z a t i o n .  Con t r ac to r  i s  on board f o r  t h e  d u r a t i o n  
i n  Kampala and systems a r e  o p e r a t i n g .  

Ta rge t :  December 31, 1985 

bl Other Pre-Imnlementation A c t i v i t i e s .  

C o n d i t i o n s , P r e c e d e n t  - TA. 

Beyond r o u t i n e  c o n d i t i o n s  such a s  names and s2ecimen 
s igna - tu re s ,  impor t an t  c o n d i t i o n s  p receden t  which must be met 
b e f o r e  t h e  s i g n i n g  of t h e  Prime C o n t r a c t  i n c l u d e ;  es tab l i shrnent  
of t h e  h igh  l e v e l  p r o j e c t  o v e r s i g h t  committee a long wi th  i t s  
g roundru le s ,  t h e  c o n s o l i d a t i o n  of t n e  Crops and Lives tock  
Departments w i t h i n  t h e  UDB, and a  s t a t e m e n t  from t h e  GOU t h a t  
it is i n  accord  wi th  t h e  e s t a b l i s h m e n t  of t h e  a d m i n i s t r a t i v e l y  
s e p a r a t e  Techn ica l  A s s i s t a n c e  E n t i t y  and t h e  p l a n  f o r  its 
e v e n t u a l  independence. The meeting of t h e s e  c o n d i t i o n s ,  wi th  
t h e  a s s i s t a n c e  of  t h e  USAID p r o j e c t  o f f i c e r  and s h o r t  term 
a s s i s t a n c e  a s  neces sa ry  from pre-prime c o n t r a c t  c o n s u l t a n t s  and 
REDSO, is expec ted  t o  r e q u i r e  approximate ly  s i x  months from t h e  
date of t h e  g r a n t  agreement. Three  e x t r a  months a r e  added h e r e  
f o r  l i k e l y  s l i p p a g e .  

Ta rge t :  A p r i l  30, 1985 

( 2 )  Cond i t i ons  Precedent  - Lending. 

These c o n d i t i o n s  w i l l  be somewhat more t ax ing  than  those  f o r  
t e c h n i c a l  a s s i s t a n c e ,  b u t  f o r  a s u b s t a n t i a l  p o r t i o n  of t h e  
p e r i o d  when t h e s e  a r e  being developed,  Prime Con t r ac to r  



pe r sonne l  w i l l  be on hand t o  a s s i s t .  The p r i n c i p a l  ones a r e ;  a )  
t h e  development and app rova l  of  an ~ p e r a t i n g  procedures  manueb 
f o r  t h e  p r o j e c t  which w i l l  i n c o r p o r a t e  complete I C I ,  
sub-borrower,  and s u b - p r o j e c t  c r i t e r i a ,  p l u s  g u i d e l i n e s  and 
grocedures  f o r  l end ing  o p e r a t i o n s  a t  both  I C I  and sub-borrower 
l e v e l s ,  and b )  a minimum of one completed loan  agreement 
between t h e  BOU and an I C I  (p robably  t h e  UDB) . I t  is e x ~ e c t e d  
t h a t  t h e s e  w i l l  be completed w i t h i n  12 t o  17 months of t h e  
s i g n i n g  of l oan  agreement .depending on t h e  l e v e l  and q u a l i t y  of 
e f f o r t  made by t h e  BOU and p a r t i c i p a t i n g  I C I s ,  fol low-up work 
by t h e  USAZD and t h e  t iming  and e f f o r t  of t h e  Prime C o n t r a c t o r .  
I n  any c a s e ,  t h e y  a r e  n o t  expec ted  t o  d rag  i n t o  t h e  Phase I 
o p e r a t i n g  p e r i o d .  

Ta rge t :  December 31, 1985 

( 3 )  Other Pre-implementation ~ c t i v i t i e s ' .  

Other a c t i v i t i e s  du r ing  t h i s  p e r i o d  inc lude :  s e l e c t i o n  and 
award of t n e  a u d i t i n g  c o n t r a c t  ~ h i c n  must t a k e  p l a c e  I n  advance 
of any a c t u a l  l end ing  a c t i v i t y ,  o b s e r v a t i o n  t r a v e l  of  I C I  
o f f i c i a l s  t o  t h e  P h i l i p p i n e s ,  ana p s s s i b l y  i n i t i a l  adv i so ry  
s e r v i c e s  e i t h e r  by i n t e r n a t i o n a l  v o l u n t e e r  e x p e r t s  such a s  from 
t h e  I n t e r n a t i o n a l  Execut ive  S e r v i c e  Corps o r  s h o r t  term 
c o n s u l t a n t s  b rought  i n  by t h e  USAID t o  t r y  and g e t  a  few l o a n s  
o f f  t h e  ground e a r l y ,  The t iming and f e a s i b i l i t y  of t h e s e  
p o s s i b l e  i n i t i a t i v e s  w i l l  depend on i n i t i a l  p lanning  and 
n e g o t i a t i n g  by t h e  USAID and on a v a i l a b i l i t y  o r  s t a f f  time. 

2.  P r o j e c t  Ope ra t ions  - Phases  I and 11. 

a )  Phase I 

On t h e  b a s i s  of t h e  advance work d i s c u s s e d  above,  it is assumed 
t h a t  Phase I ( o f f i c i a l l y  commencing on Janua ry  1, 1986) w i l l  
s t a r t  wi th  a l l  systems i n  p l a c e  and o p e r a t i n g .  That  is ,  
s u b - p r o j e c t  a p p r a i s a l  w i l l  commence i n  e a r n e s t  a t  l e a s t  i n  t h e  
UDB, t h e  Technica l  A s s i s t a n c e  e n t i t y  w i l l  s t a r t  p rov id ing  
f e a s i b i l i t y  s t u d y  and management a s s i s t a n c e  t o  sub-borrowing 
e n t i t i e s  and i n i t i a l  d a t a  c o l l e c t i o n  work w i l l  be underway. On 
t h i s  b a s i s ,  t h e  p r o j e c t  l o a n s  a r e  expec ted  ts be approved 
w i t h i n  t h r e e  months. (Note t h a t  t h e  average  t ime frsrn 
a p p l i c a t i o n  u n t i l  l oan  approva l  i n  t h e  UDB is s i x  months, b u t  a  
number of a s n t i c i p a t e d  s u b - p r o j e c t  l o a n s  a r e  a l r e a d y  i n  t h e  
system, and it i s  expec ted  t h a t  some advance work can be done 
on these .  I n  t h e  case of t h e  commercial banks,  t h e  p roces s  is  
much more r a p i d .  G r i n d l a y ' s  is expected t o  commence l end ing  
immediately. ) 



By t h e  end of t n e  f l r s t  q u a r t e r  of t h e  b a s t  yea r  of Phase I ,  o r  
March 30 1988,  the d a t a  management component of t h e  p r o j e c t  
w i l l  have completed a thorough a n a l y s i s  of p r o j e c t  o p e r a t i o n s  
up to '  t h a t  p o i n t  (See 111, D. 5.) p l u s  a l l  s p e c i a l  s t u d i e s ,  and 
have a 2ackage of  comprenensive m a t e r i a l  ready f o r  t h e  
for thcoming independent  e v a l u a t i o n .  

The Phase L e v a l u a t i o n  w i l l  commence i n  A p r i l ,  1988 and be 
completed by t h e  end of June.  On t h e  b a s i s  of t h e  f i n d i n g s  of 
t h a t  e v a l u a t i o n ,  t h e  r edes ign  and d e t a i l e d  p lanning  e x e r c i s e  
f o r  Phase I1 w i l l  be c a r r i e d  o u t  over t h e  fo l lowing  t h r e e  month 
p e r i o d ,  p r i m a r i l y  by t h e  3 a t a  Management O f f i c e  wi th  i n p u t s  a s  
needed from o t h e r  e lements  of t h e  c o n t r a c t ,  the-USAID and 
p a r t i c i p a t i n g  agenc ie s .  Th i s  e x e r c i s e  w i l l  cu lmina te  i n  t h e  
p roduc t ion  of a major P r o j e c t  Paper supplement,  t o  be approved 
by t h e  USAID, wi th  REDSO/ESAts concur rence  f o r  t h e  funding of  
Phase 31. 

b) Phase 11. 

No a t t e m p t  is made h e r e  t o  p r o j e c t  t iming and execu t ion  of 
Phase a c t i v i t i e s  a s  t h e s e  w i l l  depend e n t i r e l y  on t h e  
r e s u l t s  of t h e  above a n a l y t i c a l  e f f o r t s .  See Phase I1 e lements  
of t h e : : p r o j e c t  d e s c r i p t i o n  f o r  o v e r a l l  t a r g e t s  and t e n t a t i v e  
d e s c r i p t i o n s .  A major e v a l u a t i o n  w i l l  l i k e w i s e  t a k e  p l a c e  i n  
t h e  l a s t  year  of Phase I1 i n  1991 which w i l l  h o p e f u l l y  l e a d  t o  
t h e  r e p l i c a t i o n  of v a l u a b l e  expe r i ence  i n  o t h e r  s e t t i n g s  and 
ongoing i n t e r n a t i o n a l  r e s o u r c e  m o b i l i z a t i o n  f o r  Ugandan 

. . a g r i c u l t u r a l  e n t e r p r i s e .  

C Eva lua t ion  Arranyements and p l a n  

Ongoing e v a l u a t i o n  a c t i v i t i e s  a r e  an i n t e g r a l  and c r i t i c a l  p a r t  
of t h i s -  p r o j e c t  through t h e  Data Management Component. The 
s u c c e s s - o f  t h e  p r o j e c t  i n  t e r n s  o f  i t s  a ~ i l i t y  t o  a d j u s t  t o  
e m e r g i n g ' c o n d i t i o n s  and l e s s o n s  observed h inges  on sound data 
c o l l e c t i o n  and a n a l y s i s  over t i m e .  Yhe a b i l i t y  of c r e d i t  
sys tems - s t r e n g t h e n e d  t o  mob i l i ze  a d d i t i o n a l  l end ing  c a p i t a l  
w i l l  depend i n  s u b s t a n t i a l  measure on adequa te  a n a l y s i s  and 
e v a l u a t i o n  of problems, p r o g r e s s ,  impact e tc .  

The Data Management Component is d e s c r i b e d  i n  S e c t i o n  111, D. 
5. of t h e  P r o j e c t  Desc r ip t ion .  A s  mentioned i n  t h e  preceed ing  
s e c t i o n ,  s e @ a r a t e  and independent  e v a l u a t i o n s  a r e  t o  occur 
e a r l y  i n  t h e  f i n a l  y e a r s  of Phases  I and I1 - 1988 and 1 9 9 1  
r e s p e c t l v e l y .  



For p u r p o s e s  of  ~ m p l e m e n t a t i o n ,  t h e  most i ~ n p o r t a n t  e v a l u a t i o n  
w i l l  o b v i o u s l y  be  t h e  one  a t  t h e  end o f  Phase  I ,  a s  d e t a i l e d  
p l a n n i n g  f o r  t n e  cernainder of  t n e  p r o j e c t w i l l  draw from it, I t  
s h o u l d  be of  u n u s u a l l y  h i g h  q u a l i t y  g i v e n  t h e  magni tude  o f  
q u a l i t y  of e f f o r t  t h a t  w i l l  be a i r e c t e d  t o  p r e p a r a i n y  d a t a  f o r  
i t ,  i n c l u d i n g  time series d a t a  on l e n d i n g ,  i n s t i t u t i o n a l  
s t r e n g t h e n i n g ,  and t h e  c l i e n t  g roup  i n  a d d i t i o n  t o  a nu~nber of  
s p e c i a l  s t u d i e s  t h a t  w i l l  f e e d  i n t o  t h e  mix t o  be c o n s i d e r e d .  
I t  w i l l  a l s o  c o n s i d e r  c o n t x a c t o r  and USAiL) perf.arrnance i n  
implement ing  t h e  p r o j e c t  and make recommendations on bo th .  The 
f i n a l  p r o d u c t  w i l l  i n c l u d e  a  comprehensive  s e t  of a n a l y t i c a l l y  
s u p p o r t  recommendations f o r  p r o j e c t  r e d e s i g n  and implementa t ion  
f o r  Phase  11. 

The f i n a l  e v a l u a t i o n  w i l l  c o n s i d e r  t h e  e n t i r e  p r o j e c t  w i t h  an  
emphasis  on Phase  I1 and r e s u l t  i n  a  w e l l  documented b a s i s  f o r  
replication and/or  u s e  of  e x p e r i e n c e  g a i n e d  i n  o t h e r  programs 
i n  Uganda and o t h e r  c o u n t r i e s .  I t  s h o u l d  a l s o  be  v e r y  u s e f u l  i n  
a d d i t i o n a l  r e s o u r c e  m o b i l i z a t i o n .  

The e v a l u a t i o n s  a r e  e x p e c t e d  (and have  been budge ted)  t o  b e  
c a r r i e d  o u t  by teams o f  t n r e e  p e o p l e  ( f i n a n c e ,  a g r o - i n d u s t r y ,  
and s o c i a l  s c i e n c e  o r  some s i m i l a r  mix)  over  a  p e r i o d  o f  
a p p r o x i m a t e l y  two months e a c h .  

D. Proposed C o n d i t i o n s  and Covenants .  

I n  a d d i t i o n  t o  s t a n d a r d  c o n d i t i o n s  p r e c e d e n t  and c o v e n a n t s  t h e  
USAID p l a n s  t o  i n c l u d e  t h e  f o l l o w i n g  i n  s u b s t a n c e  i n  t h e  
agreement  t o  be s i g n e d  w i t h  t h e - M i n i s t r y  of  F inance :  

1. C o n d i t i o n s  P r e c e d e n t .  

a . )  G e n e r a l  and P r i o r  t o  F i r s t  Disbursement  f o r  
T e c n n i c a l  A s s i s t a n c e .  

The G r a n t e e  w i l l  f u r n i s h ,  o r  c a u s e  t o  b e  f u r n i s h e d ,  i n  form and 
s u b s t a n c e  s a t i s f a c t o r y  t o  USAID, e v i d e n c e  o f :  

(1) The e s t a b l i s h m e n t  o f  h i g h  l e v e l ,  i n t e r - a g e n c y  p r o j e c t  
commit tee  t o  p r o v i d e  f o r  n a t i o n a l  o v e r s i g h t  o f  t h e  
p r o j e c t ' s  e x e c u t i o n  and t o  s e r v e  a s  a v e h i c l e  f o r  p o l i c y  
l e v e l  i n t e r v e n t i o n  when n e c e s s a r y .  'She e v i d e n c e  s u b m i t t e d  
s h o u l d  p r o v i d e  terms of r e f e r e n c e  and o p e r a t i n g  p r o c e d u r e s  
f o r  t h e  commit tee .  

( 2 )  The e s t a b l i s h m e n t ,  o r  i n t e n t i o n  t o  e s t a b l i s h  w i t h i n  a  
s a t i s f a c t o r y  time p e r i o d ,  of  a  c o n s o l i d a t e d  a g r i c u l t u r a l  



p r o j e c t s  a p p r a i s a l  depar tment  w i t h i n  t h e  Uganda Development 
Bank which w i l l  draw from t h e  e x i s t i n g  c r o p s  and l i v e s t o c k  
depar tments .  ( " I n t e n t i o n "  may s u f f i c e ,  as s h o r t  term c o n s u l t i n g  
a s s i s t a n c e  from a  development banking e x p e r t  is  programmed t o  
a s s i s t  t n e  UDB iri t h e  r e g o r a n i z a t i o n  p l a n ,  s t r u c t u r e ,  o p e r a t i n g  
p rocedures ,  e t c .  .) 

( 3 )  Government app rova l  or' t h e  p l a r ~  t o  e s t a b l i s h  an independent  
t e c h n i c a l  a s s i s t a n c e  e n t i t y  by t h e  end of Phase I. The 
ev idence  should  i n d i c a t e  approva l  of t h e  concept  and t h e  
subs t ance  of  t h e  proposed p l a n  f o r  a r r i v i n g  a t  t h e  
independent  e n t e r p r i s e .  The ev idence  should a l s o  ~ n d i c a t e  
app rova l  of  t h e  i n i t i a l  e s t a b l i s h m e n t  of t h e  t e c h n i c a l  
a s s i s t a n c e  e n t i t y  under Prime C o n t r a c t o r .  

b )  P r i o r  t o  F i r s t  Disbursement f o r  Lending. 

The Grantee  w i l l  f u r n i s h ,  o r  cause  t o  be f u r n i s h e d ,  i n  form and 
subs t ance  s a t i s f a c t o r y  t o  USAID, ev idence  o f :  

(1) An e s t a b l i s h e d  r e d i s c o u n t  f a c i l i t y  i n  t h e  Bank of Uganda, 
t o  be u t i l i z e d ' b y  p r o j e c t  I C I s ,  P a r t i c u l a r l y  t h e  Uganda 

. Development Bank, f o r  s e c u r r i n g  t h e  l o c a l  cu r r ency  
c o u n t e r p a r t  c o n t r i b u t i o n s  r e q u i r e d  f o r  t h e  sub- lending 
program. Terms, c o n d i t i o n s ,  and o p e r a t i n g  procedures  f o r  
a c c e s s  and drawdowns from t h i s  f a c i l i t y  should  d e t a i l e d . ,  

The e s t a b l i s h m e n t  of  a  sp -ec i a l  account  f o r  repayments by 
I C I s  of P r o j e c t  l o a n s  which a r e  t o  be r e l e n t  f o r  purposes  
i n  accord  wi th  p r o j e c t  c r i t e r i a  i n  g e n e r a l ,  (Note: P o s s i b l y  
t h i s  should  be a  covenant .  Reflows du r ing  t h e  p r o j e c t  
p e r i o d  w i l l  be i n t e r e s t  on ly ,  b u t  w i l l  be s u b s t a n t i a l  
n e v e r t h e l e s s .  I t  is n o t  expec ted  t h a t  t h e  c o n d i t i o n  can be 
i n f o r c e d  beyond t h e  s r o j e c t  p e r i o d  f o r  l a c k  of moni tor ing  
c a p a b i l i t y  once p r o j e c t  has  t e rmina t ed .  Th i s  same 
c o n d i t i o n  shou ld  be s t i p u l a t e d  f o r  I C I s  i n  t h e  c a s e  of 
sub- loan re f lows .  

( 3 )  The development of an o f f i c i a l l y  approved o p e r a t i o n s  manuel 
f o r  t h e  l end ing  component of  t h e  p r o j e c t  i nc lud ing  c r e d i t  
p o l i c y  and r e g u l a t i o n s  and l end ing  c r i t e r i a  f o r  I C I s ,  
sub-borrowers,  and s u b - p r o j e c t s .  T h i s  w i l l  a l s o  i nc lude  
procedures  f o r  complying w i t h  A I D ' s  e n v i r o n ~ n e n t a l  
r e g u l a t i o n s  and f o r  r e f e r r i n g  proposed sub- loans  t o  A I D  f o r  
app rova l  w i t h  r e s p e c t  t o  A I D ' s ,  p r o j e c t ,  program, p o l i c y  
and l e g a l  requi rements .  (Note: USAID w i l l  p robably need t o  
p rov ide  d i r e c t  and c o n s u l t i n g  a s s i s t a n c e  t o  t h e  Gran tee  t o  
meet t h i s  c o n d i t i o n ,  which w i l l  be p o s s i b l e  both  p r i o r  t o  



and once t h e  Prime C o n t r a c t  nas  been s igned . )  (Also,  p l e a s e  s e e  
t h e  c o n d i t i o n s  and covenants  s t i p u l a t e d  above under t n e  
Environmental  C o n s i d e r a t i o n s ,  PAAT 111, F) 

( 4 )  Signed l o a n  agreements wi th  I C I 1 s  t o  p a r t i c i p a t e  i n  t h e  
l end ing  a c t i v i t y .  (Once a  l oan  agreement is s igned  w i t h  one 
I C I ,  l end ing  may commence through t h a t  p a r t i c u l a r  I C I .  New 
l o a n s  may be s igned  over t h e  l i v e  of t h e  p r o j e c t ,  each t o  
be approved by A I D ,  a s  each new I C I  a p p l i e s  t o  p a r t i c i p a t e  
i n  p r o j e c t  l end ing  a c t i v i t y .  The loan  agreements will 
s t i p u l a t e  compliance w i t h  p r o j e c t  l end ing  c r i t e r i a  and 
provide  f o r  terms and c o n d i t i o n s  a c c e p t a b l e  t o  AID.) 

( 5 )  Acceptance of n e g o t i a t e d  ongoing maximum l e v e l s  of 
de l inquency  and d e f a u l t  r a t e s  a t  both  I C I  and sub-borrower 
l e v e l s  of over a s t i p u l a t e d  p e r i o d  i n  age,  over t h e  l i f e  of 
t h e  p r o j e c t .  I t  w i l l  'be  f u r t h e r  accep ted  t h a t  i f  such r a t e s  
exceed t h e  agreed  upon l e v e l s  ( i n  e i t h e r  o r  both t h e  I C I  i n  
q u e s t i o n  and t a e  sub-borrower group)  a i sbursements  f o r  
l end ing  through t h a t  I C I  s topped u n t i l  t h e  BOU and t h e  
USAID a r e  s a t i s f i e d  t h a t  t h e  r a t e s  have dropped below t h e  
l e v e l s  i n  q u e s t i o n  and t h a t  adequa te  measures have been 
taken  t o  avoid f u t u r e  occu r rences  of t n e  problem. 

( 6 )  S ta tement  t h a t  imported commodities w i l l  be exempted from 
import  d u t i e s  and i n s p e c t i o n  f e e s  e t c .  (With r e s p e c t  t o  
s h e l f  i t ems  of over $5 ,000,  import  d u t i e s  and f e e s  w i l l  
have t o  be removed somehow, o r  reimbursed t o  t h e  p r o j e c t .  ) 

c) P r o i r  t o  Phase 11 Disbursements.  

P r i o r  t o  Phase 11 disbursements  f o r  e i t h e r  Technica l  A s s i s t a n c e  
o r  Lending, t h e  Gran tee  and t h e  USAID w i l l  ag reed  on d e t a i l e d  
p l a n s  and c o s t s  f o r  Phase I1 p r o j e c t  execu t ion  on t h e  basis of 
t h e  f i n d i n g s  of t h e  comprehensive e v a l u a t i o n  t o  be c a r r i e d  o u t  
i n  t h e  Last year  of Phase I. 

2 Covenants. 

The g r a n t e e  will covenant  t h a t ,  u n l e s s  AID o the rwi se  a g r e e s  i n  
w r i t i n g ,  it will: 

(1) Assure t h a t  proposed sub- loans  f o r  an amount exceeding 
$200 ,000  i n  USAID f inanced  c o s t s  will be submi t t ed  t o  t h e  
USAID f o r  approva l  p r i o r  t o  d i sbursement .  

( 2 )  Assure t h a t  t h e  USAID r e c e i v e s  c o p i e s  of a11  sub-loan 
p r o p o s a l s  i n  g e n e r a l  f o r  purposes  of in format ion  and 
monitor iny . 



( 3 )  Absorb t h e  m a i n t a i n a n c e  of v a l u e  r i s k  ( d e v a l u a t i o n )  
a s s o c i a t e d  w i t h  p r o j e c t  l e n d i n g ,  ie . ,  a l l  p r o j e c t  l o a n s  
w i l l  be  denominated  i n  l o c a l  c u r r e n c y  a t  t h e  time o f  
commitment o r  d i s b u r  sement.  

( 4 )  At tempt  t o  r e a c h  agreement  w i t h  commercial  I C I s  i n t e r e s t e d  
i n  p a r t i c i p a t i n g  i n  t h e  p r o j e c t  w i t h  r e s p e c t  t o  a  
combina t ion  of  i n t e r e s t  r a t e s  ana  a s o s s i b l e  i o c a l  c u r r e n c y  
c r e d i t  g u a r a n t e e  scheme which w i l l  a l l o w  s u c h  I C I s  t o  
p r o j e c t  a s a t i s f a c t o r y  r e t u r n  t o  t h e i r  p a r t i c i p a t i o n  a t  an 
a c c e p t a b l e  r i s k .  

(Note: - A c r e d i t  sch.eme i s  b e i n g  d e v e l o p e d  by tae Bank of  Uganda 
t o  e n c o u r a g e  commercial  l e n d i n g  f o r  a g r i c u l t u r a l  development .  
A t  t h e  rnoirlent, t h e  amounts t o  be c o v e r e d  a r e  s o  low t h a t  it 
would n o t  s e r v e  t h e  i n t e r e s t s  of  t h i s  p r o j e c t  i n  p a r t i c u l a r .  
The commercial  banks ,  on t h e  o t h e r  hand,  have i n d i c a t e d  t h a t  
t h e y  w i l l  r e q u i r e  a g u a r a n t e e  on t h a t  p o r t i o n  o f  t h e i r  
s u b - l o a n s  n o t  t o  be c o v e r e d  by sub-borrower c o n t r i b u t i o n s  of  
" l o c a l  c o v e r . "  F i n a l l y ,  t h e  a e s i g n  team is n o t  conv inced  of  t h e  
u t i l i t y  of  t h e  g u a r a n t e e  scheme, b e l i e v i n g  t h a t  a  sound way t o  
h a n d l e  t h e  r i s k  q u e s t i o n  is t h r o u g h  l e n d i n g  r a t e s  which 
a d e q u a t e l y  t a k e  r i s k  i n t o  a c c o u n t  w i t h  t h e  e s t a b l i s h m e n t  of 
a p p r o p r i a t e  r e s e r v e s  by t h e  l e n d e r  etc.  I n  any c a s e ,  it is 
b e l i e v e d  t h a t  t h e  commercia l  banks  w i l l  p a r t i c i p a t e  w i t h o u t  a  
g u a r a n t e e  i f  t h e y  are a l l o w e d  t o  borrow and c h a r g e  a t  r a t e s  
commensurate w i t h  t h e  r i s k  and p r o j e c t  a r e a s o n a b l e  p r o f i t ;  
hence  c o v e n a n t  p roposed  above. )  

(5)  Make i t s  b e s t  e f f o r t s  t o :  

o  r e s o l v e  t h e  e d i b l e  o i l  e x - f a c t o r y  t a x  q u e s t i o n  i n  a  
manner c o n d u s i v e - t o  t h e  development  o f  t h e  l o c a l  
i n d u s t r y  and p r o d u c t i o n  f o r  t h e  Uganda market .  

o  r e s o l v e  d i s p u t e s - o v e r  ownersh ip  of  p r i v a t e  
e n t e r p r i s e s  s o l i c i t i n g  c red i t  f o r  s u b - p r o j e c t s  
under  t h e  p r o j e c t .  

o p r o v i d e  and m a i n t a i n  q u a l i f i e d  c o u n t e r p a r t  
p e r s o n n e l  on a  t i m e l y  b a s i s  i n  t h e  UDS. 

E. N e g o t i a t i n g  S t a t u s  o f  P r o j e c t  

A t  t h e  t i m e  o f  PP p r e p a r a t i o n  t n e  p r o j e c t  had been d i s c u s s e d  
w i t h  t h e  Government,  p a r t i c u l a r l y  w i t h  t h e  Department  o f  
Development F i n a n c e  o f  t h e  Bank of  Uganda, f o r  over  a  y e a r .  



D e t a i l e d  d i s c u s s i o n s  have a l s o  been c a r r i e d  o u t  over a number 
of months wi th  t h e  p r i n c i p a l  161, t h e  Uganda Development Bank. 
Discuss ions  a t  a somewhat l e s s  i n t e n s e  beve l  nave a l s o  been 
c a r r i e d  o u t  w i t h  G r i n d l a y ' s  and t o  a l e s s o r  degree  still with 
o t h e r  I C I s .  

A s  t h e  P r o j e c t  Paper was prepared  i n  f i n a l  i n  ~ q a i r o b i  i n  o rde r  
t o  use  REDS0 p rcduc t ion  f a c i l i t i e s  and con fe r  wi th  a p p r o p r i a t e  
e x p e r t s ,  and a s  t h e  d e a d l i n e  f o r  a u t h o r i z a t i o n  was f a s t  
approaching ,  i t  was no t  p o s s i b l e  t o  r e t u r n  t o  Uganda and 
n e g o t i a t e  t h e  p r o j e c t  i n  f i n a l  form. Th i s  w i l l  be c a r r i e d  o u t  
by t h e  USAID D i r e c t o r ,  w i th  a s s i s t a n c e  from REDSO, once t h e  
f i n a l  v e r s i o n  of t h e  paper has  been r ece ived  on June 6 ,  1984. 
T h i s  should  a l l ow t ime f o r  p o s s i b l e  problems t o  s u r f a c e  p r i o r  
t o  a u t h o r i z a t i o n  which is n o t  expected t o  t a k e  p l a c e  u n t i l  
c l o s e  t o  t h e  end of June 1984. Major d i f f i c u l t i e s  a r e  n o t  
expec ted  t o  occu r ,  nowever, a s  t h e  Bank of Uganda is on board 
wi th  t h e  s t r u c t u r e ,  concep t ,  approach and b a s i c  modus operandi  
of t h e  p r o j e c t .  A Government keques t  f o r  A s s i s t a n c e  is a t t a c h e d  
a s  Annex F t o  t h i s  paper .  
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ANNEX A 

L O G I C A L  FRAMEWORK 

I. Goal S t r u c t u r e  o f  P r o j e c t .  

A. P r o g r a m  L e v e l  G o a l :  

P r o v i d e  a  p a c k a g e  o f  a s s i s t a n c e  i n t e r v e n t i o n s  w h i c h  w i l l  l e a d  
t o  r e h a b i l i t a t i o n ,  r e c o v e r y  a n d  d e v e l o p m e n t  o f  p r i v a t e  
( i n c l u d i n g  c o o p e r a t i v e )  e n t e r p r i s e  w i t h i n  t h e  A g r i c u l - t u r a l  
s e c t o r  r e s u l t i n g  i n  i m p r o v e d  i n c o m e ,  e m p l o y m e n t  a n d  q u a l i t y  o f  
l i f e  i n  g e n e r a l .  

B.  P r o j e c t  Goa l  

Make a v a i l a b l e  medium t o  l o n g  t e r m  f i n a n c i n g  f o r  i n v e s t m e n t  i n  
h i g h  p o t e n t i a l  a g r i c u l t u r a l  e n t e r p r i s e .  

C. P r o j e c t  P u r p o s e  

D e v e l o p  v i a b l e ,  s e l f - s u s t a i n i n g  s y s t e m s ,  f o r  t h e  e f f e c t i v e  
a b s o r p t i o n  o f  i n v e s t m e n t  c r e d i t  b y  a g r i c u l t u r a l  e n t e r : p r i s e ,  i n  
e s s e n c e ,  t o  i m p r o v e  a b s o r p t i v e  c a p a c i t y  a n d  m a n a g e r  is1 
c a p a b i l i t y  f o r  t h e  e f f e c t i v e  e x p l o i t a t i o n  o f  b o t h  e x t e r n a l l y  
m o b i l i z e d  a n d  l o c a l l y  a v a i l a b l e  r e s o u r c e s .  

D. C o n d i t i o n s  E x p e c t e d  a t  t h e  End o f  t h e  P r o j e c t  

1. S y s t e m  S u p e r - s t r u c t u r e  a n d  C a p i t a l i z a t i o n  

The p r o j e c t  a i m s  t o  e s t a b l i s h  a  v i a b l e ,  two t i e r e d  c r e d i t  
s y s  tem f o r  a g r i c u l t u r a l  i n v e s t m e n t  i n  t e r m s  o f  l e n d i n g ,  o n g o i n g  
c a p i t a l i z a t i o n  a n d  e x p a n s i o n .  By t h e  commencement  o f  P h a s e  I ,  
t h e  s t r u c t u r e  s h o u l d  b e  e s t a b l i s h e d  a l t h o u g h  l e n d i n g  w i l l  n o t  
h a v e  commenced i n  a n y  s i g n i f i c a n t  d e g r e e .  

P h a s e  I :  By t h e  e n d  o f  P h a s e  I ,  t h e  s y s t e m  s h o u l d  b e  o p e r a t i n g  
s m o o t h l y  i n  t e r m s  o f  l e n d i n g  a t  b o t h  BOU a n d  I C I  
l e v e l s ,  a 1  t h o u g h  o n l y  v e r y  m o d e s t  c a p i t a l i z - a t i o n  o r  
r e f l o w  a c t i v i t y  w i l l  h a v e  t a k e n  p l a c e  d u e  t.0 t h e  
g r a c e  p e r i o d s  b u i l t  i n t o  b o t h  c r e d i t s  a t  b o t h  
l e v e l s .  A d d i t i o n a l  r e s o u r c e  m o b i l i z a t i o n  s h o u l d  b e  
t a k i n g  p l a c e  o n  t h e  b a s i s  o f  t r a c k  r e c o r d s  
e s t a b l i s h e d .  

P h a s e  11: By t h e  e n d  o f  t h e  p r o j e c t ,  s u b s t a n t i a l  o t h e r  d o n o r  --- 
r e s o u r c e s  f o r  a g r i c u l t u r a l  i n v e s t m e n t  s h o u l d  a l s o  



h a v e  b e e n  m o b i l i z e d  a n d  d i s b u r s e d  t h r o u g h  t h e  s y s t e m s  
e s t a b l i s h e d  b y  t h e  p r o j e c t .  Expanded  o p e r a t i o n s  
s h o u l d  b e  m e e t i n g  demand a c c r o s s  t h e  b o a r d .  

2 .  I C I  C a p a b i l i t y  a n d  E f f e c t i v e  P a r t i c i p a t i o n .  

The o b j e c t i v e  i s  t o  a r r i v e  a t  a  s e t  o f  l e n d i n g  i n s t i t u t i o n s  a n d  
p r o g r a m s  c a p a b l e  o f  s a t i s f y i n g  t h e  n e e d  a c r o s s  t h e  b o a r d  f o r  
i n v e s t m e n t  f i n a n c i n g  i n  t h e  a g r i c u l t u r a l  e n t e r p r i s e  s e c t o r .  

P h a s e  I: UDB a n d  G r i n d l a y ' s  Bank e f f e c t i v e l y  l e n d i n g  t o  a l l  
c o n t e m p l a t e d  t y p e s  o f  a g r i c u l t u r a l  e n t e r p r i s e .  O t h e r  
b a n k s  w i l l  h a v e  e x p e r i m e n t e d  w i t h  some l o a n s  f i n a n c e d  
by t h e  p r o j e c t  on  a p i l o t  b a s i s ,  i . e .  B a r c l a y ' s ,  
S t a n d a r d ,  a n d  t h e  Uganda C o m m e r c i a l  Bank.  

P h a s e  11: Four  o r  more  m a j o r  b a n k s  e f f e c t i v e l y  l e n d i n g  f o r  
a g r i c u l t u r a l  e n t e r p r i s e  i n v e s t m e n t  on  a  c o u n t r y - w i d e  
b a s  i s .  An e f f e c t i v e  o u t r e a c h  c a p a b i l i t y  w i l l  h a v e  
b e e n  d e v e l o p e d  t h r o u g h  b r a n c h  o p e r a t i o n s  o r  m o b i l  
u n i t s .  

3 .  Volume o f  L e n d i n g  

P h a s e  I: C u m u l a t i v e  t o t a l  o f  P r o j e c t  C r e d i t  E x t e n d e d  w i l l  be  -- 
a t  l e a s t  $ 6 . 0  m i l l i o n .  

Annua l  L e n d i n g  l e v e l s  i n  t n e  f i n a l  y e a r  o f  P h a s e  I w i l l  b e  
$ 3 . 0  m i l l i o n .  

P h a s e  11: T o t a l  o f  p r o j e c t  c r e d i t s  e x t e n d e d :  $13 .9  m i l l i o n .  -- 
4.  V i a b i l i t y / E f f i c i e n c y  o f  L e n d i n g  

P h a s e  I: C o s t  o f  l e n d i n g  t o  a g r i c u l t u r a l  e n t e r p r i s e  f o r  
c a p i t a l  r e c e i v e d  on  c o n c e s s i o n a l  t e r m s  (AID F i n a n c e d )  
w i l l  b e  e s t a b l i s h e d  a t  a  s u s t a i n a b l e  l e v e l  w i t h i n  
m a r g i n s  r e c e i v e d .  

P h a s e  11: C o s t  o f  l e n d i n g  f o r  c a p i t a l  r e c e i v e d  o n  b o t h  
c o n c e s s i o n a l  a n d  c o m m e r c i a l  b a s i s  w i l l  b e  r e d u c e d  t o  
w h a t  c a n  b e  c o v e r e d  e f f e c t i v e l y  by  t h e  s p r e a d .  I C I s  
w i l l  b e  u n d e r g o i n g  s u s t a i n e d  e x p a n s i o n  on  b a s i s  o f  
e a r n i n g s  f r o m  l e n d i n g  o p e r a t i o n s .  

5 .  - R e s o u r c e  M o b i l i z a t i o n  a n d  C a p i t a l i z a t i o n  

P h a s e  I: By t h e  e n d  o f  P h a s e  I a  t r a c k  r e c o r d  w i l l  h a v e  b e e n  
e s t a b l i s h e d  p l u s  d e m o n s t r a t e d  a b s o r p t i v e  c a p a c i t y  o f  



b o t h  b o r r o w e r s  a n d  l e n d e r s  s u c h  t h a t  a d d i t i o n a l  m a j o r  
d o n o r  r e s o u r c e s  w i l l  b e  d i r e c t e d  t o  t h e  s e c t o r  o f  o n  
t h e  o r d e r  o f  $ 5 m i l l i o n  p e r  y e a r  p r o j e c t e d  f o r  t h e  
commencement  o f  P h a s e  11. 

P h a s e  11: By t h e  e n d  o f  P h a s e  I1 t h e  n e e d s  o f  t h e  a s s i s t e d  
s e c t o r  w i l l  b e  t o t a l l y  met  f rom a  c o m b i n a t i o n  o f  
c o n c e s s i o n a l  a n d  c o m m e r c i a l  s o u r c e s  o f  c r e d i t  p l u s  
s a v i n g s  o r  r e t a i n e d  e a r n i n g s  w i t h i n  t h e  t a r g e t  
communi ty  o f  e n t e r p r i s e s  a n d  l e n d e r s  ( e s t i m a t e d  t o  b e  
o n  t h e  o r d e r  o f  $ 8 t o  1 0  m i l l i o n  p e r  y e a r  b y  t h e  e n d  
o f  t h e  p r o j e c t ) .  

6 .  S u b - b o r r o w e r  S t r e n g t h e n i n g  a n d  E n t e r p r i s e s  
L a u n c h e d  

P h a s e  I: D u r i n g  P h a s e  I a t  l e a s t  o n e  o f  e a c h  t y p e  o f  p r o j e c t  
c o n t e m p l a t e d  w i l l  h a v e  b e e n  f i n a n c e d  a n d  a s s i s t e d .  A 
c o r e  g r o u p  o f  s u c c e s s f u l  o n g o i n g  p r o j e c t s  w i l l  h a v e  
b e e n  e s t a b l i s h e d  t o  s e r v e  a s  e x a m p l e s  f o r  r e p l i c a t i o n  
a n d  f r o m  w h i c h  t o  d raw e x p e r i e n c e  a n d  d a t a .  A t o t a l  
o f  a t  l e a s t  4 0  p r o j e c t s  w i l l  h a v e  b e e n  f i n a n c e d  o f  
w h i c h  a b o u t  5 0 X  s h o u l d  h a v e  c o m p l e t e d  t h e  i n v e s t m e n t  1 

. . 
a n d  b e  s u c c e s s f u l l y  o p e r a t i n g .  

P h a s e  11: By t h e  c o m p l e t i o n  o f  t h e  s e c o n d  y e a r  o f  P h a s e  11, a l l  . 
p r o j e c t  f u n d s  w i l l  h a v e  b e e n  drawndown and  i n v e s t e d  
i n  v i a b l e  p r o j e c t s  i n  t h e  t a r g e t  s e c t o r .  By t h e  e n d  
o f  t h e  p r o j e c t ,  a l l  p r o j e c t  f i n a n c e d  i n v e s t m e n t s  w i l l  
h a v e  b e e n  c o m p l e t e d .  Of t h e s e  a  s u b s t a n t i a l  number 
s h o u l d  r e p r e s e n t  a d d i t i o n a l  i n v e s t m e n t  o p p o r t u n i t i e s  
f o r  i n t e r n a l  o r  o t h e r  c o m m e r c i a l  s o u r c e s  o f  c a p i t a l .  
E n t e r p r i s e  management  w i t h i n  t h e  s e c t o r  w i l l  h a v e  
b e e n  s u b s  t a n t i a l l y  i m p r o v e d .  

The T e c h n i c a l  A s s i s t a n c e  E n t i t y  - 
P h a s e  I: By t h e  e n d  o f  P h a s e  I t h e  TA e n t i t y  w i l l  b e  a b l e  t o  - 

c o v e r  a l l  l o c a l  c u r r e n c y  o p e r a t i n g  c o s t s  t h r o u g h  f e e s  
r e c e i v e d  f r o m  s u b - b o r r o w e r s  u n d e r  t h e  p r o j e c t .  T h e r e  
w i l l  a l s o  b e  a  c o r e  s t a f f  o f  f i v e  t r a i n e d  Ugandan 
p r o f e s s i o n a l s  w o r k i n g  f u l l  t i m e  i n  t h e  a r e a s  o f  
f i n a n c i a l  s o c i o  - e c o n o m i c  a n d  t e c h n i c a l  f e a s i b i l i t y  
a n a l y s i s .  

P h a s e  11: By t h e  e n d  o f  t h e  p r o j e c t ,  t h e  u n i t  w i l l  b e  
c o m p l e t e l y  o n  i t s  own a s  a  v i a b l e  f i r m  o r  i n d i g e n o u s  
PVO d e d i c a t e d  t o  a g r i c u l t u r a l  e n t e r p r i s e  managemen t  
a n d  t e c h n i c a l  c o n s u l t i n g  a v a i l a b l e  f o r  t h e  g e n e r a l  
p u b l i c  and  for use by t h e  donor community. 



8 ,  L e s s o n s  l e a r n e d  a n d  a n a l y t i c a l  f o u n d a t i o n  
d e v e l o p e d  f o r  E x p a n s i o n  a n d  R e p l i c a t i o n  

P h a s e  I: By a  p o i n t  i n  t h e  m i d d l e  o f  t h e  l a s t  y e a r  o f  P h a s e  I ,  
t h e  a n a l y t i c a l  f o u n d a t i o n  w i l l  h a v e  b e e n  d e v e l o p e d  
f o r  m a j o r  o t h e r  d o n o r  r e s o u r c e  m o b i l i z a t i o n ,  a n d  
d e t a i l e d  p l a n n i n g  f o r  P h a s e  I1 e x p a n s i o n  o f  
i n v e s t m e n t  a c t i v i t y  w i l l  h a v e  b e e n  c o m p l e t e d .  

P h a s e  11: By t h e  e n d  o f  t h e  p r o j e c t  a  f u l l y  d o c u m e n t e d  
a n a l y t i c a l  h i s  t o r y  t o g e t h e r  w i t h  a  c o m p r e h e n s i v e  
f i n a l  e v a l u a t i o n  w i l l  h a v e  p r o v i d e d  t h e  b a s i s  f o r  
r e p l i c a t i o n  o f  s u c c e s s f u l  e l e m e n t s  o f  t h e  p r o j e c t  i n  
o t h e r  c o m p a r a b l e  c o u n t r i e s  o f  A f r i c a  i n  a d d i t i o n  t o  
s e r v i n g  a s  a n  i n v a l u a b l e  i n s t r u m e n t  f o r  p u b l i c  a n d  
p r i v a t e  s e c t o r  i n v e s t m e n t  p l a n n i n g  a n d  r e s o u r c e  
m o b i l i z a t i o n  upon  t e r m i n a t i o n  o f  A I D  a n d  o t h e r  d o n o r  
a s s i s t a n c e  t o  t h e  t a r g e t  s e c t o r .  

E .  P u r p o s e  L e v e l  A s s u m p t i o n s  

1. The p r o j e c t  w i l l  r e c e i v e  s t r o n g  p o l i c y  l e v e l  s u p p o r t  
f r o m  t h e  G O U  (Bank o f  Uganda ,  M i n i s t r i e s  o f  F i n a n c e ,  
A g r i c u l t u r e ,  a n d  C o o p e r a t i v e s ,  a n d  t h e  V v e r s i g h t  
C o m m i t t e e  t o  b e  e s t a b l i s h e d . )  T h e r e  i s  r e a s o n  t o  
b e l i e v e  t h i s  w i l l  b e  t h e  c a s e  d u e  t o  r e f o r m  m e a s u r e s  
i m p l e m e n t e d  o v e r  t h e  p a s t  t h r e e  y e a r s .  

2 .  P r i v a t e  b a n k s  w i l l  p a r t i c i p a t e  a s  a n t i c i p a t e d  i n  t h e  
p r o j e c t  d u e  t o  a t t r a c t i v e  l e n d i n g  m a r g i n s  o f f e r e d .  
G r i n d l a y ' s  w i l l  b e  t h e  f i r s t .  O t h e r s  s h o u l d  become 
i n v o l v e d  o n c e  t h e y  o b s e r v e  s u c c e s s f u l  p a r t i c i p a t i o n  
by G r i n d l a y ' s .  

The IB&D/UNDP e f f o r t  t o  i m p r o v e  o p e r a t i n g  s y s t e m s  a t  
t h e  U D B  w i l l  b e  s u c c e s s f u l .  The t e c h n i c a l  a s s i s t a n c e  
t e a m  i s  v e r y  s t r o n g  a n d  o p e r a t i n g  i n  l i n e  p o s i t i o n s .  
The A s s i s t a n t  G e n e r a l  Manager  i s  e s p e c i a l l y  
o u t s  t a n d i n g .  ( S e e  UOB I n s t i t u t i o n a l  A n a l y s i s  1. 

4 .  T a r g e t  e n t e r p r i s e s  w i l l  b e  w i l l i n g  t o  b o r r o w  f o r  
t e c h n i c a l  s e r v i c e s  r e c e i v e d .  

5 .  The s e c u r i t y  s i t u a t i o n  i n  Uganda w i l l  g r a d u a l l y  
i m p r o v e .  



11. O u t p u t s  o f  P r o i e c t .  

A. O v e r a l l  S y s t e m  D e v e l o p m e n t  a n d  C a p i t a l i z a t i o n  

By t h e  commencement  o f  P h a s e  I ,  a l l  a r r a n g e m e n t s  w i l l  h a v e  b e e n  
made a n d  a g r e e m e n t s  f i n a l i z e d  f o r  B O U  l e n d i n g  t o  t h e  Uganda 
D e v e l o p m e n t  Bank a n d    rind lay's. A g r e e m e n t s  w i t h  o t h e r  
c o m m e r c i a l  b a n k s  a r e  n o t  e x p e c t e d  u n t i l  a  y e a r  o r  more  i n t o  
P h a s e  I ,  a l t h o u g h  t h e y  c o u l d  come e a r l i e r .  A p r o p o s e d  
g u a r a n t e e  s c h e m e  f o r  c o m m e r c i a l  l e n d i n g  t o  t h e  a g r i c u l t u r a l  
s e c t o r  w i l l  a l s o  b e  o p e r a t i o n a l ,  a n d  s p e c i a l  a c c o u n t s  w i l l  h a v e  
b e e n  e s t a b l i s h e d  i n  t h e  B O U  f o r  p r o j e c t  a s s o c i a t e d  
d i s b u r s e m e n t s  a n d  r e f l o w s .  The s y s t e m  w i l l  b e  r e a d y  t o  commence 
p r o j e c t  o p e r a t i o n s .  Sub-p ro  j e c t  l e n d i n g  i s  e x p e c t e d  t o  
commence w i t h i n  s i x  m o n t h s  o f  t h e  commencement  o f  P h a s e  I by 
b o t h  t h e  UDB a n d  G r i n d l a y ' s .  

By t h e  e n d  o f  P h a s e  I ,  t h e  r e f l o w  a c c o u n t  i n  t h e  Bank o f  Uganda 
f o r  t h e  f o r e i g n  e x c h a n g e  c o m p o n e n t  o f  t h e  l e n d i n g  a c t i v i t y  w i l l  
h a v e  a c c u m u l a t e d  t o  a p p r o x i m a t e l y  $ 6 0 0 , 0 0 0  i n  l o c a l  c u r r e n c y  
f r o m  i n t e r e s t  p a y m e n t s .  ( P r i n c i p a l  p a y m e n t s  t o  t h e  B O U  a r e  n o t  
programmed t o  s t a r t  u n t i l  t h e  1 1 t h  y e a r . )  By t h e  e n d  o f  P h a s e  
I1 t h e  b a l a n c e  o f  t h e  a c c o u n t  w i l l  h a v e  a r r i v e d  a t  $ 2 , 9 0 0 , 0 0 0  
w i t h  t o t a l  o u t s t a n d i n g  l o a n s  a m o u n t i n g  t o  a p p r o x i m a t e l y  
$ 1 3 , 9 0 0 , 0 0 0 .  I n  a d d i t i o n ,  o v e r  t h e  l i f e  o f  t h e  p r o j e c t ,  some 
$11 .5  m i l l i o n  i n  l o c a l  c u r r e n c y  w i l l  h a v e  b e e n  m o b i l i z e d  a n d  
i n v e s t e d  f r o m  t h e  l o c a l  c u r r e n c y  c o m p o n e n t s  o f  l o a n s  a n d  e q u i t y  
c o n t r i b u t i o n s  f r o m  s u b - b o r r o w e r s .  T h u s ,  t h e  more  i m p o r t a n t  
o u t p u t  w i l l  b e  a c h i e v e d  o f  c a p i t a l i z a t i o n  o f  a n  o n g o i n g  s o u r c e  
o f  l e n d i n g  c a p i t a l  f o r  a g r i c u l t u r a l  e n t e r p r i s e .  T h i s ,  when 
c o m p l e m e n t e d  b y  o t h e r  d o n o r  a s s i s t a n c e  e x p e c t e d  i n  P h a s e  I1 a n d  
b e y o n d  c a p i t a l i z a t i o n  a t  I C I  a n d  s u b - b o r r o w e r  l e v e l s ,  s h o u l d  
e f f e c t i v e l y  m e e t  demand f o r  t h e  i n d e f i n i t e  f u t u r e .  
A p p r o x i m a t e l y  1 2 0  p r o j e c t s  a r e  e x p e c t e d  t o  b e  f i n a n c e d  o v e r  t h e  
LOP.  ( S e e  d e s c r i p t i o n  o f  F i n a n c i n g  Componen t ,  S e c t i o n  4 ,  b e l o w .  ) 

B .  I C I  S t r e n g t h e n i n g  a n d  C a p i t a l i z a t i o ~  

1. The UDB 

A l m o s t  a l l  t e c h n i c a l  a s s i s t a n c e  a n d  t r a i n i n g  f o r  I C I s  u n d e r  t h e  
p r o j e c t  w i l l  b e  d i r e c t e d  t o  t h e  UDB t h r o u g h  w h i c h  65% o f  
p r o j e c t  f u n d s .  a r e  e x p e c t e d  t o  b e  c h a n n e l e d .  O t h e r  ICIs  may b e  
p r o v i d e d  w i t h  m o d e s t  l e v e l s  o f  s h o r t  t e r m  a s s i s t a n c e  i n  t h e  
p r o c e s s  o f  g e t t i n g  t h e m  i n v o l v e d  w i t h  t h e  p r o j e c t ,  a n d  t h e y  
w i l l  p r o b a b l y  p a r t i c i p a t e  t o  a  d e g r e e  i n  some i n - c o u n t r y  
t r a i n i n g  a c t i v i t y .  A t  t h e  p r e s e n t  s t a g e  o f  p r o j e c t  p l a n n i n g ,  
h o w e v e r ,  t h e r e  i s  n o  b a s i s  f o r  d e s c r i b i n g  i n s t i t u t i o n a l  o u t p u t s  
o u t s i d e  o f  t h o s e  t a r g e t e d  f o r  t h e  UDB. T h e s e  a r e  a s  f o l l o w s :  



By t h e  e n d  o f  P h a s e  I a  c o n s o l i d a t e d  ( c r o p s  a n d  l i v e s t o c k )  
a g r i c u l t u r a l  d i v i s i o n  w i l l  b e  f u n c t i o n i n g  a s  a n  e f f e c t i v e  
i n t e g r a t e d  u n i t  c a p a b l e  o f  a d e q u a t e l y  a p p r a i s i n g  a l m o s t  a l l  
t y p e s  o f  a g r i c u l t u r a l  e n t e r p r i s e  p r o p o s a l s  a n t i c i p a t e d  i n  
t h e  Ugandan s e t t i n g .  

By t h e  e n d  o f  P h a s e  I s o u n d  l o a n  p r o c e s s i n g  a n d  c r e d i t  
management  p r o c e d u r e s  w i l l  'nave b e e n  f u l l y  d e v e l o p e d ,  
t e s t e d ,  r e v i s e d ,  a n d  f o r m a l i z e d  a s  p a r t  o f  o f f i c i a l  b a n k  
p o l i c y  f o r  t h e  l o n g  t e r m .  I n  t h i s  a r e a ,  t h e  p r o j e c t  w i l l  
h a v e  t o  c o o r d i n a t e  c a r e f u l l y  w i t h  I D A  a n d  UNDP e f f o r t s  t o  
i m p r o v e  t h e s e  f u n c t i o n s  t h r o u g h o u t  t h e  b a n k .  

I n  t e r m s  o f  v o l u m e ,  t h e  a g r i c u l t u r a l  d i v i s i o n  w i l l  b e  
c a p a b l e  o f  p r o c e s s i n g  a l l  a p p l i c a t i o n s  i n  a  t i m e l y  p e r i o d  
a f t e r  r e c e i p t ,  i . e . ,  two t o  f o u r  w e e k s ,  a t  a n  a n t i c i p a t e d  
l e v e l  o f  a p p r o x i m a t e l y  e i g h t  p e r  month  b y  t h e  e n d  o f  P h a s e  
I. 

The q u a l i t y  o f  a p p r a i s a l  a n d  s u p e r v i s i o n  w i l l  b e  s u c h  by 
t h e  e n d  o f  P h a s e  I t h a t  o u t s t a n d i n g  d e l i n q u e n t  b a l a n c e s  on 
l o a n s  p r o c e s s e d  b y  t h e  D i v i s i o n  w i l l  b e  h e l d  t o  l e s s  t h a n  
5 %  o f  t h e  p o r t f o l i o  b a l a n c e .  (Does  n o t  a p p l y  t o  t h e  U D B  
p o r t f o l i o  a s  a  w h o l e . )  

By t h e  e n d  o f  P h a s e  I ,  t h e  e f f i c i e n c y  o f  U D B  l e n d i n g  i n  
a v e r a g e  c o s t  p e r  l o a n  w i l l  d r o p  s i g n i f i c a n t l y  and  f u r t h e r  
y e t  d u r i n g  P h a s e  11. C a l c u l a t i o n  o f  t h e s e  t a r g e t s  w i l l  
a w a i t  d e t a i l e d  p l a n n i n g  and  a n a l y s i s  b y  t h e  C o n t r a c t o r .  

O t h e r  I C I s  -- 
G r i n d l a y ' s  Bank s h o u l d  b e  p a r t i c i p a t i n g  a c t i v e l y  i n  t h e  p r o j e c t  
w i t h  a  p o r t f o l i o  o f  o u t s t a n d i n g  l o a n s  t o  b e  t a r g e t  g r o u p  o f  
a p p r o x i m a t e l y  $ 1 , 2 0 0 , 0 0 0 .  One o r  two o t h e r  c o m m e r c i a l  b a n k s  
w i l l  h a v e  e x p e r i m e n t e d  w i t h  p r o j e c t  l e n d i n g  on  a  p i l o t  b a s i s  b y  
t h i s  t i m e .  By t h e  e n d  o f  P h a s e  I1 t h e r e  s h o u l d  b e  a t  l e a s t  
t h r e e  c o m m e r c i a l  b a n k s  h e a v i l y  i n v o l v e d  i n  a g r i c u l t u r a l  
e n t e r p r i s e  l e n d i n g ,  b o t h  w i t h  p r o j e c t  a n d  o t h e r  r e s o u r c e s .  

S u b - B o r r o w e r  S t r e n g t h e n i n g   he E n t e r p r i s e s  ) 

1. The  T e c h n i c a l  A s s i s t a n c e  E n t i t y  

By t h e  commencement  o f  P h a s e  I ,  t h e  e n t i t y  w i l l  h a v e  b e e n  
e s t a b l i s h e d  a n d  s t a f f e d  w i t h  e x p a t r i a t e  a d v i s o r s  b y  t h e  US 
C o n t r a c t o r  a n d  a n  e s t i m a t e d  c o r e  g r o u p  o f  5 Ugandan 



p r o f e s s i o n a l s  i n  f i n a n c i a l  a n a l y s i s ,  a c c o u n t i n g ,  b u s i n e s s  
m a n a g e m e n t ,  a g r o - i n d u s t r y ,  m a r k e t i n g  e t c .  It w i l l  b e  
o p e r a t i o n a l  a n d  p r o v i d i n g  a s s i s t a n c e  t o  i n i t i a l  
s u b - b o r r o w e r s .  

By t h e  e n d  o f  P h a s e  I ,  t h e  e n t i t y  w i l l  h a v e  b e e n  l e g a l i z e d  
a s  a  Ugandan e n t e r p r i s e  a n d  a b l e  t o  a c t  a s  a l e g i t i m a t e  
p r i v a t e  c o n s u l t i n g  a g e n c y  i n  t h e  c a p a c i t y  o f  e i t h e r  a  
p r o f i t  m a k i n g  o r  p r i v a t e  a n d  v o l u n t a r y  o r g a n i z a t i o n .  By 
t h i s  t i m e ,  a l l  l o c a l  c o s t s  o f  t h e  e n t i t y  w i l l  b e  c o v e r e d  on  
a n  o n g o i n g  b a s i s  b y  u s e r  f e e s  a n d  a  c a p i t a l i z a t i o n  p r o c e s s  
w i l l  h a v e  commenced l e a d i n g  t o  c o m p l e t e  f i n a n c i a l  
i n d e p e n d e n c e  p r i o r  t o  t h e  e n d  o f  t h e  p r o j e c t .  

By t h e  e n d  o f  P h a s e  11, a l l  US a s s i s t a n c e  w i l l  h a v e  b e e n  
w i t h d r a w n  a n d  t h e  e n t i t y  w i l l  b e  t o t a l l y  i n d e p e n d e n t  a s  a  
v i a b l e  e n t e r p r i s e .  By t h i s  t i m e  t h e  o r g a n i z a t i o n  w i l l  h a v e  
a  d i r e c t  h i r e  s t a f f  o f  e i g h t  t o  n i n e  p r o f e s s i o n a l s  c a p a b l e  
o f  c o v e r i n g  a l l  e s t i m a t e d  t y p e s  o f  managemen t  a n d  t e c h n i c a l  
c o n s u l t i n g  n e e d s  o f  t h e  s e c t o r ,  w i t h  t h e  e x c e p t i o n  o f  t h e  
l a r g e s t  o f  t h e  i n d u s t r i a l  e n t e r p r i s e s  l i n k e d  t o  
a g r i c u l t u r e .  By t h e n ,  h o w e v e r ,  t h e r e  s h o u l d  b e  o t h e r  f i r m s  
c a p a b l e  o f  a d d r e s s i n g  t h e  n e e d s  o f  t h i s  h i g h e r  l e v e l  g r o u p .  

2 .  - E n t e r p r i s e s  S t r e n g t h e n e d  

A minimum o f  4 0  t o  e n t e r p r i s e s  w i l l  h a v e  b e e n  a s s i s t e d  by  
t h e  e n d  o f  P h a s e  I i n  f e a s i b i l i t y  a n d  p r o j e c t  d e s i g n  
a s s i s t a n c e  f o r  f i n a n c i n g  p r o p o s a l s .  An a d d i t i o n a l  20  - 2 5  
e n t e r p r i s e s  w i l l  h a v e  r e c e i v e d  b u s i n e s s  management  
a s s i s t a n c e  a s s o c i a t e d  w i t h  p r o j e c t  f i n a n c e d  i n v e s t m e n t s  , 
f o r  some o f  w h i c h  s u c h  a s s i s t a n c e  w i l l  b e  p r o v i d e d  o v e r  a n  
e x t e n d e d  p e r i o d  o f  t i m e  t o  a s s u r e  s u c c e s s f u l  l a u n c h i n g  o f  
t h e  new o p e r a t i o n .  (Mos t  b u t  n o t  a l l ,  o f  t h e s e  w i l l  b e  
f r o m  t h e  same g r o u p  t h a t  r e c e i v e d  p r o p o s a l  a s s i s t a n c e .  ) 

By t h e  e n d  o f  P h a s e  I i t  i s  e s t i m a t e d  t h a t  4 0 %  o f  t h e  
o r g a n i z a t i o n s  a s s i s t e d  w i l l  b e  a b l e  t o  c a r r y  o u t  t h e i r  own 
a n a l y s e s  i n  t h e  f u t u r e  f o r  t h e  d e v e l o p m e n t  o f  a d d i t i o n a l  
f i n a n c i n g  p r o p o s a l s .  

B y  t h e  e n d  o f  P h a s e  I ,  1 0 0  p e r s o n s  f r o m  t h e s e  e n t e r p r i s e s  
w i l l  h a v e  p a r t i c i p a t e d  i n  management  t r a i n i n g ,  f e a s i b i l i t y  
s t u d y  a n d  o t h e r  s h o r t  c o u r s e s  c a r r l e d  o u t  b y  t h e  t e c h n i a l  
a s s i s t a n c e  e n t i t y !  An a d d i t i o n a l  w i l l  h a v e  b e e n  s e n t  f o r  
s h o r t  c o u r s e s  i n  t h e  U n i t e d  S t a t e s  o r  t h i r d  c o u n t r i e s  
a n d / o r  o n  o b s e r v a t i o n  t r a v e l .  



D. F i n a n c i n g .  

1. L o a n s  Made: 

Up t o  a p p r o x i m a t e l y  200  l o a n s  a r e  e x p e c t e d  t o  b e  made o v e r  t h e  
f i v e  y e a r  l i f e  o f  e s t i m a t e d  p r o j e c t  l e n d i n g  a c t i v i t y .  The  
m a j o r i t y  o f  t h e s e  w i l l  f a l l  b e t w e e n  $ 5 0 , 0 0 0  a n d  $ 1 0 0 , 0 0 0  i n  
t e r m s  o f  t h e  A I D  f i n a n c e d  f o r e i g n  e x c h a n g e  componen t  i n  1984  
d o 1  l a r s  . The a v e r a g e  l o a n  i s  c a l c u l a t e d  a t  a p p r o x i m a t e l y  
$ 8 5 , 0 0 0 .  I n  a c c o r d a n c e  w i t h  t h e  p r o j e c t e d  d i s b u r s e m e n t  s c h e d u l e  
b a s e d  on  e s t i m a t e d  a b s o r p t i v e  c a p a c i t y  o f  l e n d e r s  a n d  
s u b - b o r r o w e r s  ( S e e  I n s t i t u t i o n a l  a n d  e c o n o m i c  A n a l y s e s  ) 
p r o j e c t e d  l e n d i n g  t a r g e t s  a r e  a s  f o l l o w s  : 

P h a s e  I 
-7 

P h a s e  11 

Year  1 2  3  4  5  -- - -- 
D i s b u r s e m e n t s :  1 , 2 5 0  2 , 0 7 5  2 , 7 0 0  3 , 3 2 5  3 , 1 5 0  

( S o o o >  

Loans  Made: 20 3 3 4 3  5  3  50 

2 .  J o b s  C r e a t e d :  . 
A t o t a l  o f  some 2 , 0 0 0  j o b s  a r e  e x p e c t e d  . t o  b e  c r e a t e d  a s  a d i r e c t  
c o n s e q u e n c e  o f  p r o j e c t  l e n d i n g  b a s e d  on  a n  e s t i m a t e d  a v e r a g e  c o s t  o f  
p e r  j o b  o f  a p p r o x i m a t e l y  $ 6 , 1 5 0 .  

3 .  S u b - p r o  j e c t s  t o  b e  F i n a n c e d :  

An i l l u s t r a t i v e  l i s t  o f  s u b - p r o j e c t s  t o  b e  f i n a n c e d  u n d e r  t h e  p r o j e c t  
i s  a s  f o l l o w s :  

20 D a i r y  Farms 
6 H a t c h e r i e s  

4 0  P o u l t r y  Farms 
1 0  Feed  M i l l s  
10  F i s h i n g  e n t e r p r i s e s  
2 0  Mixed Farms 
xx U n d e t e r m i n e d  b u t  s u b s t a n t i a l  number  o f  s m a l l e r  

e n t e r p r i s e s  ( m a i n l y  f i n a n c e d  b y  t h e  c o m m e r c i a l  
b a n k s  f o r  new e q u i p m e n t )  

E x a c t l y  w h a t  p o r t i o n  o f  t h e s e  w i l l  b e  f i n a n c e d  i n  P h a s e  I o r  I1 i s  
d i f f i c u l t  t o  p r e d i c t  a t  t h i s  t i m e .  It i s  a l s o  c e r t a i n  t h a t  a  v a r i e t y  
o f  new p o s s i b i l i t i e s  w i l l  b e  d e v e l o p e d  d u r i n g  e a r l y  y e a r s  o f  t h e  
p r o j e c t  f o r  b o t h  r e h a b i l i t a t i o n  a n d  new e n t e r p r i s e ,  



I n  a d d i t i o n ,  t h e  p r o j e c t  e x p e c t s  t o  f i n a n c e  a  r e l a t i v e l y  f ew  l a r g e r  
e n t e r p r i s e s  l o n g  i n  n e e d  o f  r e h a b i l i t a t i o n  s u c h  a s  t h e  Wankoko 
p o u l t r y  p r o c e s s i n g  p l a n t  ( $ 3 0 0 , 0 0 0  l o a n )  a n d  u p  t o  f o u r  o i l  m i l l s  ( 3  
f o r  r e h a b i l i t a t i o n  a n d  o n e  new p l a n t  r e p r e s e n t i n g  a  t o t a l  i n v e s t m e n t  
o f  u p  t o  $3.5 m i l l i o n ) .  ( S e e  A p p e n d i c e s  t o  F i n a n c i a l  a n d  Economic  
A n a l y s e s  A n n e x e s .  ) 

E.  D a t a  Managemen t ,  A n a l y s i s ,  E v a l u a t i o n  a n d  P l a n n i n g  

1. P h a s e  I 

B a s e  L i n e  I n f o r m a t i o n  r e  s u b - b o r r o w e r s ,  s u b - p r o j e c t s ,  I C I s  a n d  
t h e  t e c h n i c a l  a s s i s t a n c e  e n t i t y  

P e r i o d i c  r e p o r t i n g  o f  i n d i c a t o r s  s h o w i n g  p r o g r e s s  o r  l a c k  
t h e r e o f  f r o m  b a s e  l i n e  t o w a r d  p r o j e c t  o b j e c t i v e s  a n d  t a r g e t s .  

D e t a i l e d  o p e r a t i o n a l  r e p o r t i n g  f o r  p u r p o s e s  o f  s u b - p r o j e c t  
t r a c k i n g ,  i m p l e m e n t a t i o n  m o n i t o r i n g ,  t r o u b l e  s h o o t i n g  e t c .  

S p e c i a l  a n a l y s e s  o r  s t u d i e s  f o r  p u r p o s e s  o f  p o l i c y  f o r m u l a t i o n ,  
s t r a t e g y  d e v e l o p m e n t ,  a c t i v i t y  p l a n n i n g ,  p r o g r a m m i n g  o f  human 
o r  f i n a n c i a l  r e s o u r c e s ,  c o o r d i n a t i o n ,  i d e n t i f i c a t i o n  a n d  
s h a r i n g  o f  i n n o v a t i o n  e t c .  

Base  m a t e r i a l  f o r  t h e  d e t a i l e d  p l a n n i n g  o f  P h a s e  I1 

U s e f u l  m a t e r i a l  f o r  c a p i t a l  r e s o u r c e  m o b i l i z a t i o n  f r o m  e x t e r n a l  
d o n o r s  a n d  l e n d e r s  a s  w e l l  a s  p r i v a t e  c a p i t a l  m a r k e t s .  

2 .  P h a s e  I1 

H o p e f u l l y ,  a l l  o f  t h e  a b o v e  w i l l  c o n t i n u e  t o  a p p l y  t o  P h a s e  I1 i n  
a d d i t i o n  t o  a  d e t a i l e d  f i n a l  e v a l u a t i o n  w h i c h  w i l l  p r o v i d e  t h e  b a s i s  
f o r  r e p l i c a t i o n  o f  m o d e l s  d e v e l o p e d  b y  t h e  p r o j e c t  i n  o t h e r  s e t t i n g s  
a n d  w h i c h  w i l l  l e a v e  t h e  Ugandan p r o j e c t  communi ty  (BOU, C I S ,  
s u b - b o r r o w e r s ,  s u p p o r t  e n t i t i e s )  w i t h  a  f i r m  a n a l y t i c a l  b a s i s  f o r  new 
a n d  s t i l l  more  e f f e c t i v e  l o n g  r a n g e  p l a n n i n g .  

111. I n p u t s .  

S e e  c o r r e s p o n d i n g  s e c t i o n s  o f  P r o j e c t  D e s c r i p t i o n  a n d  F i n a n c i a l  P l a n .  

I V .  Means o f  V e r i f i c a t i o n  

S e e  D a t a  Management  s e c t i o n  o f  P r o j e c t  D e s c r i p t i o n  - I I I . D . 5 .  
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5C (1) - COUNTRY CHECKLIST 

Listed below are statutory 
criteria applicable generally to 

6 FAA funds, and criteria applicable 
to individual fund sources: 
Development Assistance and Economic 
Support Fund. 

* 

A. GENERAL CRITERIA FOR COUNTEU 
ELIGIBILITY 

1. FAA Sec. 481; EY 1984 Continuinq 
Resolution. Has it been - -- - - - - - - ~ -  

determined or certified to 
the Congress by the President 
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? 

2. FAASec. 620(c). If 
assistance is to a government, 
is the government liable as 
debtor or unconditional 
guarantor on any debt to a 
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 
qovernmen t? 



3. FAASec. 620(e)(l). 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? 

4. FAASec. 532(c), 620(a), 
620(f), 620D; FY 1982 Appropriation 
Act Secs. 512 and 513. Is recipient 
country a Communist country? 
Will assistance be provided 
to Angola, Cambodia, Cuba, 
Laos, Vietnam, Syria, Libya, 
Iraq, or South Yemen? Will 
assistance be provided to 
Af ghanistan or P4ozambique 
without a waiver? 

5. ISDCA of 1981 Secs. 724, 
727, 728 and 730. For 
specific restrictions on 
assistance to Nicaragua, see 
Sec. 724 of the ISDCA 
of 1981. For specific 
restrictions on assistance 
to El Salvador, see Secs. 
727, 728 and 730 of the 
ISDCA of 1981. 

6. FAASec. 620(j). Has the 
country permitted, or failed 
to take adequate measures to 
prevent, the damage or 
destruction by mob action 
of U.S. property? 



a. 
1982 Appropriation Act 
Sec. 525: (1) To pay for 
performance of abortions 
as a method of family 
planning or to motivate 
or 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? 

Yes, this project will only fund 
agricultural enterprises 

Yes, title has to be free before loans 
are made 

YES 

YES 

YES 



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. FY 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 Rights? 

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

YES 

YES 

YES 

YES 

YES 

YES 



ANNEX C 

WAIVERS 

Attached a r e :  

Annex C-1: Draf t  Request f o r  a waiver of US 
Source /o r ig in  requirements  from A I D  
Geographic Code 941 t o  Code 935 f o r  
commodity procurement under the  Lending 
Component of t h e  p r o j e c t .  

Annex C-2: D r  af t Request f o r .  a waiver of US 
Source/Or i g i n  requirements  from A I D  
Geographic Code 941 t o  Code 935 f o r  
sh ipp ing  of commodities procurred t o  
Uganda. 

Annex C-3: D r a f t  Request Eor a Determinat ion t h a t  
US f l a g  c a r r i e r s  a r e  no t  a v a i l a b l e  f o r  
shipments from non-US sources  t o  Uganda. 

Annex C-4: Dra f t  Scope of Work f o r  Proposed 
Procurement Se rv i ce s  ASgent under t he  
Prime Con t r ac t .  



ANNEX C-1 

DRAFT ACTION MEMORANDUM FOR T H E  ADMINISTRATOR 

SUBJECT: Source/Origin  Waiver Request - Commodities 

Problem: Your approval  i s  reques ted  f o r  a  waiver of U.S. 
-(origin requirements  from A . I . D .  Geographic Code 941 t o  
A . I . D .  Geographic Code 935 f o r  t h e  procurement of approximately 
$17,350,000 of equipment, m a t e r i a l s ,  and s p a r e  p a r t s  by 
i n t e r m e d i a t e  c r e d i t  i n s t i t u t i o n  sub-borrowers under t h e  
R e h a b i l i t a t i o n  of Produc t ive  E n t e r p r i s e s  P r o j e c t  (617-0104). 

a )  Cooperat ing Country: Uganda 

b )  Nature of Funding: Grant  

c )  Desc r ip t i on  of Goods: Equipment, m a t e r i a l s ,  and s p a r e  p a r t s  
f o r  p r i v a t e  a g r i c u l t u r a l  p roduc t ion ,  
p rocess ing  and s e r v i c e  e n t e r p r i s e s  

d )  Approximate Value: Up t o  $17,350,000 

e l  Probable  Or ig in :  Europe o r  Japan:  
( A . I . D .  Geographic Code 935)  

£1 Probable  Sources:  Kenya, Europe, J apan ,  Uganda 

Background: The goa l  of t h e  R e h a b i l i t a t i o n  of Produc t ive  
E n t e r p r i s e s  (RPE) P r o j e c t  i s  t o  make a v a i l a b l e  medium t o  long term 
f inanc ing  f o r  investment f o r  a g r i c u l t u r a l l y  based e n t e r p r i s e s  i n  
Uganda. Achieveaent of t h i s  goa l  w i l l  d i r e c t l y  c o n t r i b u t e  t o  
USAID and Government of Uganda ( G O U )  s t r a t e g i c  o b j e c t i v e s  of 
r e h a b i l i t a t i o n  and development of t h e  a g r i c u l t u r a l  s e c t o r  
r e s u l t i n g  i n  improved income and employment f o r  Uganda's r u r a l  
popu la t i on .  P r o j e c t  o b j e c t i v e s  w i l l  be a t t a i n e d  through the  
p rov i s ion  of c r e d i t  and t e c h n i c a l  a s s i s t a n c e  t o  i n t e rmed ia t e  
c r e d i t  i n s t i t u t i o n s  a c t i v e  i n  Uganda who w i l l  i n  t u r n  r e l end  t o  
b e n e f i t i n g  e n t e r p r i s e s .  Add i t i ona l  t e c h n i c a l  a s s i s t a n c e  and 
t r a i n i n g  w i l l  be provided t o  p a r t i c i p a t i n g  e n t e r p r i s e s  through a  
s e p a r a t e  e n t i t y  t o  be e s t a b l i s h e d  f o r  t h i s  purpose.  A t o t a l  of 
$17.35 mi l l i on  i n  medium t o  long term funds w i l l  be provided by 
A I D  through t h e  C e n t r a l  Bank of Uganda t o  i n t e rmed ia t e  l end ing  
i n s t i t u t i o n s  f o r  on-lending t o  e n t e r p r i s e s  t o  be a s s i s t e d  a t  
p r e v a i l i n g  r a t e s  of i n t e r e s t .  A g r i c u l t u r a l  product ion and 
process ing  ven tu re s  a r e  t h e  most l i k e l y  t o  borrow under t h e  
p r o j e c t .  



Since  t h e  p r o j e c t  w i l l  be implemented through in t e rmed ia t e  c r e d i t  
i n s t i t u t i o n s  and loan  d e c i s i o n s  w i l l  no t  be made p r i o r  t o  p r o j e c t  
a u t h o r i z a t i o n ,  no s p e c i f i c  l i s t  of r equ i r ed  commodities can be 
e s t a b l i s h e d .  However, s t u d i e s  c a r r i e d  ou t  du r ing  p r o j e c t  de s ign  
do a l low broad e s t ima te s  of t h e  procurement requ i rements .  

USAID e s t i m a t e s  t h a t  some 120 sub-borrowers w i l l  wish t o  procure  
up t o  approximately $17.35 m i l l i o n  of equipment, m a t e r i a l s  and 
s p a r e  p a r t s  of Code 935 bu t  non-Code 941 o r i g i n .  L ike ly  
reprocurement requirements  a r e  f o r  i tems such a s  food process ing  
machinery, animal s t o c k ,  b u i l d i n g  m a t e r i a l s  and machinery and 
equipment r e l a t e d  t o  a g r i c u l t u r e  s e r v i c e  i n d u s t r i e s  such a s  f eed  
m i l l i n g  and bagging. The p r o j e c t  sub-borrowers f o r  t he  most p a r t  
w i l l  be r u r a l  based and d i s p e r s e d  wi th  l i t t l e  access  t o  
procurement informat ion on commodities o the r  than those  normally 
a v a i l a b l e  t o  t h e  v i c i n i t y  of t h e  e n t e r p r i s e .  Likewise ,  
maintenance and r e p a i r  s e r v i c e s  a r e  a v a i l a b l e  on ly  f o r  equipment 
normally i n  u se  i n  t he  a r e a .  Uganda imports  from the  U.S., 
i nc lud ing  items f inanced  by m i l i t a r y  and a i d  programs, account f o r  
l e s s  than 0 percen t  of t o t a l  Ugandan impor t s .  Few, i f  any,  -4- of t h e  commo l t ~ e s  l i k e l y  t o  be imported by sub-borrowers under 
t h e  p r o j e c t  a r e  c u r r e n t l y  imported by Uganda from t h e  United 
S t a t e s .  V i s i t s  t o  r u r a l  a r e a s  by U S A I D  personnel  confirm t h e  
g e n e r a l  n o n - a v a i l a b i l i t y  of U.S. equipment, machinery, and s p a r e  
p a r t s  i n  t h e s e  a r e a s .  

Discuss ion :  Given t h e  l i k e l y  procurement needs of p r o j e c t  
sub-borrowers, a p p l i c a t i o n  of U.S. source  and o r i g i n  requirements  
t o  sub-borrowers procurement would have nega t ive  p r o j e c t  
implementat ion i m p l i c a t i o n s  f o r  sub-borrowers, i n t e rmed ia t e  c r e d i t  
i n s t i t u t i o n s ,  and A . I . D . ,  w i th  l i t t l e  t a n g i l : ~ l e  b e n e f i t  t o  U.S. 
e x p o r t e r s .  Appl ica t ion  of normal source  and o r i g i n  requirements  
a r e  l i k e l y  t o  reduce s i g n i f i c a n t l y  t he  p a r t i c i p a t i o n  of 
sub-borrowers i n  the  p r o j e c t  f o r  t he  fo l lowing  reasons :  

- Needed goods of U.S. and developing coun t ry  (Code 9 4 1 )  
source  and o r i g i n  a r e  no t  normally a v a i l a b l e  t o  the  
r u r a l  sub-borrowers from l o c a l l y  known and accepted 
commercial s u p p l i e r s .  To the  e x t e n t  t h a t  a p p r o p r i a t e  
commodities could  be made a v a i l a b l e ,  s u b s t a n t i ; i l  
a d d i t i o n a l  time and c o s t  would be r e q u i r e d  t o  o b t a i n  
t h e s e  commodities. Sub-borrowers paying market i n t e r e s t  
r a t z s  a r e  u n l i k e l y  t o  be w i l l i n g  t o  i ncu r  t h e s e  
a d d i t i o n a l  c o s t s .  

- Maintenance and r e p a i r  of Code 941 commodities, i f  not  
~ i i r e a d y  a v a i l a b l e  and g e n e r a l l y  used l o c a l l y ,  w i l l  be 



d i f f i c u l t ,  i f  no t  imposs ib le ,  and c e r t a i n l y  more c o s t l y  
t o  t h e  sub-borrower. Even i f  t h e  sub-borrower is  
w i l l i n g  t o  i ncu r  a d d i t i o n a l  maintenance and r e p a i r  
c o s t s ,  t h e  r i s k  of having t o  s h u t  down o p e r a t i o n s  f o r  an 
i n d e f i n i t e  pe r iod  of time because of t h e  l a c k  of s p a r e  
p a r t s  may wel l  i n c l i n e  t h e  p o t e n t i a l  sub-borrower away 
from t h e  p r o j e c t .  

The fo l lowing  c o n s i d e r a t i o n s  make a Code 941  procurement 
requirement  undes i r ab l e  from A.I.D. 's p o i n t  of view a s  we l l :  

- Because of t he  d i f f i c u l t y  sma l l ,  r u r a l  borrowers would 
have i n  p rocur ing  and mainta ining Code 941 cornmodit i e s  , 
a Code 941 requirement would s i g n i f i c a n t l y  b i a s  the  
p r o j e c t ' s  l end ing  toward l a r g e r ,  urban-based 
sub-borrowers, which would be undes i r ab l e  from both 
s o c i a l  and economic p e r s p e c t i v e s .  

- Because of t he  d i f f  i c a l t y  i n  r e p a i r i n g  and mainta ining 
equipment not  r o u t i n e l y  a v a i l a b l e  i n  t he  v i c i n i t y  of  t h e  
investment ,  p r o j e c t - a s s i s t d  investments would be l e s s  
s u s t a i n a b l e  than would o therwise  be t he  c a s e ,  thus  
weakening the  p o t e n t i a l  long-term impact of t he  p r o j e c t .  

- Given the  n a t u r e  of U.S. expor t s  t o  Ug:lrl(l;a, mosi: 
commodities r equ i r ed  by t he  p r o j e c t  would need a waiver 
i n  any c a s e .  Gran t ing  such waivers  on a  ca se  by c a s e  
b a s i s  would p l ace  a  severe  and unnecessary  burden on 
sub-borrowers, t h e  i n t e rmed ia t e  c r e d i t  i n s t i t u t i o n  and 
A I D ,  wi thout  s i g n i f i c a n t l y  a l t e r i n g  t ? ~ e  composit ion of 
t h e  t o t a l  import l i s t .  

- As was demonstrated by t h e  Impact E v a l u a t i  n  of t h e  
17 Enten te  Fund Afr ican  E n t e r p r i s e s  P r o j e c t  , , a  Code 

941 procurement requirement f o r  l end ing  t o  r u r  a 1  p r  lvza t e  
e n t e r p r i s e s  through a  number of c r e d i t  i n t e r m e d i a r i e s  i s  
d i f f i c u l t  o r  impossible  t o  monitor and implement i n  t he  
Afr ican c o n t e x t .  The r e f e r enced  p r o j e c t  was unable  t o  
meet even a  15% Code 941 requirement .  The impact 
eva lua t ion  concluded t h a t  the  Code 941 requirement was 
an i m p r a c t i c a l  and unworkable c o n d i t i o n  of t h e  Enten te  
Fund loan  and s t r o n g l y  urged t h a t  remaining Code 941 
requirements  be wa ived.  

The conc lus ion  of t h e  A I D  p r o j e c t  des ign team fo l lowing  p r o j e c t  
f e a s  i h i i  i t y  .311:1lys i s ,  was t h a t  a p p l i c a t i o n  of a Code 941 

I 
L / - "Ass i s t i ng  Small Business in Francophone Afr ica" .  The 
Enten te  Fund Afr ican E n t e r p r i s e s  Program, A I D  P r o j e c t  Import 
Eva lua t ion  No. 40 ,  December, 1952.  



s o u r c e / o r i g i n  requirement  t o  t h e  R e h a b i l i t a t i o n  of Produc t ive  
E n t e r p r i s e s  p r o j e c t  would make the  p r o j e c t  u n f e a s i b l e .  I t  would 
d i scourage  sub-borrowers from borrowing,  reduce the long-term 
impact of  t h e  sub- loans ,  be d i f f i c u l t  o r  imposs ib le  f o r  A . I . D .  t o  
monitor i n  f u l l  accordance wi th  i t s  r e s p o n s i b i l i t i e s ,  and have 
l i t t l e  p o s i t i v e  impact on U.S. expor t s  t o  Uganda i n  any ca se .  

Th is  waiver a u t h o r i t y  w i l l  a l s o  be used f o r  t h e  purchase of " she l f  
i tems".  She l f  i tems a r e  de f ined  (Chapter  18 ,  Sec t ion  A4 of 
Handbook One, Supplement B ) ,  as  i tems t h a t  a r e  normally imported 
and k e p t  i n  s t o c k ,  i n  t h e  form i n  which imported,  f o r  s a l e  t o  meet 
a  g e n e r a l  demand i n  t h e  coun t ry  f o r  t h e  i tem; they a r e  no t  goods 
which have been s p e c i f i c a l l y  imported f o r  use  i n  an AID-financecl 
p r o j e c t .  Inasmuch a s  t h e  v a l u e  of imported i tems i s  g r e a t l y  
enhanced i f  they  can be made immediately a v a i l a b l e  t o  the  
sub-borrower, i t  i s  important  t h a t  i tems p rev ious ly  imported and 
on hand in  Uganda (and i n  Kenya, under t h e  "extended" s h e l f  item 
r u l e )  be a l s o  made a c c e s s i b l e  t o  t he  sub-borrower. 

I t  is e s t ima ted  t h a t  t h e  t o t a l  demand f o r  s h e l f  i tems w i l l  
approach $5,500,000. Also,  many of t h e  i tems of c a p i t a l  equipment 
r e q u i r e d  w i l l  exceed $5,000 i n  va lue .  Thus t h e  e x i s t i n g  l imits on 
purchases  of s h e l f  i tems of Code 935 o r i g i n ,  $5,000 per item and 
$250,000 f o r  t o t a l  p r o j e c t ,  a r e  not  s u f f i c i e n t  t o  provide  t he  
items r e q u i r e d  by sub-borrower under t he  p r o j e c t .  

I t  w i l l ,  however, be s t i p u l a t e d  i n  our agreement wi th  t h e  Uganda 
Development Bank t h a t  no l oan  funds provided by USAID w i l l  be used 
t o  f i n a n c e  d u t i e s  and/or s a l e s  t axes  f o r  any i tems valued a t  over 
$5,000.  

USAID does ,  n e v e r t h e l e s s ,  recognize  t he  l e g i t i m a t e  i n t e r e s t s  and 
concerns of U.S. p r i v a t e  e n t e r p r i s e s  which t he  source  and o r i g i n  
requirements  were des igned t o  p r o t e c t .  Consequently t h e  fo l lowing  
p rov i s ions  have been inc luded  i n  t h e  p r o j e c t  de s ign  t o  permit  f u l l  
and f a i r  U.S. p a r t i c i p a t i o n  i n  t he  supply  of p ro jec t - f inanced  
commodities where a p p r o p r i a t e :  

- E a r l y  i n  p r o j e c t  implementat ion,  a  n o t i c e  w i l l  be 
publ i shed  i n  t h e  Commerce Business Da i ly  d e s c r i b i n g  t h e  
p r o j e c t ,  i d e n t i f y i n g  t h e  k inds  of procurement l i k e l y  t o  
be r equ i r ed  under t h e  p r o j e c t ,  and providing t h e  c o n t a c t  
p o i n t  f o r  p r o j e c t  procurement (Procurement Se rv i ce s  
Agent sub-contractor  o r  d i v i s i o n  of primary c o n t r a c t o r ) .  

E a r l y  i n  t h e  loan  approval  process  any import 
requirements  of p r o j e c t  sub-borrowers w i l l  be r e f e r r e d  
t o  t h e  Procurement Se rv i ce s  Agent who w i l l  a s s i s t  
p o t e n t i a l  sub-borrowers i n  t h e  i d e n t i f i c a t i o n  and 
procurement of U.S. commodities. 



- Sub-loan agreement wi th  sub-borrowers w i l l  i n c lude  a 
s t i p u l a t i o n  t h a t  p r e f e r ence  be given t o  t h e  procurement 
of commodities from t h e  United S t a t e s  and o t h e r  Code 941 
c o u n t r i e s ,  i n  t h a t  o r d e r ,  where a p p r o p r i a t e .  

USAID b e l i e v e s  t h a t  t h e  above measurers w i l l  y i e l d  a commodity # 

procurement o r i g i n  mix which c l o s e l y  resembles t h a t  which cou ld  be 
expected under more r e s t r i c t i v e  c o n d i t i o n s ,  wi thout  unduly 
damaging p r o j e c t  i m p l e ~ e n t a t i o n .  

Primary J u s t i f i c a t i o n :  The c r i t e r i a  r e l i e d  upon t o  suppor t  t h e  
waiver ,  per  Handbook 1, Supplement B ,  Chapter 5 ,  Sec t ion  5B4a, a r e  
as  fo l l ows :  

( 2 )  The commoc!ities a r e  not  a v a i l a b l e  from the  a u t i ~ o r i z e d  
source :  Given t h e  extreme d i f f i c i l l t y  which would be 
encountered by p r o j e c t  sub-borrowers i n  mainta ining and 
r e p a i r i n g  a l a r g e  p ropor t ion  of Code 941 o r i g i n  
machinery and s p a r e  p a r t s  i n  r u r a l  a re . l s  of  Uganda, such 
commodities have been considered t o  be u n a v a i l a b l e .  

( 7 )  Such o the r  c i rcumstances  a s  a r e  determined t o  be 
c r i t i c a l  t o  t h e  success  of t h e  p r o j e c t :  Given t h e  
de te rmina t ion  t h a t  the  p r o j e c t  would no t  be f e a s i b l e  
from the  po in t  of view of sub-borrowers o r  A I D  i f  Code 
941 source  and o r i g i n  requirements  were < 2 p p l i e d ,  va iv ing  
of such requirements  has been cons idered  i n  t he  b e s t  
i n t e r e s t s  of the  p r o j e c t .  

Recommendation: Based on t h e  above j u s t i f i c a t i o n  i t  is 
recommended t l~ : i t  you determine t h a t  exc lus ion  of procurement of 
goods o r i g i n a t i n g -  from f r e e  world c o u n t r i e s  o t h e r -  t h a n  khe 
coope ra t i ng  count ry  and the  l e s s  developed c o u n t r i e s  included i n  
A I D  Geographic Code 941 w i l l  s e r i o u s l y  impede t h e  a t t a inment  of 
U.S. f o r e i g n  p o l i c y  o b j e c t i v e s  and the  nb j ecc ives  of t he  f o r e i g n  
a s s  i s t a n c e  program i n  Uganda. 
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ANNEX C-2 

DRAFT ACTION MEMORANDUM FOR THE ASSISTANT ADMINISTRATOR FOR MANAGEMENT 

SUBJECT: R e q u e s t  f o r  S o u r c e / O r i g i n  Waiver - S h i p p i n g  

Problem: Your a p p r o v a l  i s  r e q u i r e d  f o r  a w a i v e r  of S o u r c e / O r i g i n  
r e q u i r e m e n t s  from A . 1  .D. G e o g r a p h i c  Code 9 4 1  t o  A . 1  .D.  G e o g r a p h i c  
Code 935 f o r  t h e  p r o v i s i o n  o f  a p p r o x i m a t e l y  $4 ,000 ,000  wor th  o f  
s h i p p i n g  c o s t s  unde r  t h e  R e h a b i l i t a t i o n  o f  P r i v a t e  E n t e r p r i s e  
P r o j e c t  (617-0104 : 

a )  C o o p e r a t i n g  Coun t ry :  Uganda 

b )  N a t u r e  of  Fund ings :  G r a n t  

c 1 D e s c r i p t . i o n  o f  Commodity 
R e l a t e d  S e r v i c e s :  Ocean s h i p p i n g  

d )  Approximate  Va lue :  Less  t h a n  $3 m i l l i o n  

e )  O r i g i n :  A . 1  .D Geograph ic  Code 935 

£ 1  P r o b a b l e  S o u r c e s :  G r e e c e ,  U . K . ,  Denmark, 
J a p a n  (ma jo r  s h i p p i n g  
f l a g s ) .  

Background: Annex C - 1  r e q u e s t s  a wa ive r  o f  t h e  s o u r c e / o r i g i n  
r e q u i r e m e n t s  f o r  commodi t ies  from USAID G e o g r a p h i c  Code 9 4 1  t o  
Code 935 .  Annex C-2 r e q u e s t s  a  d e t e r m i n a t i o n  o f  n o n - a v a i l a b i l i t y  
o f  U.S. f l a g  c a r r i e r s .  I f  t h e  above wa ive r  and d e t e r m i n a t i o n  a r e  
g r a n t e d ,  t h e  a v a i l a b i l i t y  o f  Code 9 4 1  s h i p p i n g  on t h e  major 
a n t i c i p a t e d  r o u t e s  (Europe-Mombasa and Japan-Mombasa) i s  n o t  
a d e q u a t e  t o  p e r m i t  e f f i c i e n t  p r o j e c t  i m p l e m e n t a t i o n .  REDS0 h a s  
o n l y  been  a b l e  t o  iden t i -Ey  one 9 4 1  f l a g  s h i p p i n g  l i n e  p r o v i d i n g  
services on t h e s e  r o u t e s  w i t h o u t  t r a n s s h i p m e n t .  F u r t h e r m o r e ,  many 
o f  t h e  items t o  b e  f i n a n c e d  under  t h i s  p r o j e c t  w i l l  a l r e a d y  b e  on 
t h e  s h e l f  i n  Uganda and Kenya. Inasmuch a s  Code 935 (non-941) 

U v e s s e l s  pe r fo rm t h e  m a j o r i t y  of f r e i g h t  s e r v i c e s  f rom Europe and  
J a p a n  t o  E a s t  A f r i c a ,  m o s t l y  o f  t h e s e  s h e l f  i t e m s  will have  been  
s h i p p e d  on 935 v e s s e l s .  The a d m i n i s t r a t i v e  bu rden  o f  r e q u e s t i n g  
w a i v e r s  t o  p e r m i t  t h e  f i n a n c i n g  o f  t h e  f r e i g h t  p o r t i o n  o f  t h e  c o s t  
o f  t h e s e  items w i l l  be  a  bu rden  f o r  a v a i l a b l e  s t a f f  and r e s u l t  i n  
f u r t h e r  d e l a y s  making t h e  program less  a c c e p t a b l e  t o  sub-bor rowers .  



J u s t i f i c a t i o n :  According t o  Handbook One, Supplement B, Chapter  
/ ,  Sec t ion  B 4 a ( 5 ) ,  a  waiver expanding f l a g  e l i g i b i l i t y  
requirements  may be au tho r i zed  which e l i g i b l e  v e s s e l s  do n o t  
p rov ide  l i n e r  s e r v i c e  from t h e  sh ipment ' s  source  t o  t h e  
d e s t i n a t i o n  count ry .  Although Uganda i s  landlocked and does n o t  
have a  p o r t  of i t s  own, Mombasa i s  t he  u s u a l  p o r t  of e n t r y .  
Inasmuch a s  l i n e r  service i s  n o t  adequate from t h e  a n t i c i p a t e d  
major source  c o u n t r i e s  t o  Mombasa, t h i s  waiver i s  j u s t i f i e d .  

Recommendation: That  you c e r t i f y  t h a t  t h e  i n t e r e s t s  of t h e  Uni ted 
S t a t e s  a r e  b e s t  se rved  by pe rmi t t i ng  f i nanc ing  of t r a n s p o r t a t i o n  
s e r v i c e s  on ocean v e s s e l s  under f l a g  r e g i s t r y  of f r e e  world 
c o u n t r i e s  o t h e r  than t he  coopera t ing  count ry  and c o u n t r i e s  
inc luded  i n  Code 941. 
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DISAPPROVED: 
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ANNEX C-3 

DRAFT ACTION MEMORANDUM FOR THE ASSISTANT ADMINISTRATOR FOR MANAGEMENT 

SUBJECT: De te rmina t ion  of  Non-Avai labi l i ty  o f  U.S. F lag  C a r r i e r s  

-.J Problem: Your approva l  i s  r eques t ed  t o  de te rmine  t h a t  U.S. f l a g  
c a r r i e r s  a r e  n o t  a v a i l a b l e  f o r  shipments from non-U.S. sou rce s  t o  
Uganda under t h e  R e h a b i l i t a t i o n  of  P roduc t ive  E n t e r p r i s e  P r o j e c t .  

., Discuss ion :  The g o a l  of  t h e  R e h a b i l i t a t i o n  o f  P roduc t i ve  
k n t e r p r i s e s  (RPE) P r o j e c t  i s  t o  make a v a i l a b l e  medium t o  long  term 
f i n a n c i n g  f o r  investment  f o r  a g r i c u l t u r a l l y  based e n t e r p r i s e s  i n  
Uganda. Achievement of  t h i s  g o a l  w i l l  d i r e c t l y  c o n t r i b u t e  t o  
USAID and Government of Uganda (GOU)  s t r a t e g i c  o b j e c t i v e s  of 
r e h a b i l i t a t i o n  and development o f  t h e  a g r i c u l t u r a l  s e c t o r  
r e s u l t i n g  i n  improved income and employment f o r  Uganda's r u r a l  
popu l a t i on .  P r o j e c t  o b j e c t i v e s  w i l l  be a t t a i n e d  through t h e  
p r o v i s i o n  of  c r e d i t  and t e c h n i c a l  a s s i s t a n c e  t o  i n t e r m e d i a t e  
c r e d i t  i n s t i t u t i o n s  a c t i v e  i n  Uganda who w i l l  i n  t u r n  r e l e n d  t o  
b e n e f i t i n g  e n t e r p r i s e s .  Add i t i ona l  t e c h n i c a l  a s s i s t a n c e  a n d  
t r a i n i n g  w i l l  be provided t o  p a r t i c i p a t i n g  e n t e r p r i s e s  through a 
s e p a r a t e  e n t i t y  t o  be  e s t a b l i s h e d  f o r  t h i s  purpose .  A t o t a l  of  
$17.35 m i l l i o n  in  medium t o  long  term funds  w i l l  be provided by 
A I D  through t h e  C e n t r a l  Be3nk of Uganda t o  i n t e r m e d i a t e  l end ing  
i n s t i t u t i o n s  f o r  on-lending t o  e n t e r p r i s e s  t o  be ; ~ s s i s t e d  a t  
market r a t e s  of  i n t e r e s t .  Local  r e sou rce s  based a g r i c u l t u r a l  
p roduc t i on  and p roce s s ing  v e n t u r e s  a r e  t h e  most l i k e l y  t o  borrow 
under t h e  p r o j e c t  . 
S i n c e  t h e  p r o j e c t  w i l l  be implemented through i n t e r m e d i a t e  c r e d i t  
i n s t i t u t i o n s ,  and loan  d e c i s i o n s  w i l l  n o t  be made p r i o r  t o  p r o j e c t  
a u t h o r i z a t i o n ,  no s p e c i f i c  l i s t  of r e q u i r e d  commodities can be 
e s t a b l i s h e d .  However, s t u d i e s  c a r r i e d  o u t  du r ing  p r o j e c t  de s ign  
do a l l ow  broad  e s t i m a t e s  of procurement r equ i r emen t s .  USAID 

+ e s t i m a t e s  t h a t  some 120 sub-borrowers w i l l  wish t o  p rocure  
approx imate ly  $17.35 m i l l i o n  o f  equipment,  m a t e r i a l s  and s p a r e  
p a r t s  f o r  a g r i b u s i n e s s  and o t h e r  r u r a l  p r i v a t e  e n t e r p r i s e s  of  Code 
935 b u t  non-Code 941 o r i g i n .  Th i s  procurement w i l l  be bo th  

a of f - the - she l f  and o f f - shore .  However, t h e r e  i s  no r e g u l a r  U.S. 
f l a g  l i n e r  s e r v i c e  from non-U.S. source  c o u n t r i e s  t o  Mombasa, t h e  
u s u a l  p o r t  of e n t r y  f o r  commodities consigned t o  Uganda. F u r t h e r ,  
t h e r e  i s  no r e g u l a r  U.S. l i n e r  s e r v i c e  t o  Kenya from o t h e r  than 
Gulf  and E a s t  Coast  Sources .  The re fo r e  you a r e  r eques t ed  t o  
de t e rmine ,  pe r  Chap'ter 7 ,  S e c t i o n  7D5b(3) of  Handbook 15 and pe r  
Chapter  1 0 ,  S e c t i o n  10A4 of Supplement B y  Handbook 1, t h a t  U.S. 
f l a g  v e s s e l s  a r e  n o t  a v a i l a b l e  f o r  i n t ended  procurement from 
non-U.S. Gulf  and E a s t  Coast  Sources ,  t he r eby  r e l i e v i n g  p r o j e c t  
sub-borrowers o f  t h e  o b l i g a t i o n  t o  s h i p  a t  l e a s t  50 pe r cen t  o f  
commodities from t h e s e  sou rce s  f i nanced  by t h e  p r o j e c t  on U.S. 
f l a g  c a r r i e r s .  



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 tor 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. 
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ANNEX C-4 

SCOPE OF WORK - PROCUREMENT SERVICES AGENT (PSA) 

The,PSA w i l l  be r e q u i r e d  to :  

"u 1. Have a  corresponding r e l a t i o n s h i p  w i th  a  s i m i l a r  e l i g i b l e  
(941 )  f i r m  t h a t  ha s  o f f i c e s  i n  both  Kampala and Nai rob i .  

2 .  A s s i s t  sub-borrowers wi th  drawing up s p e c i f i c a t i o n s  f o r  '. 
r e q u i r e d  commodities. 

3 .  A t  t h e  r e q u e s t  of  t h e  sub-borrower and i n  accordance wi th  
t h e  sub-borrowers requirements  f o r  t imely  d e l i v e r y ,  l o c a t e  among 
t h e  e l i g i b l e  sou rces ,  t h e  most a p p r o p r i a t e  and inexpensive  sou rces  
of supply  f o r  t h e  r e q u i r e d  commodity. S o l i c i t  a t  l e a s t  t h r e e  
proformas from such s o u r c e s .  Assist i n  t h e  reviews and e v a l u a t i o n  
of q u o t a t i o n s .  

4 .  Ensure t h a t  t h e  commodity t o  be f inanced  does not  i nc lude  
any non-935 components, and ensure  t h a t  sh ipp ing  i s  n o t  
accomplished on any non-935 v e s s e l .  

5 .  Document and show j u s t i f i c a t i o n  i n  c a s e s  where awards were 
made on any b a s i s  o t h e r  than lowest  p r i c e .  

6 .  Bring t o  USAID's a t t e n t i o n  any s i t u a t i o n s  where " so l e  
sou rce  procurement (procurement n e g o t i a t e d  wi th  on ly  one source  of 
supp ly )  appears  t o  be r e q u i r e d .  Obtain USAID's approva l ,  i n  
accordance wi th  A I D  Handbook One, Supplement B ,  Sec t i on  4 before  
proceeding wi th  procurement. Requests f o r  s o l e  source  
a u t h o r i z a t i o n  i n  excess  of $25,000 must be r e f e r r e d  t o  A I D / W .  

7 .  P repare  t h e  i n i t i a l  announcement i n  Commerce Business 
Da i ly  and ~ ~ D / ~ x p o r t  Oppor tun i t i e s  B u l l e n t i n  d e s c r i b i n g  t he  - ,. p r o j e c t ,  i d e n t i f y i n g  i n  t h e  k inds  of procurement l i k e l y  t o  be 
r e q u i r e d  under t h e  p r o j e c t ,  and a c t  a s  t h e  c o n t a c t  p o i n t  f o r  
p r o j e c t  procurement. 

1* 8 .  When r e q u i r e d  o r  cons idered  d e s i r a b l e ,  a d v e r t i s i n g  t h e  
a v a i l a b i l i t y  of Requests f o r  Quota t ions  i n  e l i g i b l e  source  
c o u n t r i e s .  A s s i s t i n g  i n  drawing up I n v i t a t i o n s  f o r  Bids and 
a d v e r t i s i n g  ca se s  where formal compet i t ive  procedures  a r e  r e q u i r e d .  



9 .  Act ing a s  t h e  "approved app l ican t1 '  named i n  t h e  bank 
L/Comm and o r d e r i n g  l e t t e r s  o f  c r e d i t  t o  be i s sued  t o  o f f s h o r e  
s u p p l i e s .  I n s t r u c t i n g  t h e  Uganda Development Bank and o t h e r  
p a r t i c i p a t i n g  ICIs t o  i s s u e  purchase  o r d e r s  cover ing  l o c a l  c o s t  
purchases .  

10, Consol ida te  procurement,  whenever convenien t ,  f o r  t h e  same 
o r  s i m i l a r  items by va r ious  sub-borrowers f o r  t h e  sake  of 
s i m p l i f i e d  a d m i n i s t r a t i o n ,  lower p r i c e s ,  and lower sh ipp ing  c o s t s .  

11, Determine when q u o t a t i o n s  should  be C.I.F. Kampala, o r  
F.A.S. p o r t  of source  count ry .  Arrange f o r  sh ipp ing  f o r  a l l  i tems 
no t  quoted on a  C.I.F. Kampala b a s i s .  Make recommendations on 
exped i t i ous  and inexpensive  sh ipp ing  a l t e r n a t i v e s  ( a i r  f r e i g h t ,  
r a i l  v s .  road ,  e t c . )  

12.  Maintaining a  r eco rd  of t h e  usage of waiver a u t h o r i t i e s  
provide  under t h e  p r o j e c t .  

13.  Be r e s p o n s i b l e  f o r  enforc ing  A I D  Marking requirements .  

14. Be r e s p o n s i b l e  f o r  t he  proper r e c e i p t  an c l ea rance  of 
incoming p r o j e c t  commodities. The PSA w i l l  a r range  f o r  t he  
i n s p e c t i o n  as  neces sa ry ,  of imported commodities p r i o r  t o  t h e  
expor t  from t h e  supplying count ry .  I n  a d d i t i o n  i n spec t ion  of  
incoming shipments must be made and r e c e i v i n g  documents w i l l  be 
annota ted  wi th  comments on evidence of or  p o s s i b l e  damage l o s s e s .  
The PSA w i l l  a s s i s t  t h e  sub-borrower i n  i n i t i a t i n g  c la ims a g a i n s t  
s h i p p e r s  and/or insurance  companies. 

15.  I n . a l l  o t h e r  r e s p e c t s ,  be guided by t h e  p rov i s ions  of 
Chapter  19 of  A I D  Handbook One, Supplement B .  



ANNEX D 
Page  1. 

ECONOMIC ANALYSIS 

I. Background 

N o t w i t h s t a n d i n g  t h e  s e r i o u s  political and  s e c u r i t y  2 rob lems  
t h a t  c o n t i n u e  t o  p l a g u e  t h e  Government of  Uganda, t h e  economy 
i n  g e n e r a l ,  and  ? s p e c i a l l y  c e r t a i n  s egmen t s  of  t h e  a g r i c u l t u r a l  
s e c t o r ,  a r e  now e x p e r i e n c i n g  r e l a t i v e l y  good r a t e s  o f  g rowth .  
Upon c o n c l u s i o n  of  t h e  1979 "War of l i b e r a t i o n "  however,  t h e  
new government  had i n h e r i t e d  a d e v a s t e d  c o u n t r y  c a u s e d  by g r o s s  
mismanagement d u r i n g  t h e  Ainin y e a r s  and  d e s t r u c t i o n  d u r i n g  t h e  
war ,  I n d u s t r i a l  c a p a c i t y  had been  s e v e r e l y  r e d u c e d ,  
i n f r a s t r u c t u r e  was i n  d i s r e p a i r ,  i n f l a t i o n  was rampant ,  and  t n e  
c e n t r a l  government  w a s  a l m o s t  b a n k r u p t .  

I n  c o n s u l t a t i o n  w i t n  tae LMP o v e r  t n e  p a s t  3 y e a r s  t n e  
Government h a s  a d o p t e d  s e v e r a l  key e c o n o m i c / f i s c a l  r e f o r m s  
c o n t r  i b u t l n g  t o  economic recovery. ,  m e  most  s i  j n i r ' i c a n t  b e i n g ;  
(1) t h e  f l o a t  of  t h e  Uganda S h i l l i n g  from j u s t  ove r  Shs .  7 . 6  t o  

U . S .  d o l l a r  t o  the  2 r e s e n t  r a t s  of  Udn. 210 ( ~ l n d o w  I) and  USn. 
330  (window 2 ) ,  ( 2 )  s i g n i f i c a n t  i n c r e a s e s  i n  t h e  f a r m  g a t e  
p r i c e  fo'r e x g o r t  c r o p s  (Ref .  T a l e  3 )  and ( 3 )  t i l e  removal  of 
mos t  p r i c e  c o n t r o l s  f o r  e x p o r t  c r o p s ,  consulner p r o d u c t s .  
~ i k e w l s e ,  .che s r i ce  of  l o c a l ~ y  consumed tood  c r d p s  i s  gove rned  
by m a r k e t  c o n d i t i o n s .  The government  a l s o  i n c r e a s e d  i n t e r e s t  
r a t e  l e v e l s  and e s t a b l l s n e d  c e i l i n g s  on d o m e s t l c  and government  
bor rowing .  

T a b l e  I: Exchange R a t e  Compar i sons  
( i n  USh. psr U.S. d o l l a r )  

A t  t n e  
e n d  of  

O f f i c i a l  R a t e s  
Window Window U n o f f i c i a l  

one  Two R a t e s  

J u n e  1980 7 . 3  
J u n e  1 9 8 1  77.8 
J u n e  1982 96.7 
J u n e  1383 1 5 0 - 0  
~4ovember 198 3 210.0 

S o u r c e s :  I M F ,  I n t e r n a t i o n a l  F i n a n c i a l  S t a t i s t i c s  
I d R D  
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The new government had o r i g i n a l l y  p r e p a r e d  a  long  term recovery  
- 

p l a n ,  A Ten Year Program of A c t i o n ,  ~ u t  i t  provea  t o  be o v e r l y  
a m b i t i o u s  a s  it was based on s i g n i f i c a n t l y  l a r g e r  amounts of 
f o r e i g n  a i u  t n a n  cou ld  be expec ted  t o  be f o r t h c o ~ n i n g ,  
e s p e c i a l l y  i n  view of t h e  i n t e r n a l  s e c u r i t y  problems t h e  
government Mas f a c i n g .  A r e v l s e d  p l a n  c o v e r i n g  a  s h o r t e r  t ime 
p e r i o d  was p r e s e n t e d  i n  May 1982, t h e  Recovery Programme: 
1982-1984 wnich i n c l u d e d  p r o p o s a l s  f o r  p o l i c y  and institutional 
reform a s  w e l l  a s  a  p r o j e c t  s p e c i f i c  inves tment  p l a n  f o r  
1982/83 and 1963/84. Tne f o c u s  of  t h e  p l a n  was t o  r e h a b i l i t a t e  
t h e  p r i v a t e  p r o d u c t i v e  s e c t o r s  of t h e  economy, and a l l o w  f o r  
open market  t o r c e s  co s t i l n u l a t e  i n c r e a s e d  food p r o d u c t i o n .  
Expend i tu re  of f u n d s  f o r  t h i s  r e h a b i l i t a t i o n  e f f o r t  were 
p r o j e c t e d  t o  be $240  nill lion d u r i n g  1983/84. Only a b o u t  $150 
m i l l i o n  was a c t u a l l y  a v a i l a b l e ,  however. Inadequa te  Government 
implelnentat ion ana administrative c a p a b i l i t y  was a l s o  c i t e d  a s  
a  pr imary  c o n s t r a i n t  t o  i n c r e a s e d  u t i l i z a t i o n  of a v a i l a b l e  
funds  . 
C o n s e y u e n t ~ y ,  f o l l o w i n g  a  review of perforlnance i n  1983,  a  
Revised Recovery Program was p u b l i s h e d  i n  October  which took 
accoun t  of t h e  r e s o u r c e  c o n s t r a i n t s  and i s $ l e m e n t a t i o n  
e x y e z i e n c e  encoun te red  i n  t h e  f i r s t  yea r  of t h e  p l a n  and 
i n c o r p o r a t e d  19d4/i985.  

I n  terms of overaLl  econornic perforinance,  t n e  GDP r a t e  of 
growth i n  r e a l  te rms i n c r e a s e d  from 3.9% i n  1982 t o  over  6.1% 
i n  1982. d i g h e r  r a t e s  hdVe oeun experler lced i n  t ~ i e  s u b s i s t e n c e  
s e c t o r  compared t o  t h e  monetary s e c t o r .  Continued growth i s  
ex2eccea I n  t n e  nea r  te rm,  and t h e  r e c e n t  budget  Lor 1383/84 
g e n e r a l l y  f a v o r s  c o n t i n u a t i o n  of monetary p o l i c i e s  p r e v i o u s l y  
worked o u t  I n  c o n s u l t a t i o n  w L t n  t n e  IpiF. ~ q a r k e t  f o r c e s  a r e  
expec ted  t o  i n c r e a s e  t h e i r  i n f l u e n c e  i n  t h e  economy, and t h e  
more of t h e  f i n a n c i n g  o f  impor t s  w i l l  s a i f t  t o  Window I1 
exchange r a t e s .  I t  h a s  a l s o  been proposed t h a t  a l l  new 
e x t e r n a l  d e b t s  i n c u r r e d  by government a g e n c l e s  shou ld  oe 
f i n a n c e d  a t  t h e  Window I1 r a t e .  

Tne GOU now p l a n s  t o  i n c r e a s e  . toe amount of f o r e i g n  exchange 
a v a i l a b l e  a t  Window I1 from $2  b i l l i o n  i n  1982/83 t o  $ 3  b i l l i o n  
i n  1983/84. T h i s  w i l l  a l s o  h e l p  t o  reduce '  t h e  p o t e n t i a l  r i s k  
of abuse  from i l l e g a l  o r  u n a u t h o r i z e d  purchase  of d o l l a r s  a t  
t n e  c o n c e s s i o n a r y  Window I r a t e .  

The RPE p r o j e c t  w i l l  complement t h e  c u r r e n t  economic p o l i c i e s  
of t h e  GOU and p r o v i d e  a d d i t i o n a l  s u p p o r t  t o  govern~aen t  e f f o r t s  
a t  r e h a b i l i t a t i o n  and expansion of p r o d u c t i v e  e n t e r p r i s e s  i n  
t h e  p r i v a t e  s e c t o r  tnrougn t n e  g r a n t i n g  of inves tment  l o a n s  f o r  
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t h e  p r o c u r e m e n t  o f  c a p i t a l  equ ipmen t ,  m a t e r i a l s  and  s p a r e  p a r t s  
and t h e  p r o v i s i o n  o f  cornplementary t e c h n i c a l  and  m a n a g e r i a l  
a s s i s t a n c e  and  t r a i n i n g  g e a r e d  s p e c i f i c a l l y  t o  t h e  a g r i c u l t u r a l  
s e c t o r .  

For  a d d i t i o n a l  i n f o r m a t i o n  and d a t a  on g e n e r a l  economic 
p e r f o r m a n c e ,  see t h e  IBRD C o u n t r y  Economic Memorandum f o r  
Uganda d a t e d  December 1383. 

11. S e c t o r a l  Overv iews .  

A.  A g r i c u l t u r e  

Recovery  i n  t h e  a g r i c u l t u r a l  s e c t o r  c o n t i n u e s  t o  e x c e e d  
p r e v i o u s  e x p e c t a t i o n s .  Food c r o p  p r o d u c t i o n  n a s  b e e n  
e x c e ~ t i o n a l l y  yooa ,  b u t  e x g o r t  c r o p s  a r e  a l s o  d o i n g  w e l l .  
S u r p l u s  maize  h a s  r e c e n t l y  oeen  s e n t  t o  T a n z a n i a .  Uganda i s  
f o r t u n a t e  ln t ha t  s u c n  a  l a r g e  p o r t i o n  of  t n e  c o u n t r y  i s  
s u i t a b l e  f o r  c r o p  p r o d u c t i o n  and  l i v e s t o c k  r e a r i n g .  I n  
addition, a b o u t  1 5 %  of  t h e  l a n d  a r e a  is  f r e s h w a t e r  r i v e r s  and  
l a k e s  c o n t a i n i n g  l a r g e  s t o c k s  of f i s h .  Estimates l a n d  u s a g e  i n  
198U is g i v e n  i n  T a b l e  2 below.  

T a b l e  2-Land Use 

(000 h e c t a r e s )  

A r a b l e  l a n d - s e a s o n a l  c r o p s  
Under Permanent  c r o p  
Permanent  P a s t u r e s  
F o r e s t  l a n d  
O t h e r  l a n d  ( s e m i - a r i d )  
T o t a l  l a n d  a r e a  
I n l a n d  w a t e r  
T o t a l  a r e a  

(Source :  FA0 estimates i n  Europa ,  A f r i c a  S o u t n  of  S a h a r a ,  1980)  

E i y h t y - f o u r  p e r c e n t  o f  Uyanda i s  a p l a t e a u  ( e l e v a t i o n  900 t o  
1500 meters) w i t h  r a i n f a l l  be tween  900 t o  1600 m i l l i m e t e r s  
a n n u a l l y .  Trze r a i n  p a t t e r n  is g e n e r a l l y  01-modal a l l o w i n g  two 
c r o p p i n g  s e a s o n s  p e r  y e a r .  ivloderate p o p u l a t i o n  d e n s i t y  
( a v e r a g e  7 U  p e o ~ l e  ser sy.  kin.) p r o v l d e s  a d e q u a t e  a g r i c u l t u r a l  
l a n d  f o r  c u r r e n t  and  n e a r  t e r m  n e e d s .  E s t i m a t e d  t o t a l  
L30pu la t i on  i n  1382  was 1 3 . 5  m i l l i o n  w i t h  a n  a n n u a l  p p u l a t i o n  
g rowth  r a t e  e s t i m a t e d  a t  be tween  3% and 4 % .  
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The major s o u r c e  of f o r e i g n  exchange e a r n i n g s  f o r  Uganda is t h e  
e x p o r t  of c a s n  c r o Q s ,  of wnich c o f f e e  ~ r e s e n t l y  r e p r e s e n t s  
a b o u t  95% a c c o r d i n g  t o  t h e  1982-83 GOU Budget Repor t .  Uganda 
h a s  a current  c o f f e e  q u o t a  s e t  oy ICO a t  1b2,u0U t o n s  and 
e x p e c t s  t o  have t h i s  i n c r e a s e d  t o  192,000 t o n s  f o r  t h e  1984  
season .  Cof fee  $ r o a u c t i o n  i n  1981/82 was 9 7 , 5 0 0  t o n s ,  1 6 6 , 6 0 0  
t o n s  i n  1982/83, and is p r o j e c t e d  t o  be 192,360 t o n s  i n  t h e  
1983/84 season.  T h i s  i n c r e a s e  h a s  come aoou t  from t a e  
r e h a b i l i t a t i o n  of e x i s t i n g  c o f f e e  t r e e s  and c o f f e e  p r o c e s s i n g  
f a c t o r i e s  r a t h e r  t h a n  from new a c r e a g e .  Uganda e x p e c t s  t o  be 
aDle t o  s e l l  i t s  s u r p l u s  over  q u o t a  p r o f i t a b l y  on t h e  open 
marKet; a l t h o u g h  g i v e n  t h e  c u r r e n t  oversupp ly  oE c o f f e e  on 
world marke t s ,  and a  r e c e n t  USDA e s t i m a t i o n  t h a t  t h e  1983/84 
world c o f f e e  c r o p  w i l l  i n c r e a s e  l e i %  over  t n e  p r e v i o u s  y e a r ,  
t h i s  may n o t  be p o s s i b l e .  u n l e s s  demand f o r  Robusta c o f f e e  
c o n t i n u e s  t o  be h igh.  I t  i s  expec ted  t n a t  w i t r l  t h e  
r e h a b i l i t a t i o n  of both  l a r g e  s c a l e  and s m a l l  t e a  h o l d i n g s  i n  
Western Uganda, nowever, t h i s  c r o p  w i l l  p lay  a l a r g e r  r o l e  l n  
f o r e i g n  exchange e a r n i n g s  i n  t h e  f u t u r e ,  e s p e c i a l l y  now g i v e n  
t h e  c u r r e n t  r a p l d  i n c r e a s e  i n  world t e a  g r i c e s .  

Tab le  3: Producer  P r i c e  Changes 

1980 1981 1382 L983 
Crop (USh/kg. ) Dec. June  ' Dec. J u n e  Dec. June  

Cof fee  
Tea 
Cot ton  
Tobacco 

Tne above f o u r  c a s h  c r o p s  s t i l l  nave an  p r i c e s  o f f i c i a l l y  
e s t a b l i s h e d  by t h e  government. The r a t i o s  of p r i c e  i n c r e a s e  
f o r  t h e s e  c r o p s  irom December 1980 t o  June  of 1983 have a 1 1  
been a b o u t  LO t o  1.. T h i s  does  n o t  compare Eavorably w i t h  t h e  
same changes i n  t h e  o f f i c i a l  exchange r a t e s  -which have i n  t h e  
same p e r i o d  i n c r e a s e d  a t  r a t i o s  of 19 .8  t o  1 f o r  Windaw 1 (USh 
7.6 t o  150 t o  t h e  d o l l a r )  and a  r a t i o  of 37 t o  1 f o r  Window 2 
(USh.7.6 t o  280 pe r  d o l l a r ) ,  N e v e r t h e l e s s ,  t h e  p r o d u c e r s  do 
appear  t o  be a d e q u a t e l y  mot iva ted  t o  i n c r e a s e  p r o d u c t i o n  a t  
p r e v a i l i n g  p r i c e s ,  e s p e c i a l l y  f o r  c o f f e e  and t e a .  The 
government a t t a c h e s  c o n s i d e r a b l e  importance t o  c o n t i n u e d  
improvement i n  c o f f e e  p r o d u c t i o n  a s  it l e v y s  an e x p o r t  t a x  on 
c o f f e e  e q u a l  t o  abou t  33% of t h e  e x 2 o r t  s a l e  p r i c e  ( J u l y  1983 
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p r i c e s ) .  The producer  r e a l i z e s  a b o u t  4 7 %  of t h e  v a l u e  and t h e  
b a l a n c e  goes  f o r  p r o c e s s i n g  and m a r ~ e t i n y .  C a l c u l a t i o n  of  
e s t i m a t e d  n e t  r e t u r n s  on t h  above c a s h  c r o p s  t o g e t h e r  w i t h  t h e  
major food c r o p s  would, e x c e p t  f o r  c o f f e e ,  f a v o r  food c r o p s  
which do n o t  have p r i c e  c o n t r o l s  and a r e  more l i k e l y  t o  respond 
t o  market  c o n d i t i o n s .  

Taole  4 :  Re tu rns  t o  S z l e c t e d  Crops ( J u l y ,  1983) 

Y i e l d  pe r  Producer  Producer  Net Return  
h e c t a r e  ( a )  P r i c e  Cos t  ( a )  t o  l a n d  

(kg)  (USh/kg . ) ( ~ S h / k g .  ) (USh. 000/ha) 

ROD US^^ c o f f e e  1,5OU 80 20 
C o t t o n  259 60 39 
Tea ( l e a f )  3  , 025 25 2 1  
Tobacco 500 1.5 0 135 
Bananas 10,000 8 1 
Gcoundnuts 710 1 0 0  37 
'rvlaize 1 ,150 3ll 9 

( a )  Based on most commonly used teci lnology.  A l l  l a b o r  
c o s t s ,  h i r e d  and f a m i l y ,  a r e  i n c l u d e d  and a r e  va lued  a t  USh. 80 
per  manday f o r  c o f f e e  and bananas and USh. 60 per  manday f o r  
a l l  o t h e r  c r o p s .  

Source:  World Bank, Uganda, A g r i c u l t u r e  S e c t o r  Memorandum 

Cot ton ,  p r e v i o u s l y  Uganda's  second most i m p o r t a n t  c a s h  c r o p ,  
h a s  n o t  e x p e r i e n c e d  t h e  same r a p i d  recovery  found wi th  c o f f e e .  
The p re - season  e s t i m a t e  f o r  1982/83 was f o r  21)0,001) b a l e s ,  b u t  
t h e  outcome was a b o u t  65,000. ~4uch h i g n e r  p r o j e c t i o n s  a r e  be ing 
s a d e  f o r  t h e  1983/84 season  ( e s t .  200,000) , b u t  due t o  t h e  
s h o r t a g e  of f i n a n c i n g  f o r  c o t t o n  p u r c h a s e ,  f a r m e r s  a r e  
r e l u c t a n t  t o  r e l e a s e  t h e i r  c r o p ,  f e a r i n g  d e f a u l t  i n  payment by 
t h e  c o o p e r a t i v e  buyers .  With c u r r e n t  g i n n i n g  c a p a c i t y  of 
200,000 uales g e r  annurn and a f u r t h e r  p lanned development of 
224,009 b a l e s  of g i n n i n g  c a p a c i t y  be ing  f i n a n c e d  by World Sank 
and A f r i c a n  Development Sank, t h e r e  s h o u l d  De ample p r o c e s s i n g  
c a p a c i t y  i f  t h e  c o o p e r a t i v e s  can  s e c u r e  f i n a n c i n g  f o r  
purchase .  F u r t h e r  developments  i n  c o t t o n  p r o d u c t i o n  and 
p r o c e s s i n g  w i l l  p r o v i d e  a d d i t i o n a l  c o t t o n  s e e d  f o r  o i l  
e x t r a c t i o n  and c o t t o n  s e e d  cake  f o r  t h e  an imal  f e e d  i n d u s t r y .  
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Uganda now h a s  a n  e x c e l l e n t  o p p o r t u n i t y  t o  r e h a b i l i t a t e  and  
f u r t h e r  d e v e l o p  i ts own a g r  i c u l t u r a l  p r o d u c t i o n  o a s e  and  
a t t e m p t  t o  s a t i s f y  d o m e s t i c  consumer demand f o r  s u c h  p r o d u c t s  
a s  ed ib le  o i l s ,  p o u l t r y  p r o d u c t s ,  a n i m a l  f e e d s ,  d a i r y  p r o d u c t s ,  
and  c e r t a i n  f o o d  c r o p s  s u c n  a s  s u y a r  and  rice. R e c a p t u r i n g  
markets anci r e t u r n i n g  t o  fo rmer  l e v e l s  of p r o d u c t i o n  o r  
i n c r e a s i n g  t o  even  h i g h e r  l e v e l s  w i l l  r e q u i r e  s p e c i a l  a t t e n t i o n  
n o t  o n l y  t o  d i r e c t  i n p u t s ,  b u t  a l s o  t o  p r o c e s s i n g  f a c i l i t i e s ,  
m a r k e t s ,  and  t h e  m a n a g e r i a l / t e c h n i c a l  s k i l l s  r e q u i r e d  f o r  t h e s e  
a c t i v i t i e s .  The &PE p r o j e c t  a d d r e s s e s  many o f  t h e s e  i s s u e s  by 
f o c u s i n g  on t h e  r e h a b i l i t a t i o n  and/or  e x p a n s i o n  of  p r o d u c t i v e  
a c t i v i t i e s  t n a t  were p r e v i o u s l y  w e l l  e s t a b l i s h e d  i n  Uganda and  
f o r  which t h e r e  was e f f e c t i v e  consumer demand. RPE w i l l  
complement c u r r e n t  government  p o l i c i e s  d i r e c t e d  toward  
e n c o u r a g i n g  t h e  r e s t o r a t i o n  of  a g r i c u l t u r a l  p r o d u c t i o n  and  
a g r o - i n d u s t r i a i  a c t i v i t i e s .  

B. I n d u s t r y  

R e n a b i l i t a t i o n  e f r o r t s  i n  trlis s e c t o r  have  n o t  oeen  a s  
s p e c t a c u l a r  t o  d a t e  a s  i n  a g r i c u l t u r e .  Reasons  f o r  t h i s  
i n c l u c e :  (1) p n y s i c a l  p l a n t s  were  a l l o w e d  t o  r u n  down w i t h  
i n a d e q u a t e  r e p a i r s / r e p l a c e m e n t  d u r i n g  1 9 7 i l ' s ,  ( 2 )  nanagement  
a n a  t e c n n i c a l  e x p e r t i s e  ( o f t e n  o r  A s i a n  o r i g i n )  was f o r c e d  t o  
l e a v e ,  ( 3 )  d e t e r i o r a t i o n  o f  s u p p o r t i n g  i n f r a s t r u c t u r e ,  and  ( 4 )  
s h o r t a g e  of raw m a t e r i a l s  anu  r e q u i r e d  i o r e i g n  exchange .  

S e v e r a l  i n t e r n a t i o n a l  donor  a g e n c i e s ,  i n c l u d i n g  t h e  EEC, 
I s l a m i c  Development d a n k ,  and I B K D  nave  p l e d g e d  f u n d s  izo 
s u p p o r t  r e h a b i l i t a t i o n  e f f o r t s  i n  t h e  m a n u f a c t u r i n g  s e c t o r ,  b u t  
p r o g r e s s  n a s  been  s l o w  due  t o  a d m i n i s t r a t i v e  b o t t l e n e c k s ,  
d i s p u t e s  on g r o p e r t y  o w n e r s h i p ,  and  s e c u r i t y  p roo lems  i n  major  
i n a u s t r i a l  a r e a s .  d e l i a b l e  t r a n s p o r t a t i o n  c o n t i n u e s  t o  oe  
s c a r c e .  Whereas m a n u f a c t u r i n g ' s  s h a r e  o f  G D P  i n  t h e  mone ta ry  
economy was 7 .1% i n  1970  and  6 %  i n  1975 ,  it d ropped  t o  a b o u t  
3.5% f o r  t h e  p e r i o d  1950-1982. The b r e a k u p  of  t h e  Z a s t  A f r i c a n  
Co~nmunity f u r t n e r  r e d u c e d  t h e  g o t e n t i a l  f o r  r e g i o n a l  Afr ica11  
m a r k e t s  f o r  m a n u f a c t u r e d  goods  f rom Uganda, and  most  
m a n u f a c t u r i n g  mus t  now be o r l e n t e d  t oward  the Uganda d o m e s t i c  
m a r k e t  a l o n e .  The r e d u c t i o n  o f  i m p o r t  r e s t r i c t i o n s  f o r -  
m a n u f a c t u r e d  and  consumer goods  w i l l  r e q u i r e  t h a t  l o c a l l y  
m a n u f a c t u r e d  p r o d u c t s  b e  c o m p e t i t i v e  i n  p r i c e  and  q u a l i t y  w i t h  
impor t ed  goods  i f  t h e y  a r e  t o  g a i n  ~ a c k  a  p o r t i o n  of  t o e  l o c a l  
marke t .  I n v e s t m e n t s  s h o u l d  f i r s t  g r a v i t a t e  toward  t h o s e  
a c t i v i t i e s  wnere  Uganda a p p e a r s  t o  nave a c o m p a r a t i v e  
a d v a n t a g e ,  which now would be  i n  t h e  a g r i c u l t u r a l  and 
a g r o - i n d u s t r i a l  a r e a s  s u c n  a s  s u g a r  processing arid o i l  
e x t r a c t i o n .  
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111. The Project 

A. Overview 

The PID originally identified coffee and cotton as tne major 
areas requiring financial support for rehabilitation efforts. 
During subsequent field investigations, however, it became 
apparent that these two commodities were being adequately 
supportea uy ADB, I B H O ,  and UK funds. Nevertheless, other 
appropriate agricultural production and processing areas were 
identified during fleld preparations for the Project Paper, 
which included; poultry hacheries, processing and production 
facilities; ediole 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. rzhey also tena to be labor intensive and joa 
creating. Current market demand for planned 'project production 
comes from aoth regaining tne prsvious market and frorn the 
natural increase in demand resulting frorn high population 
growtn. Foreign exchange requirements are significant and 
essential, especially for capital equipment. The necessary 
investment capital has not oeen forthcoming, nowever, due to 
the ongoing liquidity problem, lack of external funding aimed 
at these areas, and lack of tecnnlcal aosorptive capacity of 
00th credit intermediaries and the enterprises themselves. It 
is to these constraints, of course, taat tnis project is 
directed. 

Sgeciflc Sub-project Activities 

Areas identified for RPE support are of an agricultural 
production and processing nature aimed at domestic consumptions 
and sometimes irnpor~ substitution. All activities were i ~ e l l  
developed at tne tine of the Arnin 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 gaper, a representative 
sample of the various loan categories were reviewed and site 
visits were made to several parts of the country. Of tile loan 
applications submitted to the dganda Development Bank (UDB) and 
reviewed by the PP team, none were adequately prepared and 
ready for appraisal. UDB senior management concurred. 
Preliminary costing ana agpraisals were made on several 
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p o t e n t i a l  p r o j e c t s ,  b u t  it was a p p a r e n t  t h a t  a  c o n s i d e r a b l e  
amount of p r e p a r a t o r y  work and a n a l y s i s  s t i l l  remained b e f o r e  
an adequa te  a ssessment  of  t h e  a p p l i c a t i o n s  c o u l d  be made. The 
banking i n s t i t u t i o n s  nave been r e l u c t a n t  t o  become invo lved  i n  
l o a n  and p r o j e c t  p r e p a r a t i o n  work, however, due t o  t h e  r i s k s  
i n h e r e n t  i n  such p r o j e c t s  w i t h o u t  adequa te  f e a s i b i l i t y  
a n a l y s e s ,  t h e  l a c k  of e x t e r n a l l y  s u p p l i e d  f o r e i g n  exchange 
a v a i l a b l e  f o r  t h i s  a r e a ,  and (accord ing  t o  t i le UUB) t h e  f a c t  
t h a t  combining p r o j e c t  development and a p p r a i s a l  f u n c t i o n  would 
c o m ~ r o m i s e  o b j e c t i v i t y .  Cos t  and l o g i s t i c  c o n s t r a i n t s  
a s s o c i a t e d  w i t h  f e a s i b i l i t y  work a r e  a l s o  d e t e r a n t s .  

For purposes  of a n a l y s i s ,  t h e  PP teain developed some 
r e p r e s e n t a t i v e  models f o r  t h e  v a r i o u s  t y p e s  of l o a n  l i k e l y  t o  
be i n c l u d e d  I n  t h e  RPE p r o j e c t .  Tnese models p r o v i d e  
i l l u s t r a t i v e  examples of  f i n a n c i a l  v i a b i l i t y  f o r  s e l e c t e d  
e n t e r 2 r i s e s .  These do n o t  s u ~ s t i t u t e  f o r  wnat w i l l  u l t i m a t e l y  
be r e q u i r e d  by way of comple te  a n a l y s i s  of each l o a n  
a p p l i c a t i o n ,  ~ u t  such a n a l y s e s  w i l l  o n l y  be p o s s i o l e  when 
a d e q u a t e  t e c h n i c a l  a s s i s t a n c e  is a v a i l a ~ l e  t o  a s s i s t  c l i e n t s  i n  
sound e v a l u a t i o n  and p lanniLlg  of p o t e n t i a l  inves tments .  
Undoubtedly t h e r e  w i l l  oe soine changes  i n  t h e  p r o f i l e  of t h e  
agr  l c u l t u r a l  l e n a i n y  a c t i v i t y  dur  ing  i ~ ~ ~ p l e n e n t a t i o n ,  t aken  i n t o  
accoun t  i n  p r o j e c t  d e s i g n ,  b u t  t h e  g e n e r a l  f o c u s  of t h e  e f f o r t  
i n  te rms of Level  and n a t u r e  shou ld  remain e s s e n t i a l l y  v a l i d .  
Changing economic c o n d i t i o n s  of t h e  c o u n t r y  w i l l  r e s u l t  i n  
c e r t a i n  p r o j e c t s  be ing more f i n a n c i a l l y  a t t r a c t i v e  than  o t h e r s ,  
and undoubtedly t h e r e  w i l l  be new e n t e r p r i s e s  i d e n t i f i e d  d u r i n g  
implementa t ion .  Examples fo l low:  

1. P o u l t r y  Produc t ion  and P r o c e s s i n g  

A w e l l  developed and i n t e g r a t e d  p o u l t r y  p r o d u c t i o n  and 
market ing  i n d u s t r y  had p r e v i o u s l y  e x i s t e d  i n  Uganda, and t h e r e  
is c o n s i d e r a b l e  i n t e r e s t  be ing e x p r e s s e d  oy p r o d u c e r s  t o  
r e - e s t a b l i s h  it. 

Success  i n  p o u l t r y  p r o d u c t i o n  depends on b ~ e l l  e s t a u l i s h e d  f e e d  
s o u r c e s ,  p r o c e s s i n g  f a c i l i t i e s ,  and a d e q u a t e  markets .  An ample 
supp ly  of day-old  c a i c k s  is a l s o  r e q u i r e d .  A r e a s o n a o l e  l e v e l  
of  p r o f i t a b i l i t y  can  be a t t a i n e d  i f  t h e  producer  h a s  a  r e g u l a r  
market  f o r  Llis n a t u r e  ~ i r d s .  kiith a n  8,000 o r o i l e r  th roughpu t  
pe r  annum, breakeven would be a t  a b o u t  25% p r o d u c t i o n .  Annual 
p r o f i t s  a r e  p r o j e c t e d  t o  be USh. 1 . 5  m l l l i o n  g l v i n y  an i n t e r n a l  
r a t e  of r e t u r n  of 28 .7% over  20  y e a r s  on an inves tment  of  USh. 
3.5 m l l l i o n  (Ref Appendix 2 - A ) .  No such market  e x i s t s ,  however, 
a s  t h e  main p r o c e s s i n g  c o o p e r a t i v e ,  t h e  iiankoko p l a n t ,  i s  
unable  t o  o p e r a t e  and 1s i n  s e v e r e  need of  r e h a b i l i t a t i o n .  
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A d e l a y  i n  s r o c e s s i n g  mature  b r o i l e r s  by even a s  l i t t l e  a s  one 
w e e k  can  s e r i o u s l y  reduce  t h e  p r o f i t a b i l i t y  of a  o r o i l e r  
o p e r a t i o n .  For t h i s  r eason  it is recommended t h a t  t h e  
r e h a b i l i t a t i o n  of t h e  Wankoko p l a n t  be  g iven  h igh  p r i o r i t y .  
Most of t h e  demand f o r  b r o i l e r s  comes from t h e  urban a r e a s ,  
e s p e c i a l l y  Kampala and J i n j a .  A p r o c e s s i n g  p l a n t ( s )  w i t h  
s t o r a g e  f a c i l i t i e s  t o  h o l d  oven-ready b r o i l e r s  is  r e q u i r e d  t o  
p r o v i d e  dependable  marke t s  f o r  p roducers .  

P r e v i o u s  problems w i t h  t h e  Wankoko p r o c e s s i n g  p l a n t  can  
g e n e r a l l y  be a t t r i b u t e d  t o  mis-management, and it is  i m p o r t a n t  
t h a t  t h i s  i s s u e  be a d d r e s s e d  and r e c t i f i e d  i f  producer  
c o n f i d e n c e  i n  t n e  c o o p e r a t i v e  p r o c e s s i n g  p l a n t  is  t o  be 
r e s t o r e d .  The Wankoko p o u l t r y  p l a n t  c o u l d  be r e h a b i l i t a t e d  f o r  
USh. 100 m i l l i o n  and would be p r o f i t a b l e  o p e r a t i n g  a t  h a l f  
c a p a c i t y .  The i n t e r n a l  r a t e  of r e t u r n  would be 3 3 % .  T h i s  
assumes t h a t  e x i s t i n g  l a n d  and o u i l a i n g  would be c o n t r i b u t e d  
and t h e  r e t u r n  i s  c a l c u l a t e d  on a d d i t i o n a l  f i n a n c e ,  b o t h  
c a p i t a l  and o p e r a t i n g ,  r e q u i r e d  t o   ring t h e  p l a n t  back i n t o  
p r o d u c t i o n .  (Ref: Appendix 2-A). 

'd i t l l  r e s p e c t  t o  d a t c n e r  i e s ,  p r o d u c t i o n  i s  f a r  belot? c u r r e n t  
demand i n  p a r t  due t o  i n a d e q u a t e  equipment  a t  e x i s t i n g  
f a c i l i t i e s ,  and t h e  s a o r t a g e  of f o r e i g n  exchange f o r  t n e  
i m p o r t a t i o n  of p a r e n t  s t o c k .  The EEC h a s  funded some new 
equipment f o r  bo tn  governmsnt and p r i v a t e  n a t c h e r i e s ,  b u t  t n i s  
h a s  n o t  b rough t  up t h e  l e v e l  of p r o d u c t i o n  t o  meet market  
demand. The p r i v a t e  a a t c n e r i e s  a r e  p l a n n i n g  expansion a s  
demand is  such t h a t  cus tomers  a r e  p l a c e d  on w a i t i n g  l i s t  f o r  
day-old cnicr ts .  The 3ulelnezi  Hatchery  i s  an example of a 
c l o s e d  o p e r a t i o n  t h a t  would be made o p e r a t i o n a l  by t h e  
i n s t a l l a t i o n  of a g e n e r a t o r  and t h e  purchase  of p a r e n t  s t o c k  
and d rugs .  P r e v i o u s  p r o d u c t i o n  was 4 , 0 0 0  c h i c k s  pe r  week. 
Inadequa te  s u p p l y  of q u a l i t y  f e e d s ,  ano the r  i n p o r t a n t  f a c t o r ,  
is d i s c u s s e d  i n  t h e  s e c t i o n  below on f e e d  m i l l i n g .  

The a c t u a l  r e a r i n g  of  ~ r o i l e r s  and Layers  r e l i e s  p r i m a r i l y  on 
i n p u t s  a v a i l a b l e  from w i t h i n  Uganda. Adequate b u i l d i n g  can  be 
c o n s t r u c t e d  of  l o c a l  m a t e r i a l s ,  and t h e  moderate c l imate  keeps  
c o n s t r u c t i o n  c o s t s  low. Medium-sized p r o d u c t i o n  u n i t s  f o r  
(1,000-4,000) b i r d s  t e n d  t o  be s imple  i n  c o n s t r u c t i o n  and l a b o r  
i n t e n s i v e .  These u n i t s  f i t  w e l l  w i t h  t h e  h i g h  p o p u l a t i o n  
d e n s i t y  and s m a l l  fa rming u n i t s  a round Kampala, and t h e y  have 
t h e  advantage  of be ing c l o s e  .to urban marke t s .  P o u l t r y  
p r o d u c t s  i n  o t h e r  p a r t s  of Uganda a r e  be ing s u p p l i e d  from t h e  
i n f o r m a l  a g r i c u l t u r a l  s e c t o r ,  and c u r r e n t  o p p o r t u n i t i e s  f o r  
e s t a b l i s h i n g  commercial 2 o u l t r y  p r o d u c t i o n  i n  t h e s e  a r e a s  
appear  l i m i t e d .  
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2. Da i ry  P r o d u c t i o n  

The m i l k  c o l l e c t i o n  and n a r k e t l n g  c e n t e r s  e s t a o l i s n e d  by t h e  
p a r a s t a t a l  Dai ry  C o r p o r a t i o n  a r e  c u r r e n t l y  g r o s s l y  under 
u t i l i z e d ,  and p r o s p e c t s  of t h e  Da i ry  C o r p o r a t i o n  
r e - e s t a b l i s h i n g  p r e v i o u s  m i l k  p r o c e s s i n g  l e v e l s  appear  
l i m i t e d .  The Da i ry  C o r p o r a t i o n  c u r r e n t l y  pays  t h e  Government 
s e t  p r i c e  of USh. 20 p e r  l i t e r  of m i l k  d e l i v e r e d  t o  t h e  
c o l l e c t i o n  c e n t e r .  T h i s  is  below t n e  c o s t  of p r o d d c t i o n .  The 
c o n t r o l l e d  p r i c e  of m i l k  h a s  been i n c r e a s e d  t o  USh. 4 0 ,  b u t  
t h i s  s t i l l  i s  inadequa te  t o  encourage  new inves tment .  Even 
though t h e  Da i ry  C o r p o r a t i o n  h a s  a  monopoly on t h e  purchase  and 
p r o c e s s i n g  of  m l l k  f o r  t h e  fo rmal  a a r k e t ,  t h e  m a j o r i t y  of m l l k  
now produced i s  s o l d  l o c a l l y  through i n f o r m a l  market ing  
c h a n n e l s .  The p r i c e  of raw milk i n  t n e  open market  v a r i e s  
c o n s i d e r a b l y  through t h e  c o u n t r y  from a  low of USh. 20  per  
l i t e r  i n  t n e  t r a d i t i o n a l  ~ n i l k  2 roduc iag  a r e a  of ~ 4 u a r a r a  t o  a 
h igh  of USh. 100 i n  t h e  Mbale a r e a ,  P r i c e s  i n  Kampala and 
o t h e r  Larger urban a r e a s  a r e  g e n e r a l l y  between USh. 60-80  per  
l i t e r  i n  t h e  open ~ n a r k e t .  

A s  w i t h  a11  l i v e s t o c k  2 r o j e c t s  i n v o l v i n g  c a t t l e ,  a  d a i r y  
e n t e r ~ r i s e  must be viewed a s  a long  term p r o p o s i t i o n .  T h i s  is 
especially i m p o r t a n t  wnen t h e  e n t e r p r i s e  r e l l e s  on t h e  i n i t i a l  
h e r d  f o r  i n t e r n a l  growth.  When a n a l y z i n g  a  medium-sized d a i r y  
farm of t h i s  n a t u r e  ( i n i t i a l  30 cows i n c r e a s i n g  t o  60  cows when 
f u l l y  s t o c k e d ) ,  a d a i r y  farm l o c a t e d  i n  an a r e a  of t h e  c o u n t r y  
where t h e r e  is s u i f i c i e n t  market  denand so t h a t   mil^ can  be 
s o l d  a t  USh. 80 p e r  l i t e r  would e x p e r i e n c e  a n e g a t i v e  c a s h  Elow 
d u r i n g  t n e  f i r s t  (and p o s s i b l y  ti le second)  y e a r .  I t  would n o t  
be  u n t i l  t h e  t e n t h  y e a r  t h a t  t h e  h e r d  would r e a c h  a  f u l l  
s t o c k i n g  l e v e l  of 60  cows. Tne e n t e r p r i s e  would oe p r o f i t a b l e ,  
nowever, from t h e  t h i r d  y e a r  on, w i t h  a  12.9% i n t e r n a l  r a t e  of 
r e t u r n  on USh. 13 m i l i i o n  inves tment .  I f  open market  p r i c e s  
c o n t i n u e ,  and milk p r i c e s  i n c r e a s e  f a s t e r  t h a n  v a r i a b l e  c o s t s ,  
t h e  I R R  would o b v i o u s l y  improve. (Kef: Appendix 2-U.) 

Much of  Kampala is s u p p l i e d  wi th  r e c o n s t i t u t e d  imported m i l k  
powder s u p p l i e d  by t h e  World Food Program and packaged by t h e  
Da i ry  C o r p o r a t i o n ,  a  p a r a s t a t a l ,  which it t h e n  s e l l s  t o  cover  
i t s  o p e r a t i n g  expenses ,  With t n i s  o p e r a t i o n  i n  p l a c e ,  t h e r e  is 
l i t t l e  i n c e n t i v e  f o r  r e a c t i v a t e  producer  c o l l e c t i o n  c e n t e r s .  
T r a n s p o r t  c o s t s  t o  i;love l i q u i d  m i l k  from o u t l y i n g  a r e a s  would 
n o t  be economical  g i v e n  c u r r e n t  c o s t s  f o r  o p e r a t i n g  a m i l k  
t r a n s p o r t  f l e e t .  There is p o t e n t i a l  f o r  inves tment  i n  r u r a l  
c o l l e c t i o n / c o o l i n g  c e n t e r s ,  however, i f  t h e  Dairy  C o r p o r a t i o n  
were t o  adop t  a p r i c e  p o l i c y  c o m 2 e t i t i v e  w i t h  t h e  l o c a l  
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market. The Da i ry  C o r p o r a t i o n  h a s  embarked on a  merchandis ing  
scheme WhereDy it  s u p p l i e s  c e r t a i n  i n p u t s  t o  f a r m e r s  ( e .g . ,  
m i l k  c a n s ,  f e n c i n g  m a t e r i a l ) .  Such a  scheme might  be 
a p p r o p r i a t e  f o r  RPE fund ing ,  b u t  proposed p r o j e c t  c r i t e r i a  
would p r o h i b i t  l e n d i n g  t o  a  p a r a s t a l  c o r p o r a t i o n .  

Dai ry  p r o d u c t i o n  shou ld  be encouraged i n  t h o s e  p a r t s  of t h e  
c o u n t r y  were it is a  p r o f i t a b l e  a g r i c u l t u r a l  a c t i v i t y .  Such 
a r e a s  i n c l u d e  Kampala, J i n j a ,  iqbale, and F t .  P o r t a l .  P r i c e s  i n  
L i r a ,  S o r o t i ,  and Gulu would a l s o  w a r r a n t  g r o d u c t i o n  
inves tment .  C o n s t r a i n t s  t o  i n c r e a s i n g  d a i r y  p r o d u c t i o n  have 
been t h e  s c a r c i t y  of d r u g s ,  s h o r t a g e  of f e e d  c o n c e n t r a t e s ,  and 
a  p o o r l y  o p e r a t e d  a r  t i £  i c i a l  inserninat ion  (A.  1. ) s e r v i c e .  The 
s h o r t a g e  of d a i r y  s t o c k  h a s  a l s o  been c i t e d  a s  a  c o n s t r a i n t ,  
and s e v e r a l  o f f i c i a l s  recommend t h a t  Uganda shou ld  e r n ~ a r k  on a  
program t o  impor t  d a i r y  h e i f e r s .  A f i e l d  s u r v e y  c a r r i e d  o u t  
d u r i n g  PP $ r e p a r a t i o n  l r id ica ted  t h a t  d a l r y  h e i f e r s  were 
g e n e r a l l y  a v a i l a ~ l e  f o r  between USh. 100,000 t o  USh. 150,000 
($330-$500),  which is abou t  a a l f  t h e  c o s t  of i ,nport lny stocK 
from ne iynbor iny  Kenya. With t n e  r e i n t r o d u c t i o n  of t h e  A . I .  
s e r v i c e  tnrouyfi s u p p o r t  of the E K ,  adequa te  f a u n d a t i o n  s t o c k  
is now a v a i l a b l e  t o  p r o v i d e  t h e  600 head of  d a i r y  s t o c k  f o r  20  
d a i r y  u n i t s  proposed f o r  t h e  HPE p r o j e c t .  The GOU has  a l s o  
announced t h a t  t h e  s u p p l y  of d r u g s  i n  t h e  f u t u r e  w i l l  be handed 
over  t o  c o ~ i ~ m e r c i a l  drug p roducers  wtio w i l l  e s t a ~ l i s h  t n e i r  own 
d i s t r i b u t i o n  network. P f i z e r ,  Welcomer, and Bayer a r e  expec ted  
t o  r e - e s t a b l i s n  distribution sys tems i n  Uganda. (Seed s u p p l y  
f o r  d a i r y  p r o d u c t i o n  is covered  below.) 

Feed M i l l s  

The l a c k  of a n  adequa te  animal  f e e d s  i n d u s t r y  r e s p o n s i v e  t o  t h e  
l o c a l  market  i s  c o n s i d e r e d  by most l i v e s t o c k  p r o d u c e r s  t o  be a 
c r i t i c a l  c o n s t r a i n t  t o  i n c r e a s i n g  p r o d u c t i o n  and improving 
p r o f i t a b i l i t y .  Most of  t h e  f e e d  p r o d u c t i o n  c a p a c i t y  i n  Uganda 
is c o n c e n t r a t e d  i n  one m i l l i n g  u n i t  o p e r a t e d  by a p a r a s t a t a l  
o r g a n i z a t i o n  i n  J i n j a .  Not o n l y  a r e  t h e i r  p r o d u c t s  r e p o r t e d  t o  
be i n c o n s i s t e n t  In q u a l i t y ,  b u t  s u p p l i e s  are  i r r e g u l a r  and n o t  
wide ly  d i s t r i b u t e d  th roughou t  t h e  c o u n t r y .  

Demand f o r  an imal  f e e d s  i s  i n c r e a s i n g  due t o  e x ~ a n s i o n  of 
p o u l t r y  and d a i r y  p r o d u c t i o n .  I n g r e d i e n t s  f o r  manufactur ing  
animal  f e e d s  a r e  i n c r e a s i n g l y  a v a i l a b l e  i n  Uganda, and t h e  on ly  
r e q u i r e d  imported i n g r e d i e n t s  is t h e  pre-mix c o n c e n t r a t e .  
E x i s t i n g  f e e a  n i l l i n g  f a c i l i t i e s  neea t o  be d e c e n t r a l i z e d ,  with 
s c a l e d  down c a p a c i t y  and u s i n g  l e s s  complex m i l l i n g  machinery 
w i t h  lower c a p i t a l  and maintenance  c o s t  reyui rernents .   lore 
l a b o u r  i n t e n s i v e  p r o c e s s i n g  methods a r e  war ran ted  a s  t h e  
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a v a i l a b i l i t y  of  l a b o u r  is n o t  a  c o n s t r a i n t .  Uganda a l s o  
produces  c e r e a l  c r o p s  and a g r i c u l t u r a l  by-products  t h a t  a r e  
s u i t a b l e  f o r  an imal  f e e d s .  Human r e q u i r e m e n t s  f o r  c e r e a l  c r o p s  
a r e  now being met, and s u r p l u s . a n d  i n f e r io r  grades of tnese 
commodit ies  s h o u l d  be used f o r  animal f e e d s .  The c u r r e n t  
r e v i v a l  of c o t t o n  g i n n i n g  and p i 1  e x t r a c t i o n  w i l l  a l s o  r e s t o r e  
c o t t o n  s e e d  c a k e ,  a n  i m p o r t a n t  p r o t e i n  s o u r c e  f o r  an imal  f e e d s ,  
t o  t h e  market .  

Smal l  s c a l e  f e e d  m i l l s  (1-5 t o n s  p e r  hour )  a r e  low c a p i t a l  c o s t  
p r o c e s s i n g  f a c i l i t i e s ,  and g i v e n  t h e  good sys tem of e l e c t r i c i t y  
d i s t r i ~ u t i o n  i n  Uganda, energy i s  a l s o  a v a i l a b l e .  
T r a n s p o r t a t i o n  c o s t s  a r e ,  r e l a t i v e  t o  o t h e r  v a r i a b l e  c o s t s ,  
h igh  i n  Uganda, and t h e  s e l e c t i o n  of l o c a t i o n  f o r  f e e d  m i l l s  
shou ld  t a k e  t h i s  i n t o  c o n s i d e r a t i o n .  S e v e r a l  s u b s t i t u t i o n s  can  
be made i n  t h e  make-up of animal  Eeed, and m i l l  o p e r a t o r s  
s h o u l d  t a k e  advan tage  of t h e  l e a s t - c o s t  f o r m u l a t i o n .  

An i l l u s t r a t i v e  'node1 of a  s m a l l  f e e d  r n i l l  d e r i v e d  from c u r r e n t  
market  p r i c e s  f o r  i n p u t s  and c a p i t a l  equipment c o s t s  i n d i c a t e s  
t h a t  a m i l l  can  ~ r e a k e v e n  o p e r a t i n g  a b o u t  35% c a p a c i t y  on 
s i n g l e  s h i f t .  An inves tment  of USh. 20 m i l l i o n  would be  
r e q u i r e d  f o r  t h i s  t y p e  of m i l l .  I f  p r o a u c t i o n  i n c r e a s e d  t o  67% 
of m i l l  c a p a c i t y  by t h e  t h i r d  yea r  and c o n t i n u e d  a t  t h a t  l e v e l ,  
a  2d.6% i n t e r n a l  r a t e  of r e t u r n  wouid be r e a l i z e d  over  1 U  
y e a r s .  a e c a u s e  of t n e  low c a p i t a l  c o s t  t o  v a r i a b l e  c o s t  r a t i o ,  
f e e d l n i l l s  l i k e  t h i s  .can breakeven on 800 t o n s  p e r  annum. (Ref: 
Appendix 2-B.) Road t r a n s p o r t a t i o n  c o s t s  a b o u t  USh. 40 p e r  
t o n / k i l o m e t e r ,  meaning t n a t  f e e d  c o s t s  i n c r e a s e  by 6 %  f o r  e v e r y  
100 k i l o m e t e r s  of t r a n s p o r t  on f e e d  va lued  a t  USh. 65,000 p e r  
ton .  doving Eeed from J i n j a  t o  P t .  P o r t a l  would i n c r e a s e  f s e d  
c o s t s  18% (USh. 16,000 per  t o n ) ,  

4 .  O i l  Seed P r o c e s s i n g  

A r e c e n t  c o n s u l t a n t  r e p o r t  f o r  t h e  USAID ( O i l  Seed P r o c e s s i n g  - 
Uganda, May, 1983) reviewed t h e  c u r r e n t  s t a t u s  of o i l  m i l l i n g  
ii? Uganda and recornmended c o n s i d e r a t i o n  of s e l e c t i v e  inves tment  
i n  p o t e n t i a l l y  v i a b l e  o p e r a t i o n s .  Most of t h e  e x i s t i n g  p l a n t  
i s  low technology and laDor i n t e n s i v e ,  des igned  f o r  p r o c e s s i n g  

. o n l y  c o t t o n  seed .  

A l l  o i l  m i l l s  (18 u n i t s )  and t n e i r  a u x i l i a r y  soap  a c t i v i t i e s  
were t a k e n  over  by t h e  L i n t  Market ing Board (LMB) th rough  a  
government d e c r e e  i n  1974 w i t h  no compensat ion p a i d  t o  former 
owners. &cause  of a  s h i f t  i n  t h e  c o t t o n  p r o d u c t i o n  a r e a s  
toward t h e  n o r t h  i n  r e c e n t  y e a r s ,  s e v e r a l  m i l l s  a r e  no l o n g e r  
i n  a  geograph ic  l o c a t i o n  t h a t  would w a r r a n t  r e h a b i l i t a t i o n .  
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There  a r e  no c r u s h i n g  f a c i l i t i e s  a t  G u ~ u ,  however, a  major 
c o t t o n  producing/ginning a r e a  which a l s o  h a s  p o t e n t i a l  f o r  
o t h e r  o i l  s e e d  c r o p s .  The c o n s u l t a n t  s t u d y  recom~nended t h a t  a  
m i l l  De e s t a b l i s h e d  a t  Gulu, and t h e  Madhavani Group h a s  
a l r e a d y  p r e p a r e d  a  s t u d y  on a  60-ton-day u n i t  f o r  t h i s  a r e a  t o  
be a  j o i n t  v e n t u r e  w i t h  o t n e r  Uganda c i t i z e n  i n v e s t o r s  ho ld ing  
m a j o r i t y  s h a r e s .  There  is a  s e r i o u s  p o l i c y  i s s u e  t o  be  
r e s o l v e d ,  however, b e f o r e  any f i n a n c i n g  is prov ided  f o r  t h e  
r e h a b i l i t a t i o n  of  o i l  s e e d  m i l l i n g  c a p a b i l i t y .  O i l  p r o d u c t i o n  
i n  Uganaa i s  t a x e d  a t  7 U %  f o r  t h e  aoines t ic  islarket which makes 
t h e  r e s u l t i n g  p r i c e  h i g h e r  than  t h a t  f o r  imported o i l .  

Co t ton  s e e d  c a k e  is  s o l d  l o c a l l y  f o r  U S h .  6 p e r  k i logram which 
i s  low i n  comparison t o  world market  p r i c e s ,  b u t  it p r o v i d e s  a  
cheap  s o u r c e  of p r o t e i n  f o r  t h e  animal  f e e d s  i n d u s t r y .  
Equipment i n s t a l l e d  i n  any new o i l  c r u s h i n g  p l a n t  shou ld  be of 
t h e  type  m a t  can  a l s o  oe used f o r  o t h e r  o i l  s e e d s  l i k e  sesarne, 
s u n f l o w e r ,  and s o y  beans.  

Es t ima ted  laarket  demand f o r  o i l  is  o n l y  25,000 t o n  per  yea r  due 
t o  h i g h  r e t a i l  p r i c e s  (Kampala p r i c e  USh. 900 per  k i l o g r a m ) .  
I f  t o t a l  p r o a u c t i o n  r e a c h e s  t h e  government p r o j z c t e d  l e v e l  of  
300,000 t o n s  of  c o t t o n  s e e d  per  y e a r ,  r e s e r v i n g  seine 50,000 
t o n s  f o r  p l a n t i n g  m a t e r i a l ,  t h e  remaining 250,000 t o n s  would 
produce  a b o u t  30,000 t o n s  of o i l .  Consumer demand would 
i n c r e a s e  i f  t h e  r e t a i l  p r i c e  were t o  come down. I t  i s  a l s o  
i m p o r t a n t  t h a t  any new f a c i l i t y  be a b l e  t o  t a k e  advantage  of 
Loder c o s t  f o r  c o t t o n s e e d  r e s u l t i n g  from low m a t e r i a l  t r a n s p o r t  
c o s t s .  If t h e  L i n t  Market ing  Board were t o  a d o p t  a  uniform 
d e l i v e r e d  2 r i c e  and f o r c e  t r a n s g o r t  c o s t s  of c o t t o n s e e d  t o  be 
absorbed i n  t h i s  same p r i c e ,  o b v i o u s l y  t h i s  would be a  
d i s i n c e n t i v e  t o  new inves tment  and p r o v i d e  f o r  h i g h e r  c o s t s  t o  
t h e  consumer. The c u r r e n t  EMCO o i l  m i l l  (51% Uganda Government 
and 4 9 %  Madhavani) i n  J i n j a  wi th  a  300 ton/day c a p a c i t y  would 
be t h e  prime b e n e f i c i a r y  of this d i s t o r t e d  p r i c i n g  sys tem.  The 
p r i c e  f o r  c o t t o n s e e d  s h o u l d  be e s t a b l i s h e d  ex-gin  w i t h  t h e  o i l  
mil ler  be ing  r e s p o n s i b l e  f o r  t r a n s p o r t  c o s t s .  

Inves tment  o p p o r t u n i t i e s  f o r  R P J ~  funds  would p o t e n t i a l l y  e x i s t  
f o r  t h e  c o n s t r u c t i o n  of a new f a c i l i t y  a t  G u l u  and 
r e h a o i l i t a t i o n  of e x i s t i n g  f a c i l i t i e s  a t  S o r o t i ,  Mbale, and 
Tororo .  Most of  r e h a o i l i t a t i o n  work would be f o r  replacement  
equipment  and some ~ u i l d i n g  r e p a i r s .  Refer  t o  Appendix 3 f o r  
n e t  margin c a l c u l a t i o n s  on c o t t o n s e e d  o i l  p r o c e s s i n g  and t h e  
i n t e r n a l  r a t e  of r 2 t u r n  f o r  a proposed L ~ l a n t .  'dhe IRA would 
i n c r e a s e  wi th  a  r e d u c t i o n  i n  t h e  70% t a x .  
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13.51 inil l ion (1982) Area - .  Po2ulation 235,000 sq. !a. 
Population Grc)wkk Rate 2.8% ~r m m  (1980-82) Fopulstion C m s i t y  57.25 per sq, h,~. . aul t  Literacy a c e  52.3% (1980) Poplilation Density 69.5 per sq. km. 
P r L w  Schcol Enrollment 50.0% (h980) (less l ake  and %-anp areas) L.. I 

GI&? Per Capita US$ 240- (1982) i 
I 

Source: Uganda Country F.oncmic Menor&um, IBm, Warhr ,  1983 

I 
b/ c / Gross Rational Product in 1982- Real Annual Growth FQtes:Pexcent Annual h t e s  of Inflation- I 

I 

US$ Milliofl 5 1970-75 1975-81 - 1982 1970-75 19.24% 
1975-79 56.74% 

ap a t  >L'.rket Pr ices  7,336 100.0 . - 3.2 . 7.8 - 1979-80 107.239 
Gross W.estic 1nvestrr.enf 609 8.3  -11.9 - 4.7 27.1 - 1980-el 92.80% 
Gross Nztio.nal Sa:rings 353 4 . 8  -16.9 o -10.4 44.7 1; i981-82 44.87% 
current ~ c c o u n t  lM.w.ce -256 -3.5 -- -- -- - 1982-83 30.00% (Estimate) 
Eqmrt of Goods, NFS 339 4.6 -11.3 - 7.3 " 36.1 , 
hp& of GCC~S,  NFS 558 7.6 - 9.2 ' - 5.9 19.0 -- 

~ a h ~  ~ d e d  (1966 Prices) - Govemnent Finance 
C e n t r a l  Goveznnent  

1980 1982 USHs bli l l ion (%. of GDP) 

.& US$ Mill ion 5 US$ Million 5 1981/82 1971172 $981/$2 __.____ 

Asriculture 424.0 51.7 536.0 56.8 Cur-centitcceipts 27,878.0 13  5 4 , 9  
Industry 46.0 5.6 44.0 4.6 Current Lqxnd i tu res  30,071.0 $3.5 5.3 
Services 350.0 42.7 363.0 38 -6  Current S u r p l ~ s  ---2,193.0 - - -0.4 . 

1 Total  820.0 100.0 943.0 100.0 Capi ta l  E q e n d i t u r e s  13,225.0 8.6  2 0 3 
0 

a/ Mjusted +-o account fo r  overvalued exchange r a t e  
Calculated at o f f i c i a l  Window One exchange rate a - 

c/ GDP 6eElator .. 
. 

. - 



4' 1965 

1 .  C9P % c. Share 

,. mciq  ~ c c n a q  3.939.0 66-07 
+ Agicdtue 1,314.0 22.68 
; ,t,;c-?rcxessing 85.0 1.47 

>'ri.-.ufac:wi-.g 375.0 6 - 4 8  . 2 W32: 2,155.0 37.24 
4 

GDP % 
Spare 

W L E  11 

Gross Cmestic P r d u c t  by Industry 

(~"Lillions o f  S h i l l i r . 5 ~  at  1966 Prices )  

S GL3P ' %  GDP % GDP % iSE3 1532 GDP 
Share share' ST== share 1970 
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Estinates 
Actwl Budget Latest Buc7.get 

FY72 FY81 M 8 2  FY83 FY83 FY84 

Revenue and grants -- 
W v a u e  
G r a n t s  

, Bqsru7iture 
Recurfat 
fkvelopnmt 
Other 

Deficit 
Financed by: 
External borroiiing (net) 
-stic borrowing 

Ratios (S,) 
&f icit/e~oenditure 
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Appendix 1 

N A T I O N A L  ECONBMIC TRENDS FOR 
MONEY, CREDIT, AND PRICES 

--&------.-"-I-----__------ --------- -----------------.-.. 
(USH million outstanding end  of  period) 

Honey Supply 7,400 9,335 13,166 17,435 30,847 38 9 "12 J 

Ecanl:: C r e d i t  t c r  GOU 5,522 7,288 9,485 14,848 29,332 34,175 

Bank C r ~ r f i t  fro O t h e r  -2,885 3,221 3.371 5, $51 11,457 25,428 

( P e r c e n t a g e  o r  i n d e x  number) 

General P r i c e  Index 
(1466 = 1!:)0) 7 -  / r C)o 917 17Ct2 3527 6800 985 1 

Ar.inc.cal P e t - c e n t a y e  Change i n :  

Get-)era]. P r i  ce' Inde:.: 117 3 4:) 86 i 07 93 45 

Bank C r e d i t  tu P u b l i c  
15- 3 .TT S e c t o r  l-rA 30.1 56.5 97.5 16.3 

B a n k  C t - e d i  t t o  P r i v a t e  
S e c t o r  413.9 11.6 4.7 76.5 92.6 56.5 

------------------------------ ----..-.-- 
Sii~crce: IBRD 



Break Even ana lys i s  Un i t s  bid Prof it  ir Lo 
/hailn f r ~ t i n a  W 4 0 0 0  lire 500 -3b6215.00 &a&ix 2-A 

Retail R i c e  . 1000.06 1000 -232430.00 
ISM) -90645.00 

Fixed Cab (Totals1 2000 35140.00 
I n t e r e s t  Cap Dev 300000.00 2500 168925.09 
Deprec iat ion 150000.00 3000 302710.00 
Other 50000.00 3 0 0  436495.00 

TDTlL F i r e d  Cost 500000.00 4000 570200.00 
4500 704065.00 

Var iab le Costs (Per U n i t )  5000 837850.00 
Labor 3.27 5500 971635.00 
f laterials/Feeds 570.00 6000 1105420.00 
T r a n s p r u t a t i ~ n  45.45 6500 1239205.00 
Mhw 113.71 7000 1372990.00 

TOTAL Variabie &it 732.43 7500 1506775.00 
8000 1640560.00 

Quantltb Increment 500 8500 1774345.00 
Discount Rate ! I !  0 9000 1908130.00 

9500 2041915.00 
4SSUNPIIRHS: 10000 2175700.00 

10500 2309485.00 
1. 2,000,QOO l m n  ;51 i n t  11000 2443230.00 
2. bZ r o r t a f i t v  11500 2577955.00 
3. l.SE'S, 900 unrk inq caoital 12000 :?10840.00 
4. 2,000 bird intekai?O day c ~ r l ~  12500 2844h25.00 
5. narkst  1875 birds  quar te r l y  13000 2978510.90 

75?P per tear 13500 3112195.00 
14000 3245980.00 
14500 3379765.00 
15000 3513550.60 
155b0 3647335.00 

C ------------------------=----- - ------ --- ---------------------- ........................ ................................ 
Bnr~ual 

c Cash 
Year Investment In f lows 
---- ---------- ------- 

.,e " 

c JJOUUOO 0 
1 570290 

1506775 

C 
1506775 

4 1506775 
5 I506775 

C 
6 1506775 
I 1506775 
8 150b775 

a 9 1506775 
I 0  1506775 
11 150~775 

9 
12 1506775 
13 1506775 
14 1506775 

S 
15 - 1506775 
16 1506775 
17 1506775 
I a 15oh775 
19 1506775 
20 1506775 

I n t e r n a l  Rate  of Return 2 8 . 7 %  



Break Even H I a f y m  h t s  Llt Prof it or Lo 
+lMKKE-Dri~ Chicken .2MMO -l2GJ55.00 
Retail Price 4.00 ' 40000 -113755.00 m d i x  2-A - tsont . 

60000 -103755.00 
Fixed Costs ITotals) 00000 -93755.00 

Developient 5:380.00 100000 -83755.00 
Harteting 5000.00 120000 -73755.00 
Dther 75875.00 140000 -63755.00 

TOTBL Fired Cost 133755.00 160000 -53755.00 
180000 -43755.00 

Varlable Costs (Per Unit) 200000 -33755.00 
Labor - .05 220000 -23755.00 
laterials .05 240000 -13755.00 
Packagliiq .07 260000 -3755.00 
Live Birds 5.33 200000 6245.00 

TOTAL Variable Cost 50 300000 16245.00 
320000 26245.00 

Qurn t i t~  Increment 20000 340000 36245.00 
Dijc~unt Rite 14) 0 360000 46245.00 

JB(rO00 5h245.00 
400000 66245.00 

Calculated ~n USll.00 = USh 500. 420600 76245.00 
Developnent costs are debt service 440000 86245.00 
Other fixed costs include indlrect 460000 96245.00 
labour, oiflce erpenses, H t i l  480000 106245.00 

500000 116245.00 
Full Froductlon is 600,000 birds p.r 520000 126245.00 
'5: proiiiiti~n 45O.Obf? bird; 540000 136245.06 
C * JO. production 300.060 b~rds 560000 146245.00 

580000 156245.00 
600000 1 66245. 00 
620000 176245.40 

............................................... ........................................................... 
Annual 
Cash 

c Year Investsent Inflows -- - --- 
350000 0 

Internal Rate of Return 33.6% 



Break Even Analysis Units Sold Rafit w Lo 
Hodel Dairy Far#-30/60 Cow Unit loo00 -5021200.00 
Retail Price per liter 80.00 ' ZOOM1 -4342400.00 

Fix@d Costs 
Int Sh 191 Cap Dev 3800000.00 50000 -2306000.00 
Depreciation 102 pa 1900000.00 60000 -1627200.00 
Oth~r .oo 70000 -948400.00 

TOTAL Fired Cost 576600Qb 06 BOD00 -269600.00 
900M 40?20O.(JO 

Variable C D ~ ~ E  [Per Unit) 1OOOOO 1088000.00 
Labar 1.81 110000 1766800.00 
HaterialslFeeds 5.93 120000 2445600.00 
Transportation 4.01 130000 3124400.00 
Other .37 140000 3863200.00 

TOTAL Variable Cost 12.12 150060 4482060.00 
160000 5160860.06 

Quantitv Increment 16600 176600 5839600.00 
Discount Rate ( 2 )  0 180660 6518466.66 

190006 7197260.00 
200600 W76000.00 

CAF'ITAL DEVELOPMENT 210000 8554800.00 
facilitier are adequate for W cw5 20000 9233606.1j0 
and i f  each cow produced F ltidav 230006 9912400.00 
tfie growth from initial 36 cows to  246000 10591:60.06 
60 CGWE uould be as follo~s: 250106 11270660.00 
Year 1 - 80.100 It 260060 11948800.00 
Year 2 - 90,000 It 270060 11627600.06 
Yeir 3 - 160.000 It 286066 13S66400.00 
Year 4 - 110,000 It 296600 13985260.66 
fear 5 - 1?3,606 It Z06000 14664000.00 
Year 6 - 130!0iN It :16660 15342806.60 
fear 7 - 146.006 It 
Yerr 8 - 150,006 It 
Year ? - 164,000 It 
Year 10- 176,000 It ------ 

Annual 
Cash 

Year Inestaent Inflows 

Appendix 2-B 

I n t e r n a l  Rate  of Return 1 2 . 9 %  

BEST AVAILABLE COPY 
. 



Lh v - - -  - - -  - 
b 

Break Even Analysls Units Sold Prof l t  or LOSS 
FEEDHILL 100 -6100000.00 
Retall Price per Ten 65000.00 200 -5200000.00 Appendix  2-C 

300 -4900000.00 
F I Y ~  Qsts IToWr) 400 -3400000.00 

Lveleprent 3000000.00 SO0 -2500000.00 
Deprecaat~on 3000008.00 600 -lbOBOOC,00 
Other 1600000.00 TOO -700000.00 

TOILL Flied Cost 7000000.00 800 200000.00 
900 1100000.00 

Variable Eosts [Per Unl t )  1000 2000000.00 Year 1 

( 
Labor 400.00 1100 2?40001.00 
Haterlals 45000.66 1200 3800000.00 
Packaging 4500.00 1300 4700000.00 

C Other 6100.00 1400 5600000.00 
TOTAL V a r ~ l l e  Cnst 56000.00 1500 6500000.M) Year 2 

1600 7400000.00 

c Uoantity Increrent 100 1700 8300000.00 
Dlecount Rate (2 u 1800 9200000.00 

1900 10100000.00 

f 2060 iIW0000.(l0 Year 5 
H111 rapacity 1s 1.5 tune per hour 2100 11900000.C~ 
r?r 5000 tme p.a. on ZO m k d a v s  290 12800000.00 

f Developnent Cost represent interest 2300 1370000~. 00 
nn 15 million loan. l)eprcr~at~on 2400 14600000.00 
rat5 I E  1C; p.3. Thru~oQut fw 15tC I::PJ!O: .?O 

f t lr j t  rear 15 5V; of r q a c l t r  up ZbCO 169~~600.00 
tii 672 bv rear 3. 2700 17300300. Ow 

2800 10200000,00 

4 2900 191000~~. 00 
3000 200~0000. u0 
3100 20900000.0rJ 

4 
........................................................ ............................................ 

f Annudl 
Cash 

Year In9~stment I n f l o ~ i  
- - - - - - - - - - - -- - -- - 

(( :0000OOO 0 
1 2000000 

U 6:60000 
11000000 

4 110003OU 

(I 5 110OU~~O~ 
6 1 100000V 

1 l(r6~100i1 

( 4  8 1100&0OU 
9 11000000 
10 1l000000 

(1  
I I  0 
12 0 
2 3 0 

0 

Internal Rate of Return 2 8 , 6 % '  



eeeendi:.: 3 

COT'TON SEED OIL PROCESSING 

The cottonseed o i l  prOCE5SOr i n  Uqanda r e a l i z e s  about USh 300 per 
L:i logram of  r e f i n e d  cottonseed o i l  a f t e r  paying a ZgZ tax t o  t h e  
go\iet-nment and cur t -ent lv  about USh 8 per k i logram of c ~ t t o n  seed 
cake w1.1en so ld  on domestic m a r - k r t s .  I f  t h e  cake is e:.:ported +o r  
+o$.eigri  e:.:chanpe and t h e  currency conver-ted a t  Window I 1  ratec:. 
illSI? 270 = $1. O C I )  t t ie  expor t  p r i c e  e:-:-a]. l m i  11 would he US$ 
2P.63.itori wliicl-i i s  very low i n  coiiiparison t o  wor ld inark:et p r i c e s .  
Cornpar-ison OS c,alues 1.n t t ie  USA and Uganda are as f o l l o w s  rsn each 
o f  t t ie  doi>ic-ltic ma[-lkets: 

aus ust1 $us us1 I 

<c,-cl-lange r a t e :  Ll',$l. CIO= USh 270 !  

T'!.ie . , a l , ~ ~ c  0 4  1 I,:?. 0.i o i l  i n  Us;& j . 5  ;I:. 98 tj.filt;s u+ 1 
I :  0: cnl:ir-, k d l - i i 1 . e  o i l  i n  Uoanda i n  57 t iniec Che \.slue o.f' cai:e. 

T h e  c&k:e shoul.d eventual 1.; be u t i  I. ized i n  t h e  Uuanda 1 i vc i : ocJ -  
r t i  arid w i t h  br.-oil.er.5 r t r . l l i ng  t o r  Ll!;h f . l ( : l f )  per l:g. !2.1.65 
l b .  v c .  'lil:r.Z;S t:o Sr:!.49 pat- l h .  i n  t t ie  USA) crottonszed ca1.e a t  
A T ,- 7. .:, ..! ,' 4: uri i s c 1.1 e L ~ U .  -- .- 

PRiSDUCT Y I E L D  PI AP.lNUAL PFiODUtTIUI~J 
ODTTOI,.I SEED 01 L EXTRACT1 UN PLANT' 

Soap . b"L ii I 
? r2 

1-l~11 1 s ,' 
L i n t  ) FUEL 
L4aat-e 



PROCESSING MARGIN PROJECTION/TON 

USh 
% PRICE 

YIELD KG 

------- ----- 
( w a s t e )  25. !:I 

Gross L'al ~ [ e  of F ' r n d ~ r c t s  7t 
I d . 1:) 

------ 
Cost of C u t t o n s r e d  1 (:)(:I . <I % 15 

M a n u F a c t u r i n q  E: :penses  (Yr. 2)  
( I n c l  . i n t e r e s t )  

Cilsh 1n.f loc .~c  i n  t h e  f o l  l o w i n o  c a l c c ~ l a t i a n  of the ~ n t e r r i a l  r a t e  of 

C 
ret.Ltrn a r e  based on 15.ClOr:t crusl i i r - ly  per- a t  T h e  n e t  
r i iarqin y ~ c v e  G+ LISI-I. 22.  735) pe r  t o r )  i s  c o n v e r t e d  ta US$ a t  r a t e  
01: J(:!I:~: 1, or a h @ ~ [ t  $74 .  5 C l . i t ~ n .  $7'4. 5'2 .X 1%. (:!!-tc! = $1 . 11 ?. 5L)!-). 

C 

c 
iSij~.tr-ce: USt>IX>;t::.~ifipal a C n n s u l  t a n k  Repor-l: "13i l  Seed F ' r o c e s s i  n g  - 

C 
1Jqa1-ids, May, 1985) . 





Preparation of the financial analysis reviewed the potential 
\ , - project  participants ithe ICI14) and their clients) an management 

capability to effectively use the W E  funds and an estimate of 
how . the RFE p r o j e c t  will affect the viability of the 
participants. There are twa basic components in this project: 
( 1 )  a line of credit to ICI's for on-lending ta viable 
enterprises, and (2) technical assistance to strengthen both the 
ICI(s) and their clients under the project. The assessment of 
financial viabi 1 ity was made relative ta the institutional 
czpatilit-f of the 3CI's identified as participants in the 
project. Individual assessments of  i 1 lustrative examp1 es of 
t y p i c a l  sub-loan (enterprises) can be .found in the appendices in 

. the Economic Analvsis, but conclusions about the potential for 
profitability of actual loan applications are not included in 
this financial analysis. The ICI % using their established 
loan criteria and procedures and AID'S general criteria will 
evaluate 1 oan applications relative to their financial and 
technical viability. The success o+ RPE in financial terms will 
be determined by how well the ICI is) manage the line of credit 
provided them under the project. The technical assistance 
tcsmpanmt o# the  project will alsa cantribute to the success for 
both the ICI (5) and the sub-loan beneficiaries. 

Uganda had a histary of a well developed banking sector during 
both the pre- and post-independence period up too the 1970's. 
Several international cammercial banks, including Standard Bank, 
Barclays Bank, Grindlays Bank and Bank of Earoda, maintained full 
banking services throughout much 04 t h ~  country. The Cooperative 
Bank:: of Uganda also provided commercial banking services far its 
clients. The commercial banks catered f o r  aqri'cultural clientele 
besides their usual industrial' and t r a d e  accounts. When the 
Uganda Government formed the Uqanda Commercial Bank (UCB), much 
of the branch network: of the cammercial banks was taken aver, and 
UCB became the dominant bank together with the Cooperative Bank 
in the rural areas. The averseas carnmercial banks now limit most 
o.f their activity to Kampala, although they have retained many of 
their agricultural clients. The GOU has recently encouraged the 
com~met-cia1 banks to consider re-establ ishinq branch banks. 
Grindlays i s  considering the reopening of  a Jinja branch. 

R e r e n t  upheavals in the financial environment of Uganda* have had 
42 a proeound effect on the financial sector and banking system in 

the country. Ranks now generally face a severe liquiditv crisis. 
Bankers attribute part of this problem to delays in 

G* -- --------- * Braught about in part by what is in effect a f laat of the 

@ 
Uqanda shilling through weekly auctions of foreign exchange tn 
the public. 



p a y m e n t s  f r o m  t h e  g o v e r n m e n t  t o  t h e i r  v a r i o u s  s u p p l i e r s .  A n s t h e r  
f a c t o r  is t h a t  o u t s i d e  major u r b a n  areas, the commereiaf  b a n k i n g  
system is n a t  o p e r a t i n g  e f f i c i e n t l y ,  theref ore, most t r a d i n g  
must be carried out or) a cash basis t h e r e b y  r e q u i r i n g  l a r g e  
quantities o f  physical cash t o  be avai 1 able f o r  b u s i n e s s  
transactions, Recent increases i n  interest, ra tes  have nst 
prcrducect a n a t i c e ~ i e  increase in deposits, and t h i s  s i t u a t i o n  
w i l l  most likely cantinue if interest rates r e m a i n  n e g a t i v e  in 
real terms r e l a t i v e  t o  t h e  c u r r e n t  ra tes  o f  i n f l a t i o n .  However,  
real p r o g r e s s  is b e i n g  made i n  b r i n g i n g  down t h e  r a t e  of 
i n f l a t i o n  a n d  i f  t h i s  tr-end c o n t i n u e s ,  t h e r e  w i l l  b e  mare 
incent:j .  v e  t o  s a v e .  

T a b l e  & Annual  I n f l a t i o n  Rates ------ 
1970-75 19.24% 
1975-79 56.74% 
1979-86 1(1)7.23% 
1980-8 1 72. R(5% 
198 1-82 44.87% 
1982-83 30.00 (est) 

(GDP d e f l a t o r )  S o u r c e :  Uganda C o u n t r y  Economic  
Memorandum-IBRD, D e c e m b e r ,  1983. 

A s  t h e  i n S l a t i o n  rates h a v e  b e e n  d e c l i n i n g  s i n c e  1980, i n t e r e s t  
rates h a v e  b e e n  i n c r e a s i n g  w i t h  t h e  m o s t  S a v n r a b l e  rates  f o r  t h e  
bort-ower i n  t h e  a g r i c u l t u r a l  sector. T h e r e  c o n t i n u e s  t o  be a 
1 i q u i d i t . y  p r o b l e m  i n  t h e  c o m m e r c i a l  b a n k s  a s  s o  much money must  
r e m a i n  u ~ r t s j .  de tl-~e b a n k i n g  s y s t e m  t o  s ~ ~ p p o r t  commerci  a1 t r a d e  
a c t i v i t i e s .  I n t e r e s t  r a tes  f o r  t h e  p e r i o d  1980 t o  p r e s e n t  are  
p r e s e n t e d  i n  the t a b l e  below:  

T a b l e  2 I n t e r e s t  R a t e s  ( % I  ----- 

Redi  s c a u n t  rate 7. (3 9 . (1) 1 0 12 
T r e a s u r y  b i l l s  I90 d a y )  C 

d. 1 9. 0 12 12 
S a v i n g s  D e p o s i t s  (minimum) 3 . 0 8.0 5' 1 l 
L e n d i n g  R a t e s  I m a x  i mum) 

- - A g r i c u l t u r e  8.0 13.0 14 16 
-E:.:port 8c Man~rf a c t c i r  i n g  1 2 . (1) 14.0 15 17 
-Commerce 12.0 15.0 2 (:t 22 
- U n s e r ~ v e d  12. o i7.0 2 (:) '1 cl 

According to recent World  Bank r e p o r t s ,  t h e  GOU h a s  k e p t  w i t h i n  
t h e  l . i m i t s  of g r o w t h  f o r  d o m e s t i c  c r e d i t  a5 e s t a b l i s h e d  i n  
c o n s u l  t a t i d n  w i t h  t h e  IMF. F c r r t h e r m o r e ,  I B R D  p r o j e c t e d  U g a n d a ' s  
. f a r e i g n  a i d  r e q u i r e m e n t  f o r  1982 t o  b e  4;40r:) m i l l i o n ,  a n d  $450 
m i l l i o n  i n  1983. A c t u a l  r e c e i p t s  w e r e  a b o u t  8560 m i l l i o n  f a r  
e a c h  04 t . h a s e  year-5. 



Fi n a n c i  a1 SounQnggq 

& I D  is f u n d i n g  t h i s  p r o j e c t  on t h e  basis  of a g r a n t  t o  t h e  GOU. 
O f  t h e  $19 m i l l i o n  g r a n t ,  812.5 m i l l i o n  w i l l  b e  u s e d  a s  a l i n e  
o f  c r e d i t  p a s s e d  t h r o u g h  t h e  Bank o+ Uganda (BOU) fo r  o n - l e n d i n g  
by t h e  UDE a n d  other p a r t i c i p a t i n g  ICIys o n  commercial t e r m s  t o  
p r a d u c t i v e  enterprises. The ECI's wi 1 P r=eive p a y k n t s  an t h e i r  
o u t s t a n d i n g  f oans arcwd'ing to their estabf i shed f e n d i n g  
c r i  tev-ia. T h e  I C I * s  w i l l  b o r r o w  t h e s e  f u n d s  f r o m  t h e  EOU a s  
l o n g  t e r m  l o a n s ,  a n d  r e p a y m e n t  of i n t e r e s t  w i l l  b e  a n n u a l l y  w i t h  
p r i n c i p l e  r e p a y m e n t s  s t a r t i n g  a f t e r  t h e  t e n t h  y e a r .  Repayment o f  
b o r r a w e d  f u n d s  by UDEt a n d  t h e  commercial b a n k s  t o  t h e  BOU wet-{ld 
be p l a c e d  i n  a s e p a r a t e  a c c o u n t ,  a n d  t h e  d i s p o s i t i o n  o f  t h e s e  
f u n d s  would  b e  d e c i d e d  j o i n t l y  b y  t h e  EOU a n d  U S A I D .  L e n d i n g  by 

", UDB a n d  t h e  commercial b a n k s  would  b e  w i t h i n  t h e  n o r m a l  l e n d i n g  
c r i t e r i a  o f  e a c h  of  t h e  l e n d i n g  i n s t i t u t i o n s  i n  c o m p l y i n g  w i t h  
g e n e r a l  c r i t e r i a  a n d  areas of l e n d i n g  a s  e s t a b l i s h e d  u n d e r  t h e  
HPE p r o j e c t .  

L o c a l  c o n t r i b u t i o n s  t o  t h e  RPE a re  p r o j e c t e d  t o  be:  

1. UDE l e n d i n g  f r o m  own s o u r c e s  
Est. r e q u i r e m e n t  is 5r3% o f  t h e  
f  arei g n  e x c h a n g e  r e q u i  r e m e n t  $5 , 1:) (3 (1) , r:)O (:I 

2,, Commercia l  B a n k s  p a r t i c i p a t i n g  a s  
ICI. (51:)X minimum o f  l o a n  i n  l o c a l  
c u r r e n c y  f r o m  own r e s o u r c e s )  

3. C l i e n t  e q u i t y  i n v e s t m e n t  (minimum 
4 : l  d e b t  e q u i t y  r a t i o  on #1 b?t #2 
a b o v e  plus 812.5 &ID g r a n t ) .  g441c:,QQ,QC,Q 

T o t a l  $11,50r:),(:)c:)r:1 ( i n  L / C )  
(local  contribution w i  11 b e  
a b a u t  $11.5 m i l . l i o n )  

The RYE l i n e  of c r e d i t  c a u l d  l e v e r a g e  t o t a l  f u n d s  f o r  i n v e s t m e n t  
% i n  e n t e r p r i s e  d e v e l o p m e n t  of  more  t h a n  $24 m i l l i a n  when local 

c u r r e n c y  ICI f u n d s  a n d  e q u i t y  c a r i t r i b c r t i o n s  a re  c o n s i d e r e d .  An 
a d d i t i o n a l  amount  of  l o a n  f u n d s  w i l l  b e  i n t e r n a l l y  g e n e r a t e d  b y  
t h e  ICI's as  t h e i r  p r i n c i p a l  p a y m e n t s  t o  EOU d o  n o t  s t a r t  u n t i l  
t h e  t e n t h  v e a r ,  w h e r e a s  c l i e n t  w i l l  b e  r e p a y i n g  p r i n c i p l e  much 
sooner. aver 83 mill i o n  w i l l  be a v a i l a b l e  +or r e l e n d i n g  f r o m  
c l i e n t  princ ipa l  payments and iriter~st e a r n e d  i n  excess of . a d n r i n j . s t r a t i v e  ro5ts. (Re+- Appendix 1, Table 2) 

B e c a u s e  t h e  f u n d s  t o  b e  r e c e i v e d  by GDU are a g r a n t ,  t h e  
C 

f i n a n c i a l  s o u n d n e s s  a+ t h e  p r o j e c t  can be i n s u r e d  by a d j u s t m e n t s  
o f  t h e  s p r e a d  i n  i n t e r e s t  r a t e s  o f  f u n d s  f r o m  t h e  BUU t o  t h e  ICI, 
a n d  also on t h e  rates, t e r m s ,  a n d  c o n d i t i o n s  o f  l e n d i n g  by t h e  

h 
I C I  t o  t h e  t a r - g e t  c l i e n t  g r o u p s .  S m a l l e t -  l o a n s  t h a t  h a v e  h i g h e r  
a d m i n i s t r a t i v e  a n d  s u p e r v i s i o n  cos ts  c a n  h a v e  a l a r g e r  s p r e a d  i n  



t 
I r  

i n t e r e s t .  T h i s  c a n  a l so  b e  d o n e  f o r  l o a n s  t h a t  are c o n s i d e r e d  t o  
b e  h i g h e r  r i s k .  T h e  BOU h a s  p r e p a r e d  a d r a f t  +or t h e  s m a l l  l o a n  
g u a r a n t e e  s c h e m e ,  and  t h i s  d r a f t  i 5  t o  b e  c i r c u l a t e d  to t h e  
p r o p o s e d  I C I "  s f o r  t h e i r  comments b e f o r e  f i n a l  a p p r o v a l  by t h e  
Board  o f  t h e  EOU. T h e  EOU h a v e  p r o p o s e d  t h a t  t h e  i n i t i a l  =Fund f o r  
t h e  g u a r a n t e e  s c h e m e  t o  b e  USh. 500 m i l l i o n .  80U w i l l  seek 
e x t e r n a l  d o n o r  a s s i s t a n c e  t o  s u p p o r t  t h i s .  .Fund. G W  carries 
l i t t l e  r i s k  f r o m  c h a n g e s  i n  f o r e i g n  e x c h a n g e  rates as t h e  
r e p a y m e n t s  f r o m  t h e  ICI w i l l  be i n  local c t r r r e n c y .  T h e s e  
r e p a y m e n t s  will be deposited i n  a special fund acceunt which will 
circulate back tc ather approved d e v e l o p m e n t  activities. 

T h i s  componen t  c o m p l i m e n t s  t h e  Government  r e c o v e r y  p r o g r a m  t h a t  
is d i r e c t e d ,  i n  t h e  s h o r t  t e r m ,  t a  t h e  r e v i v a l  a+ t h e  p r o d c t c t i v e  
e c o n o m i c  sector w i t h  a f o c u s  o n  r e h a b i l i t a t i o n  a n d  i m p r o v e d  
u t i l . i z a t i o n  o f  e x i s t i n g  c a p a c i t y .  F'rel i m i  n a r y  r e v i e w s  o f  loan 
a p p l i c a t i o n s  p e n d i n g  i n  UDB i n d i c a t e  t h a t  t h e r e  is demand f o r  
bnth +nreign m r h a n g e  and l o c a l  c u r r e n c y .  A r e v i e w  o f  ' a 
r e p r e s e n t a t i v e  s a m p l e  o f  UDB l o a n s  i n d i c a t e d  t h a t  t h e  l o c a l  
c u r r e n c y  r e q u i r e m e n t s  of t h e  l b a n  w e r e  a b o u t  50% o f  t h e  f o r e i g n  
e x c h a n g e  e l e m e n t .  The c l i e n t  w i l l  b e  e x p e c t e d  t o  p u t  up a 
p o r t i o n  of t h i s ?  b u t  t h e  URE w i l l  r e q u i r e  a b o u t  $5 m i  11 i o n  i n  
l o c a l  c u r r e n c y .  To s u p p o r t  t h i s  l o c a l  c u r r e n c y  r e q u i r e m e n t ,  t h e  
bOU w i l l  m a k c  a v a i l a b l e  t h e  r e q u i r e d  l o c a l  c c t r r e n c y  by  p u r c h a s i n g  
d i  s c n u n t e d  UDB caminercial p a p e r .  T h i s  w i l l  p r o v i d e  the r e q u i r e d  
l i q u i d i t y  t o  t h e  UDB. Fcrnds +or t h e  s u b  l o a n  would  p a s 5  t h r o u g h  
t h e  Bank o f  Uganda t o  t h e  UDB a n d  p a r t i c i p a t i n g  c o m m e r c i a l  
b a n k s .  T h e  t e r m s  a n d  c o n d i t i o n s  of l e n d i n g  b y  BOU t o  URB a n d  t h e  
c a m m e r c i a l  b a n k s  would p r o v i . d e  f a r  a d e q u a t e  m a r g i n s  t o  UDB a n d  
t h e  c o m m e r r i a l  b a n k s  t o  e n a b l e  them t o  cover e x p e n s e s  a n d  e a r n  
r e a s a n a b l e  pr-of i ts on this i e n d i n g .  To e n c o u r a g e  s m a l l e r  l o a n s  
and f e n d i n g  t o  h i g h e r  r i s k  c l i e n t s ,  t h e  RQU wouf d p r o v i d e  l a r g e r  
s p r e a d s  f o r  t h e s e  h i g h e r  c a s t / r i s k  l o a n  c a t e g a r i e s .  

Of t h e  US$lZ.S m i l l i o n  d e s i g n a t e d  +or t h e  l a a n  p r o g r a m ,  
a p p r u x i m a t e l y  USS8.5 m i l l i n n  w i l l  b e  a l l o c a t e d  t o  t h e  UDB, a n d  
t h e  r e m a i n i n g  US$ 4 m i l l i o n  w i l l  b e  a l l o c a t e d  t o  t h e  commercial 
b a n k s  p a r t i c i p a t i n g  i n  t h e  p r o j e c t .  The  terms o f  t h e  l o a n  f r o m  
t h e  Bank o f  Llganda t a  t h e  UDE h a v e  b e e n  p r o p o s e d  i n i t i a l l y  a t  
6.5% i n t e r e s t  w i t h  a 1C) y e a r  g r a c e  p e r i o d  o n  r e p a y m e n t  o f  
p r i n c i p a l ,  w i t h  i n t e r e s t  t o  b e  p a i d  a n n u a l l y .  T h e  l o n g  g r a c e  
p e r i o d  a l l o w s  t h e  p a r t i c i p a t i n g  bank  t o  b u i l d  ~ t p  i n t e r n a l  
r e s e r v e s  which  c a n  b e  r e l e n t .  Tbe  UDB w i l l  draw down t h e  l o a n  
a v e r  a f i v e  y e a r  p e r i o d .  UDE w i l l  p a y  i n t e r e s t  a n n u a l l y  t o  bOU. 
a n d  e q u a l  p r i n c i p a l  p a y m e n t s  a f t e r  t h e  g r a c e  p e r i o d .  T h e  LIDB 
( a n d  commercial b a n k s )  w i l l  h a v e  access t o  the p r i n c i p a l  
r e p a y m e n t s  f r o m  c l i e n t s  f o r  r e l e n d i n g  d u r i n g  t h e  g r a c e  p e r i o d  
t h a t  t h e y  h a v e  o n  r e p a y m e n t s  t o  ROU. T h e s e  r e p a y m e n t s  w i l l  b e  
p l a c e d  i n t o  a s p e c i a l  f u n d  ( local  c u r r e n c y ) .  The  l o a n  
a ~ n a r t i z a t i o n  s c h e d u l e  f o r  f u n d s  f r o m  DOU t o  UDB p r o j e c t  a t o t a l  
payment  i n t o  t h e  l o c a l  c u r r e n c y  f u n d  o f  t h e  e q u i v a l e n t  o f  a b o u t  
US$ 16 rnil . l . ion by y e a r  t w e n t y .  I f  t h e  p a y m e n t s  t o  t h e  local  
cLt r rency  f u n d  w e r e  r e - d e p l o y e d  earl ier  i n  t h e  p r o j e c t ,  t h e r e  w i l l  



b e  a n  i n c r e a s e  i n  t o t a l  f u n d s  g e n e r a t e d .  

By ; e l e n d i n g  p r i n c i p a l  p a y m e n t s  made t o  t h e  UDB a n d  a p p r o x i m a t e l y  
50% of  t h e  n e t  i n t e r e s t  o n  l o a n s ,  t h e  UDB would i n c r e a s e  t h e  

- to ta l  amocint of  t h e i r  l o a n  f u n d  t o  811.3 m i l l i o n  f r o m  $8.5 
m i l l i o n  w i g i n a l l y  received f r o m  EOU by year 10. The amount  

. avai1able fw 1enrfing would start to decline as p r i n c i p a l  
r e p a y m e n t s  are made t o  HOU. When the t a t a l  l o a n  has been r e p a i d  
t o  BOU b y  UOB i n  y e a r  t w e n t y ,  UDB w i l l  h a v e  g e n e r a t e d  a d d i t i o n a l  
$6.9 m i l l i o n  i n  local c u r r e n c y  a s  a r e s u l t  o f  t h i s  p r o j e c t .  

U n t i l  y e a r  10, a l l  p a y m e n t s  b y  UDB ( a n d  o t h e r  ICI-s> t o  BOU 
w i  11 r e p r e s e n t  i n t e r e s t  p a y m e n t s  on1 y ,  whi c h  wi 11 amount  t o  a b o u t  
6 2 m i l l i o n  i n  y e a r  4 ,  a n d  $ 4 m i l l i o n  i n  y e a r  6. B y t h e e n d  o f  - t h e  p r o j e c t ,  p a y m e n t s  t o  t h e  fund by a1 1 ICI's w i l l  t o t a l  to 
o v e r  820 m i  f 3 i o n .  P a r t  o f  t h i s  f u n d  c o u l d  be u s e d  f o r  t h e  l o a n  
g u a r a n t e e  scheme.  ( R e f e r  t o  Appendix  1 f o r  a d d i t i o n a l  
i n - f a r m a t i o n j .  

T h e  t e c h n i c a l  a s s i s t a n c e  componen t  of  t h e  p r o j e c t  c a n  b e  sub- 
d i v i d e d  i n t o  t h r e e  c a t e g o r i e s :  (1) l o n g - - t e r m  s t a f f .  (2) s h o r t -  
t e r m  c o n s u l t a n t s ,  a n d  (31 t r a i n i n g  a c t i v i t i e s .  T e c h n i c a l  
a s s i s t a n c e  a c t i v i t i e s  w i  11 a f f e c t  t h e  r a t e  o f  l o a n  d i s b u r s e m e n t  
a n d  q u a l i t y  of  l o a n s  a p p r o v e d .  P e n d i n g  l o a n  a p p l i c a t i o n s  w i t h  
t h e  U D d  are i n a d e q u a t e  and i n c o m p l e t e ,  t h u s  making l o a n  a p p r a i s a l  
d i f f i c u l t  f o r  t h e  Etank. Bank management o f f i c i a l s  a n d  o t h e r  
irternbers 0 . F  t h e  ,f i n a n c i  a1 comrnuni t y  w e r e  i n  a g r e e m e n t  t h a t  whi 1 e 

w, 

t h e r e  w e r e  c o n s i d e r a b l e  good i n v e s t m e n t  o p p o r t u n i t i e s  i n  Uqsnda,  
- e s  i l o a n  a p p l  icati ons w a s  d i f . f  icul t d ~ t e  t o  t h e  p a a r  - quali t : ) /  o f  t h e  Loan a p p l i c a t i o n .  F u r t h e r m a r e ,  i t  w a s  a l so  

i c o n c l u d e d  t h a t  m f t e n  a n  e n t e r p r i s e  s p o n s o r  h a d  adequate technical 
b a c k g r o u n d  a n d  g e n e r a l  manaqement e x p e r i e n c e  f a r  the e n t e r p r i  se, 

L however  t h e  c l  i e n t  of  t e n  l a c k e d  f i o a n c i a l  management, p l a n n i n g ,  
C a n d  o t h e r  r e l a t e d  anal .  y t i c a l  s k i l l s .  

The t . e c h n i c a l  a s s i s t a n c e  c u m p a n e n t  w i  11 a d d r e s s  t h e s e  
sl iur- tcotr i ings b y  p r o v i d i n g  b u s i n e s s  a d v i s o r y  a n d  m a n a g e r i a l  
s e r v i c e s  t o  RF'E c l i e n t s .  D u r i n g  t h e  s t a r t - u p  p h a s e  of  RF'E, t h e  
t e c h n i c a l  a s s i s t a n c e  team w i l l  assist  t h e  I C I  (5) a n d  the BOU i n  
p r e p a r a t i n n  o f  t h e  r e q u i s i t e  a g r e e m e n t s ,  s c h e d u l e s  o f  l o a n  
c r i t e r ia ,  a n d  managements  s y s t e m s  r e q u i r e d  f o r  RF'E 
i m p l e m e n t a t i o n .  The t e c h n i c a l  a s s i s t a n c e  teanr w i  1 1  a:Lsa 
undertake  r e v i e w 5 ,  where w a r r a n t e d ,  of  I C I  ( 5 )  i n t e r n a l  
operations, l a a n  r-evigw and a p p r o v a l  p r o c e d u r e s ,  a n d  s u p e r v i s i o n  
capability. S h o r t - t e r m  and i n - s e r v i c e  t r a i n i n g  w i  1 1  b e  p r o v i d e d  
to ~cp-grade sta-ff s k i l l s  d u r i n g  b o t h  the s t a r t - u p  p e r i o d  a n d  
d u r i n g  the  i m p l e m e n t a t i o n  of t h e  c r e d i t  c a m p a n e n t  a# t h e  p r o j e c t .  
A s s i s t a n c e  on o f f - s h o r e  a n d  local p r o c u r e m e n t  w i l l  a l s o  b e  
pr -ov ided  by t h e  TA t eam.  T h e  t e c h n i c a l  a s s i s t a n c e  t e a m  w i l l  b e  
l o c a t e d  o u t s i d e  t h e  I C I  ( 5 )  a n d  p r o v i d e  a s s i s t a n c e  a n d  t r a i n i n g  t o  
b o t h  t h e  I C I k )  a n d  t h e  c l i e n t s .  ICI(s) h a v e  e x p r e s s e d  s u p p o r t  
f a r  t . h i s  a r r a n g e m e n t  i n  t h a t  t h e y  f e e l  t h a t  t h e i r  o b j e c t i v i t y  i n  
a p p r a i s i n g  a l o a n  a p p l i c a t i u n  may b e  compromised  i f  t h e y  w e r e  



also responsible for preparation of. the application. 

Whi lo technical assistance is approximately one-third of the AID 
grant, when viewed in terms of a potential $25 million credit 
project when local contribution are included, and considering 
&hat project forus is . d i r e c t e d  toward medium-size enterprise, the 
i mpo~eance aC the trsc=hni cal ass2 stance c~rnponent provi di ng 
training to banking staff and business/f inanei al management 
assistance is appreciated. The clients af  PRE loan funds will be 
paying t.he going market rate f o r  debt equity. They require a 
comprehensi ve anal ysi s of thei r proposed investment and the 
rarnif ications of any financial abl igation resulting f rom a RPE 
loan. Had the institutional capabj. l i ties been stronger, the 
technical ,assirjtarice par-tion af the prclject ca~tld have been 
smal lev-. The technical assistance component is necessairl y large 
owing to the rehabilitation And training requirements of both the 
UDEt and the APE Loan clients. 

Intermediate Credit Institutions ----------- ---- -------- 
The PID had identified the Cooperat ive Bank 03 Uganda (CEU) as a 
potential candidate for the intermediate credit institution 
(ICI). However, a subsequent study of the CEU indicated that it 
was f inanci-a1 ly weak and administratively inadequate for the 
.RFSE pr-oject, As an alternative, b ~ t h  the Uqanda Development hank: 
(UDB) and-. the cammercial tanks were considered 1CI7s for the 
p r o j e c t ,  Discussions have been ongoing with UDB and Grind1 ays 
Bank since August, 1983, concerning their passible role as an 
ICI for the KPE project. 
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B50 = f i r s t  year di5bursement 
8 = average loan period APPENOll 1 

850 = repay t o  BOU x 10 TAbLE 2 
.15 = UDB lending r a t e  ( ~ ' 0 0 0 1  

.Oh5 = BOU lending r a t e  
.2833 = Z ~ n t  r e l e n t  U.D.B. LOAN REPAYWENT SCHEDULE 

drawdovnlonlent 850 1275 1700 2125 2550 
i n t  r e l en t  36 92 I68 265 

050 1311 1792 2293 2815 
106 270 494 781 

13 47 109 
2 B 

0 

......................................................................................................................................................... 
disbureenents 850 1417 2675 2836 3713 1747 1981 2245 3 3  2771 2956 3044 3045 2433 3049 3147 3220 3265 3286 3287 
prin repay; -106 -283 -543 -897 -1361 -1580 -1627 -2106 -2316 -2481 -2586 -2603 -2509 -2643 -2759 -2853 -2110 -29i0 -:904 
prin repay t o  BOD -850 -050 -850 -850 -850 -853 -650 -855 -856 -850 
------------------------------------------.----------------------------.-------------------------------------------.------------------------------------- 

end yr loan bal 850 2161 3953 6246 9061 9447 9848 10267 10703 11158 10732 10Z90 9982 9556 9112 ah49 8167 7664 7140 A593 TOTAL 

i n t  earned. a t  UOB 128 324 593 937 1359 1417 1477 1544 1605 1674 1617 1559 1497 1433 1367 1297 1225 1150 1071 989 24259 
int onlent by UOB 36 9i I63 255 385 401 419 436 155 474 453 442 424 406 j07 368 347 326 303 200 6673 

BOU loan bal . 850 2125 3025 5550 6500 8500 0500 8500 9500 8500 7650 h060 5950 51Co 4255 3400 2550 1\00 850 0 
i n t p a i d t o B O U  a 55 138 249 387 553 553 553 553 553 553 197 442 387 332 276 221 Ibb 111 55 6 b630 

PRIN t INT T O  BOU 55 138 249 387 553 553 553 553 553 553 1547 1242 1237 1182 1121 1071 l0lb 961 905 856 
(cumulative) 55 192 442 829 1381 1534 2486 3539 3591 4144 5451 6783 8020 9201 10323 11319 12414 13375 1420l 15130 
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Job /  U n i t  Trstal Total Cast/ 
A c t i v i t y  Units U n i t  Cost Costs Jobs Job  - 
-------------------__-------------------------------------".---------.--.. 

D a i r y  Farms 2 0 20 60, QOc:) 1 , 3:~:) , i:)(:)(:) 4 (1) (3 3 i)(:)t:j 

H a t c h e r y  (Newi 3 243 1 00 , (:)t:)r:~ 3t:,(:, , 000 & (1) 5 , (:;(:to 
(Rehqb) 3 2(:) 4 c) (:)(:I (1) 1 3:) , 000 60 2 (;) (1) iii 

i s w i 47 = t j i ) ,  ooo 2 ,Sr30 ,  (31:)0 47 53, 2(:,0 
( R e h a b )  3 4 7 1 000 , (:I(:)(:, 3 , (:)(It:) , C)ci(:, 1 4 1  21 275 

Feed M i l l s  10 10 30,060 5 00 , (:I(:) (:I 1 (1) (:I 5,000 

Fi 5hi  n g  1 (1) 4 8 , (:)(:)a & (:) , (:I C) 0 40 2 , 0ii)t:j 

Averagp Loan Size is  $84,605 ( e : . : c lud ing  oil mills 836,111)  
1 ' I - , + >  1 

D a i r y  C o r p o r a t i o n  f ~ i n d i n g  f o r  s l i p p l y  ~f i n p u t s  fiat 1nc:lurled. 
\ 

- __ _ - -- - 

Only d l r e s t  employment counted. Sign1 f.i cant  secondary en~pLo~i i le i i  k 
also created, f?5prcially i n  the o i l  m i l l s .  I t  rs a r ~ t i c i p a t z d  
t ha t  several t.hnus;rrtd farmers w i l l  grow a i l  seeds and c ~ t t i j i i  
which w i l l  be processed in the oil mllls. 



N o t e s  &n G~egndgx gr Fag&gs 2 & 3 ----- 
1 F o r  t h e  p u r p o s e  of p r o j e c t i n g  the u t i l i z a t i o n  
of P r o j e c t  funds. ,  the amounts were arbitrarily set 
a t  $8.5 m i l l i o n  f o r  UDB, and 44 millinn far the 
commercial banks .  Drawdown of  fun* would be 
p h a s e d  a s  o v e r  f i v e  y e a r s .  

2. The ICI" (UDB and commercia l  b a n k s )  would 
r e c e i v e  f u n d s  f r o m  t h e  BOU a t  6.5% p e r  annum. 
Repayment by t h e  I C I ' s  t o  t h e  BOU would commence i n  
Year 11  and  c o n t i n u i n g  f o r  10 y e a r s . '  Repayments  
w i l l  b e  i n  e q u a l  i n s t a l l m e n t s .  

"7 . Sub-borrower  l o a n s  were p r o j e c t e d  t o  b e  e i g h t  
y e a r s  a v e r a g e ,  o n e  y e a r  g r a c e  on p r i n c i p a l  
r e p a y m e n t ,  and  i n s t a l l m e n t s  i n  e q u a l  p o r t i o n s .  

4. The I C I ' s  will make a n n u a l  i n t e r e s t  paymen t s  t o  
EOU. I n t e r e s t  on sub -bo r rower  l o a n s  c a l c u l a t e d  f o r  
p u r p o s e  of  t h i s  e x e r c i s e  is 13% p e r  annutn, however ,  
i t  e x p e c t e d  t o  b e  i n  r a n g e  of 17-18% by t i m e  
d i s b u r s e m e n t s  a c t u a l l y  s t a r t .  A 15% sub -bo r r awer  
i n t e r e s t  r a te  w i l l  p r o v i d e  a 8.5% s p r e a d  f o r  t h e  
ICI * 

5. The a s s u m p t i o n  is made t h a t  t h e  1 C I " s  c a n  c o v e r  
l o a n  a d m i n i s t r a t i v e  c o s t s  i n c l u d i n g  a p r o v i s i o n  f o r  
bad  and d o u b t f u l  d e b t  w i t h  4 ,25% of  i n t e r e s t .  
T h e r e f a r e ,  t h e  15% sub-bor rower  i n t e r e s t  r a te  w i  1 1  
p r o v i d e  an a d d i t i o n a l  4.25% t o  t h e  ICI  which  w i l l  
be re-lent, T h i s  i n t e r n a l l y  g e n e r a t e d  s o u r c e  of 
a d d i t i o n a l  lending will grow t o  about 8400,C)OC) by 
y e a r  6 f a r  UDB and  d e c l i n i n g  to $300,000 b y  t h e  end 
a+ t h e  20 y e a r  p r o j e c t i o h  p e r i o d .  The s a m e  a p p l i e s  
f o r  t h e  commerc ia l  b a n k s  p a r t i c i p a t i n g  a n  a b a s i s  
p r o p o r t i o n a l  t o  t h e  amount of  f u n d s  t h e y  r e c e i v e  

. u n d e r  t h e  p r o j e c t .  

6. The a v e r a g e  amount a v a i l a b l e  t o  UDB f r o m  t h e  

-- -. 
4.25% on t o t a l  l o a n s  o u t s t a n d i n g  r e s u l t i n g  f  r a m  
P r o j e c t  f u n d i n g  w i l l  b e  $528,1:)0(3 p e r  annum o v e r  20 
y e a r s .  F o r  t h e  comnmrcial banks, t h e  combined 
a v e r a g e  anlount p e r  year is BZ62,CtOtS. 

7. k t  the end a+ 20 y e a r s ,  k i t t e n  all ahikaations to 
BOU h a v e  been  r e p a i d ,  the UDB w i l l  r e m a i n  w i t h  a n  
i n t e r n a l  1  y  g e n e r a t e d  c a p i t a l  f u n d  a+ 66.5 m i l  l i o n  
i n  l o c a l  c u r r e n c y .  The commerc i a l  b a n k s  would h a v e  
g e n e r a t e d  $3.2 m i l l i o n .  T h e s e  f u n d s  come f r o m  t h e  
i n t e r n a l  g rowth  as  t h e  r e s u l t  of  r e l e n d i n g  i n t e r e s t  
( r e f e r  t,a n o t e  5 a b o v e ) .  
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Dairy Furs _. . _- - - - - -  
2 4 s  5 4 24 

: M & y  L W y  iREh3,I 1 1 % 3 
4 h  1 9 % % 3  

'. 

Poultry Farrs 3 6 12 12 7 40 

Uankako Poultry Plant xxxxxxxxx 

Dairy Corp Input Supply X X X K X X X X X X X X X X X X X X X X X X X X  

WJA Dil ni!a . YXXXXXXXUI 

, 
Uii Nil1 Rehabilitation' 1 1  1 3 

& m i l l  Fishing 2 3  2 2 10 

Mher Industrial X X X X ~ X X X X X X X X X ~ X X X X X X X X X ~  

Cor. Bank' hjxh xxxxxxxxxxxxxxxxxxxxxxxx 

Estirated Unit Inuestient Cost: 

Estiaated Funds Rea&ed @r Year -- - 1. Dairy Production Unit $60,000 , 

Y ~ a t  DRe t1,250,000 
2. Poultry Hatcheries 

a. Hew Units $100,000 Year Two 2,075,000 
b. Rehabilitation 40,000 

Year Three 2,700,000 , 
3. Poultry Prohction Unit 10,000 . . 

Year Four 3,325,000 
4. ' Yankoko ~r.;eszin~ 300,000 

- - 
I 

- -- -- 
. Year Five 3,150,000 

5. Dairy Corp: 700,000 -- - ------------- 
b ~~lspilseeb?lant 2 , 5 0 0 , W  Total 312,500,000 

7. R9hab. ailseed Piant 1,000,000 

50,000 0. R e d r i l l  

9. Fishing Unit 0,000 L 

10. nixed Far8 SO, 000 
. L 

1 
C 

p a l k ' \  ;Tc . 
' 1*' - 



UGANDA DEVELOPMENT BANK 

A. HISTQRY 

The Uganda D e v e l o p m e n t  Bank IUDE) w a s  e s t a l i s h e d  i n  1972 w i t h  a n  
i n p u t  o f  Sh 100 m i  11 i o n  f r o m  t h e  Government  of  Uqanda (GOU) . I t  

@ was t o  assist i n  the d e v e l o p m e n t  o f  a g r i c u l t u r e ,  i n d u s t r y ,  
t o u r i s t n ,  h o u s i n g  a n d  commerce. I t  w a s  t o  p r o v i d e  s u c h  a s s i s t a n c e  
i n  t h e  f o r m  o f  s h o r t ,  medium a n d  l o n g  t e r m  l o a n s ,  e q u i t y  a n d  
o t h e r  s h a r e  i n v e s t m e n t s ,  g u a r a n t e e s ,  a n d  m a n a g e r i a l  a n d  t e c h n i c a l  
a d v i c e .  I t  w a s  also to a d m i n i s t e r  a c r e d i t  g u a r a n t e e  f u n d  
c o n s i s t i n g  o f  c o n t r i b u t i o n s  f r o m  GOU a n d  b a n k s ,  f o r  a s s i s t i n g  
marginal borrowers i n  r a i s i n g  f u n d s  f r o m  b a n k s  a n d  c r e d i t  
i n s t i t u t i o n s .  

UDb3s i n c e p t i o n  c o i n c i d e d  w i t h  t h e  m a s s  e x o d u s  i n  1972 o f  non- 
Uqandan c i t i z e n s ,  ' a n d  t h e  a l l o c a t i o n  o f  t h e i r  t r a d i n g  a n d  s m a l l  
m a n u f a c t u r i n g  b ~ ~ s i n e s s e s  to new o w n e r s  w i t h o u t  the r e q u i s i t e  
b u s i n e s s  e x p e r i e n c e .  T h e s e  new a w n e r s  w e r e  u n a b l e  t o  o b t a i n  
f i n a n c e  f r o m  t h e  comrnerci a1 b a n k s  b e c a u s e  t h e y  w e r e  1 a r q e l y  
unknown, a n d  UDE w a s  t h e r e f o r e  r e q u e s t e d  b y  Government  t o  l e n d  t o  
them.  UDEc ' t h e r e f  ore s t a r t e d  by p l a y i n g  a n a n - d e v e l o p m e n t a l  r o l e  
0.6 p r o v i d i n g  s h o r t  t e r m  commercial c r e d i t .  I t s  role  h a s  however  
n o t  been l i m i t e d  t o  t h i s .  A s  e n v i s a g e d  u n d e r  t h e  d e c r e e ,  i t  h a s  
p l a y e d  t h e  r o l e  o f  a m u l t i s e c t o r  d e v e l o p m e n t  bank by  p r o v i d i n g  
l o n g  t e r m  p r o j e c t  f i n a n c e  i n  t h e  a g r i c u l t u r a l  , i n d u s t r i a l ,  
t . r a r i s p o r t  a n d  t r s t i r i s m  sectors. I n  a d d i t i o n  i t  h a s  manaqed t . w a  
f ccnds t i n c l c t d i n g  o n e  f o r  b e e f  r a n c h i n q  d e v e l o p m e n t  f i n a n c e d  u n d e r  
a n  I D A  c r e d i t )  o n  b e h a l f  of Government .  

E a v e r n m e n t  i n t e n d s  t o  b u i l d  UDB i n t o  its major d e v e l o p m e n t  bank  
w i t h  a s u b s t a n t i a l ,  r o l e  i n  i n v e s t m e n t  f  i n a n c i n q  i n  k e y  s e r t o e s .  
I n  f u t u r e  t h e r e + a t - e ,  UDE w i l l  c o n c e n t r a t e  o n  medium and l o n u  t e r m  
d e v e l a p m e n t  l e n d i n g  + o r  c o m m n f c i a l  a g r i c u l t u r e ,  medium a n d  larcge  
i n d u s t r i e s ,  t r a n s p o r t  a n d  t o u r i s m .  I t s  r o l e  i n  l e n d i n g  t o  
c t s m m c ; r c e  a n d  s m a l l  i n d u s t r i e s  h a s  d i s c o n t i n u e d .  

The p r o b l e m s  which  e x i s t e d  u n d e r  t h e  An-~in A d m i n i s t r a t i o n  a n d  t h e  
l o a t i n g  a n d  d e s t r u c t i o n  which  o c c u r e d  d u r i n g  t h e  War of  
L i b e r a t i o n ,  s e r i o u s l y  u n d e r m i n e d  t h e  q u a 1  i t y  o f  t h e  UDE l o a n  
par.kf o l i o .  The new a d m i n i s t r a t i o n  h a s  d e c i d e d  t o  ~unde~- taI : :e  a 
serious r e a r g a n i z a t i o n  of UDE t o  make it i n t o  t h e  kind of 
development b a n k  it w a s  intended to be. The Government  al so 
a g r e e d  to a comprehensive r e o r g a n i  r a t i  an p r o q r a m  + u n d e d  by U N D P  
and tl>:ecitted- b y  &he Wqrld Bank, i n c l u d i n g  the a s s i g n m e n t  of 6 
e x p a t r i a t e s  t o  k e y  l i n e  p o s i t i o n s  w i t h i n  t h e  bank .  The W e s t  
German gavenment  is p l a n n i n g  t o  p r o v i d e  t w o  c r e d i t  s p e c i a l i s t  
( o n e  l i v e s t o c k  a n d  o n e  c o r p s  c r e d i t  s p e c i a l i s t ) .  . . 

C -. 



One of  t h e  m o s t  i m p o r t a n t  o b s t a c l e s  i m p e d i n g  the UDE f r o m  
c a r r y i n g  o u t  its d e v e l o p m e n t  role h a s  ts do w i t h  q u e s t i o n s  of  
o w n e r s h i p  aS c l i e n t  e n t e r p r i s e s .  UDB can nst r e s p o m i b l y  lend to 
e n t e r p r i s e s  whose  awnership is i n  d i s p u t e .  , T h e r e  are many 
e n t e r p r i s e s  marked  f o r  r e h a b i l i t a t i o n  waiting &or t h e  GOU t o  
resolve the issue af ownership. The longer the Government d e l a y s  
an t h i s  question the m w e  d i f f i c u l t y  UDB w i l l  have in meeting i ts 
t a rge t s  for d i s b u r s i n g  rehabilitation funds, T h i s  is serioeasly 
i m p e d i n g  t h e  r e h a b i  l i t a t i o n  of p r o d u c t i v e  e n t e r p r i s e s  i n  Uganda 
i n  t h e  i n d u s t r i a l  sector. T h i s  is much less a p r o b l e m  i n  t h e  
a g r i  c u l  t ~ t r a l  sector a s  f e w  of t h e  a g r i c u l  t u r a l  l o a n  a p p l  i c a t i ons  $ 

p e n d i n g  w i t h  UDE i n v o l v e  o w n e r s h i p  d i s p u t e s .  

The GDU h a s  f o r m e d  a committee t o  review a l l  s u c h  a p p l i c a t i o n s .  
UDB is e n c o u r a g i n g  t h i s  c o m m i t t e e  t o  d e c i d e  o n  t h e  l a r g e r  more 
i m p o r t a n t  rases f i r s t ,  e s p e c i a l l y  f a r  p o t e n t i a l  UDB c l i e n t s ,  and  
n o t  t o  w a i t  c r n t i l  .g d e c i s i o n  is r e a c h e d  o n  af 1 cases p r i o r  t o  
annaurrc i  ng  t h e i r  d e c l  si tins. 

b. STRUCTURE 

STAFF I NG: --------- --------- 

Appendix  6 s h o w s  t h e  new1 v c r e a t e d  o r g a n i z a t i o n  s t r u c t u r e  o f  UDB. 
The D e p a r t m e n t  of  S u p e r v i s i o n  a n d  Moni t a r i n g  shown i n  t a b l e  1 w a s  
e s t a b l . i s h e d  i n  e a r l y  1984 a n d  is now o p e r a t i o n a l . .  I n  a r d e r  t o  
e n s u r e  t h a t  a d d e q u a t e  a t t e n t i o n  is g i S e n  t o  c l i e n t  s u p e r v i s i o n ! ,  
t h e  UDE want  t a  keep t h e  s ~ r p e r v i s i o n  f u n c t i o n  s e p e r a t e  f r o m  t h e  
a p p r a i s a l  f u n c t i o n  which w i l l  b e  d o n e  by  t h e  combined  L i v e s t o c k  
a n d .  C r o p s  D e p a r t m e n t s .  

The L I D H ' s  b o a r d  is a p p o i n t e d  by  t h e  M i n i s t e r  of F i n a n c e  a n d  
c o n s i s t s  nf r-tp t o  s e v e n  rilembers, i n c l u d i n g  t h e  Govetrnnr o f  t h e  
C e n t r a l  Bank a n d  t h e  S e c r e t a r y  af t h e  T r e a s u r y  as p e r m a n e n t  ex-  
u f f i c i o  members. The d e c r e e  e s t a b l i s h i n g  UDR s t i p u l a t e s  t h a t  
Board  members s h o u l d  have e x p e r i e n c e  i n  b a n k i n g  a n d  f i n a n c i a l  
matters. T h i s  r e q u i r e m e n t  is b e i n g  b r o a d l y  i n t e r p r e t e d .  The 
c u t - r e n t  b o a r d  w a s  a p p o i n t e d  i n  S e p t e m b e r  1983, a n d  c o n s i s t s  of  
t h e  f o l l o w i n g  p e o p l e :  

M r s ,  C. Ogwal 
Hon. -M,B.As&o., PLP. 
Hon, A, Kadumbe-C*krkasa, M.P. 
Hen.* 1.O-  Pialinqa, M.F. 
M r .  W. J. Magambo 
M r .  E.E. W a k o  
S e c r e t a r y  t o  t h e  T r e a s u r y  
G o v e r n o r ,  Bank o f  Uganda 

C h a i  lcrnan 
~ i k e c t o r  

I 1  

Ci G i v e n  t h a t  a number o f  d i r e c t o r s  i n c l u d i n g  t h e  c h a i r m a n  come f r o m  
a p o l i t i c a l  b a c k g r o u n d  a n d  d o  n o t  h a v e  t h e  b a n k i n g  a n d  f i n a n c i a l  



- 

background  o r i g i n a l l y  i n t e n d e d  unde r  t h e  d e c r e e  e s t a b l i s h i n g  t h e  
UDB, t h e r e  w i l l  b e  c o n c e r n  about p o s s i b l e  undue p o l i t i c a l  
c o n s i d e r a t i o n s  i n  UDB p o l i c y  and m&agement d e c i s i u n s .  &ID w i l l  
r e s e r v e  t h e  r i g h t  ta r e v i e w  and a p p r o v e  a l l  l o a n s  i n  e x c e s s  of 
9ia(:>r:,, 000 b e i n g  financed u n d e r  the p r o j e c t .  f+ 

Cts .part  - rrQ ,the . r e o r g a n i z a t i o n  plan sponsk-ed by UNDF and the 
World Bank, 6 s e n i o r  p o s i . t i n n s  at t h e  bank w i l l  b e  f i 1 l e d  by 
e : > : p a t r i a k  p e r s o n n e l .  These are as f o l l o w s :  

. A s s i  s t a n t  Gene ra l  Manager - O p e r a t i o n s  . A 5 s i s t a n t  G e n e r a l  Manager ( v a c a n t )  - F i n a n c e  . Chie f  Accoun tan t  ( v a c a n t )  - Accoun t s  
4, I n d u s t r i  a1  E n g i n e e r  - I n d u s t r y  
5. F i n a n c i  a1  A n a l y s t  - I n d u s t r y  
6. I n d u s t r i a l  Ecunomi st - . I n d u s t r y  

A candidate has been i d e n t i f i e d  to f i f  1 the p o s i t i o n  of A s s i s t a n t  
beneral Managw-Finance  and is expected to  take  up t h i s  p a s i t i o n  
i n  J u l y ,  1984. H i s  comes f rom a  commerc ia l  b a n k i n g  backqround  i n  
Canada,  is a CPA, and  h a s  r e c e n t  b a n k i n g  e , : p e r i e n c e  i n  N i g e r i a .  

I n  A p r i l ,  4 UDB h a d  56 p r o f e s s i o n a l  s t a f f ,  a s s i g n e d  as 
Cnlluw5: 

G e n e r a l  Manager ' s a f  f i c e  4 
I n t e r n a l  Audi t o r  2 
O p e r a t i  on5  

a. Crops  6 
b. I n d u s t r y  11 
c. L i v e s t o c k  16 
d. R e s e a r c h  ( n o t  , o p e r a t i o n a l  1 

S e c r e t a r i a t  5 
F i n a n c e  and kdmini s t r a t i o n  

a. A c c o u n t s  4 
b. kdmi n .  8~ P e r s o n n e l  6 

S u p e r v i  s i o n  4 
TUl 'AL  58 

.. 
* .  A t  1 September 1981 t h e r e  w e r e  app rox  i mate1 y 40 pro f  e s s i a n a l  

st&+. The. 18 &it ion& p o s i t i a n s  have b e e n  c r e a t e d  as p a r t  of 
the program- to prepare UDB +or a m u c h  rnwe expanded and acti  ve 

C role i n  f i n a n r i n g  the r o u n t r y "  s r e h a b i  1 i t a t i o n .  Hreakdawn uf 
sta-ff w i t h i n  i n d i v i d u a l  d e p a r t m e n t s  a n d  qua1 i f  i c a t i o n s  of: s e n i o r  
s t a f f  are p r a v i d e d  i n  kppend ix  6. 

P 

I n  a d d i t i o n  1:o t h e  e x p a t r i a t e  a s s i s t a n c e ,  t h e r e  is a l s o  b e  a 
program of e x t e r n a l  f e l l a w s h i p s  f o r  t r a i n i n g  UDB s t a f f .  For t h e  

b 1983/84 p e r i o d  UDH h a s  d e v e l o p e d  a t r a i n i n g  and  deve lopmen t  
progr-amme t o  b e  f i n a n c e d  w i t h  $258000 g r a n t e d  b y  UNDP. The 
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programme i n c l u d e s  c o n d u c t i n g  i n  Uganda ob i n t r o d u c t o r y  
L d , v e s t u c k / A g r i c u l  t u r a l  / I n d u s t r y  p r o j e c t s  c o u r s e s  l a s t i  n g  4-$ 

! w e e k s  f u r  a b o u t  20 n e w l y  r e c r u i t e d  I 3  p r o f - e s s i a n a l  sta9- f .  

P r o v i s i o n  has also b e e n  m a d e  for s e n d i n g  a b o u t  12 UDB e m p l o y e e s  
te 8-9 week seminars  argaoized by  t h e  % a l l a w i n g  o v e r s e a s  
i 1 i s t . i  -ti, ens: 

a. EBP-Eurepean  Development  I n s t %  t u t e  
b. ADB-Af ri c a n   eve^ opment Bank 
c. B r a d f o r d  U n i v e r - s i t y  
d. I r i s h  Devel  upment A u t h o r i t y  
e. Deve lopment  Banking C e n t r e ,  New D e l h i  

UBB h a v e  made a d e q u a t e  s t a f f  p r o v i s i o n s  i n  t h e  I n d u s t r y  
D e p a r t m e n t .  Y e t ,  b y  UDBYs own a d m i s s i o n ,  t h e i r  C r o p s  and 
L i v e s t o c k  D e p a r t m e n t s  r e q u i r e  s t r e n g t h e n i n g .  Ruth o f  t h e s e  
d e p a r t m e n t s  n e e d  u p - g r a d i n g  i n /  f i n a n c i a l  s k i l l s ,  e s p e c i a l l y  
p r o j e c t  a n a l  y s i  s. The new1 y  f o r m e d  S u p e r v i s i o n  a n d  R e c o v e r y  
D e p a r t m e n t  is c r i t i c a l  t o  s u c c e s s f u l  UBD o p e r a t i o n s  a n d  w i l l  a l so  
r e q u i r e  s t r e n g t h e n i n g .  UDB is r e q u e s t i n g  that  USAID p r o v i d e  
~ t n d e r  t h e  p r o j e c t  t e c h n i c a l  assistance i n  t h i s  area. 

UDB h a s  a d e q u a t e  l i n e s  of c r e d i t  t o  catec f o r  t h e  present and 
medium-twm n e e d s  of t h e  I n d u s t r i a l  D e p a r t m e n t ,  a n d  do  n o t  
a n t i c i p a t e  ' t h e  n e e d  f o r  a d d i t i o n a l  c r e d i t  u n d e r  RF'E + o r  
I n d i . i s t r i a 1  1.oans.  A d d i t i o n a l  c r e d i t  c o u l d  n o t  b e  e f  f  e c t i v e l y  
u t i l i z e d  w i t h  e : c i s t i n g  s t a f f  l i m i t a t i o n s  i n  t h i s  d e p a r t m e n t .  
UNDF'/IBRD h a v e  a t e a m  o f  t e c h n i c a l  e x p e r t s  a s s i g n e d  t o  t h e  
I n d u s t r i a l .  D e p a r t m e n t  of  UDB p r o v i d i n g  s e r v i c e s  a n d  t r a i n i n g  t o  
s t r e n g t h e n  the c a p a b i l i t y  a f  t h i s  p a r t  of  t h e  bank .  

4 
A r e v i e w  of  c c r r r e n t  l o a n  a p p l i c a t i o n s  p e n d i n g  w i t h  UDB i n  t h e  
L i v e s t o c k  a n d  C r o p s  D e p a r t m e n t s  i n d i c a t e  cons j ide r -ab le  demand f o r  
c r e d i t  + a c i l i t i e s .  W h i l e  t h e  t e c h n i c a l  s k i l l s  r e l a t i v e  t o  c r o p  
and l i v e s t o c k  p r o d u c t i o n  a p p e a r  t o  b e  a d e q u a t e  a t  t h e  UDB, t h e  
l e v e l  o f  e:,:peri e n c e  a n d  e x p e r t s  se re1 a t i  v e  t o  f  i n a n c i  a 1  a p p r a i s a l  
09  a g r i c u l  t u r a l  p r -o jec l r s  is  i n a d e q u a t e .  UDB would  b e n e f i t  f  r a m  
h a v i n g  ar? e x p e r i e n c e d  agr ic l - t l  t u r a l  f i n a n c i a l  a n a l y s t  t o  p r o v i d e  
t e c h n i c a l  a s s i s t a n c e  i n  l o a n  a p p r a i s a l  a n d  t r a i n i n g  t o  UDE s t a + f .  
T h e  RFE p r o j e c t  woctld p r o v i d e  t h i s  t e c h n i c a l  a s s i s t a n c e  i n  t h e  

. f o r m  a+ o n e  s p e c i a l i s t  s e r v i n g  i n  a l i n e  p o s i t i o n  f o r  a p e r i o d  of  
t.ht-ee y e a r s .  

T h e  West German Gover-nment h a v e  r e c e n t 1  y i n +  a rmed  UDE t h a t  t h e v  
w i 1 2  b e  f i l l i n g  a l o n g  n u t s t a p d i n g  1-eqt-test f r o m .  UDE f o r  two  
a d v . i ~ ~ l r 5  i n  t h e  a q r i c u l t u r a l  sect ion a5 t h e  b a n k .  h e  t w o  
p o s i t i o n  t o  be f i l l e d  are: 

1. L i  v e s t a c k  c r e d i t  s p e c i  a1 i st 

2. Crop c r e d i t  s p e c i a l i s t  
I 

To f u r t h e r  i m p r a v e  on t h e  p r o c e d u r e s  f o r  p r o j e c t  a p p r a i s a l ,  i t  is 
recommended t h a t  t h e  L i v e s t o c k  a n d  C r o p s  D e p a r t m e n t s  b e  combined  
i n t o  o n e  CSgr icc t l t r a l  D e p a r t m e n t .  Many o f  t h e  p e n d i n g  
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a p p l i c a t i o n s  are f o r  mixed f a r m s  making i t  d i f f i c u l t  t o  d e t e r m i n e  

- .  w h i c h  d e p a r t m e n t  s h o u l d  h a v e  f oan a p p r a i s a l  r e s p o n s i b i  1 i t y .  
S e p e r a t e  a p p r a i s a l  is c o u n t e r p r o d u c t i v e .  

The  r e o r g a n i z a t i o n  of t h e  Livestock and Crops D e p a r t m e n t s  < ,  

t o g e t h e r  w i t h  t h e  p r a p o s e d  t e c h n i c a l  assistance would e n a b l e  t h i s  
"sectirm oC t h e  UDH to e+fectiveiy appraise and supervise the l o a n  
a p p l i c a t i o n s  p r o p o s e d  f o r  f u n d i n g  by  t h e  RFE project .  

P o l  icier;: -------- -------- 
UDE l i m i t s  i ts e x p o s u r e  p e r  p r o j e c t  t o  the lowest o f :  

a. 80% o f  t h e  p r s j e c t "  ccot 
b. 20% of  UDB" 5 n e t  w o r t h  

I t  w i  1 1  n o t  noirnlal l y  f i n a n c e  p r o j e c t s  w i t h  d e b t / e q u i t y  r a t i o s  
e x c e e d i r r g  5 t o  a n d  i f  n e c e s s a r y  w i l l  make e q u i t y  i n v e s t m e n t s  
t o  keep the f i n a n c i n g  p l a n  of   project.^ w i t h i n  this l i m i t .  

UDB has t h e  s t a t e d  p o l i c y  o f  n o t  a c c e p t i n g  a n y  f o r e i g n  e x c h a n g e  
r i s k .  Y e t  the EEC c r e d i t  l e a v e s  UUE w i t h  t h i s  r i s k  a n d  t h e y  
i n c u r r e d  a USh 193 m i l l i o n  e x c h a n g e  loss  o n  t h i s  c r e d i t  i n  1983. 
UDB is now r e n e g o t i a t i n g  t h i s  c r e d t i .  A c c o r d i n g  t o  UDB o f f i c i a l s  
t h e  GUU b e a r s  t h e  e x c h a n g e  r - i s k  on  t h e  IDA a n d  OPEC c r e d i t s .  
However,  i t  a p p e a l r s  t h a t  c e r t a i n  bOU o f f i c i a l s  look on t h e  UDB a s  
a GOU i n s t i t u t i o n  which  is a s  c a p a b l e  a s  a n y  o t h e r  GOU f i n a n c i a l  
i n s t i t u t i o n  t o  abscs rbe  t h e  e x c h a n q e  risl.::, The i s s u e  of w h e r e  
t h e  + o r e i g n  e x c h a n g e  r i s k  is  l o d q e d  is a c r i t i c a l  matter a n d  
r e q u i i r e s  r e s a l u t i o n .  Coir~mi t m e n t s  o f  f o r e i g n  1 i n e s  of c r e d i t  may 
s o a n  r-each % 130 m i  11 i o n  (see f ippend ix  4) . 
Depending . rtn the e c o n m i c  sector i n  q u e s t i o n  a n d  GOU p r i  c i n q  . 

, p o l i c i e s ,  # e v a l u a t i o n  of , t h e  s h i l l i n g  could s u b s t a n t i a l l y  
i n c r e a s e  t h e  f i n a l  b a r r o w e r s  d e b t  s e r v i c e  r e q u i r e d  on t h e s e  

. l o a n s .  T h e  UDB is  t a k i n g  t h e  p o s i t i o n  t i h a t  c h a n g e s  i n  e x c h a n g e  
ra tes  w i l l  be f u l l y  r e f l e c t e d  i n  p r i c e s ,  a n d  t h a t  d e b t  s e r v i c e ,  
a s  a % o f  t h e  bor ruwer -% sreeenue,  is 1 i k e l  y t o  r e m a i n  c o n s t a n t .  
Th is  s e e m s  t a  b e  a v e r y  o p t i m i s t i c  a s s u m p t i o n  w h i c h  i f  p r o v e n  
wr-on j c o u l d  r e s u l .  t i n  many d e f a u l  ts. 

C ) h v i o ~ [ s l  y i t  is v e r y  d i f f i c c ! l t  ' t o  p r e d i c t  wha t  t h e  f i n a l  e f f e c t  
o f  a l l  t h e s e  f a c t o r s  w i l l  h a v e  o n  t h e  b o r r o w e r s  a b i l i t y  t o  r e p a y .  
Bu t  i t  is i n t e r e s t i n G  t o  n o t e  that d u r i n g  A u g u s t ,  1483 t h e  
e x c h a n g e  rate w a s  i n  t h e  area a+ Sh 270 p e r  81.00, and i n  
November, 1983 it w a s  Sh 330 per 41.00. T h i s  w o u l d  i n c r e a s e  l a a n  
b a l a n c e s  by  20% o v e r  a 4 month p e r i o d .  D e b t  s e r v i c e  on fore ign  
e x c h a n g e  d e n o m i n a t e d  l a a n s ,  a s  a p e r  c e n t  o f  t h e  b o r r a w e r s  t o t a l  
r e v e n u e s ,  is m o s t  l i k e l y  t o  become mure  b u r d e n s o m e .  

Under  t h e  RPE p r o j e c t ,  c l i e n t s  w i l l  r e p a y  l a a n s  i n  local  c u r r e n c y  
b a s e d  o n  t h e  p r e v a i l i n g  e:.:chanqe rate a t  t h e  t i m e  f t h e i r  
drawdown w i t h  n o  f o r e i g n  e x c h a n g e  e x p o s u r e  b e i n g  p a s s e d  t o  t h e  
1 cianee. 
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Loan P r o c e s s i n g  P r o c e d u r e  
I====I======I=======3=-&1= 

Some 14 s t e p s  h a v e  b e e n  i d e n t i f i e d '  i n  p r o c e s s i n g  a n  l o a n  
a p p l i c a t i & n  i n  t h e  UDB. A l l  p r o c e s s i n g  i s  d o n e  now i n  t h e  b a n k ' s  
h e a d  affice. A d e s c r i p t i o n  o+ the d i # + w m t  steps is given 
t5ef ow: 

1. A s t a n d a r d  a p p l i c a t i o n  f o r m  is p u r c h a s e d  f r o m  t h e  UDE. T h i s  
f o r m ,  t o g e t h e r  w i t h  s u p p o r t i n g  d o c u m e n t s  s t i p u l a t e d  i n  t h e  UDE 
f o r m ,  aire c o m p l e t e d  a n d  submj. t t e d  t o  UDB. S u p p o r t i n g  d o c u m e n t s  
i n c l u d e :  

a. c o p y  o f  Ar t ic les  o f  I n c a r p a r a t i o n  o r  C e r t i f i c a t e  
o f  R e g i s t r a t i o n  . 

h. c o p y  o f  Incame Tax C l e a r a n c e  C e r t i f i c a t e ,  
c. c o p y  o f  c u r r e n t  a p e r a t i n g  l i c e n s e l s )  
d .  c o p i e s  o f  1 a t e s t  a c c o u n t s - - P r o f  i t  a n d  Loss, B a l a n c e  

S h e e t ,  
e. c o p i e s  of  bank  s t a t e m e n t s  f o r  p a s t  six m o n t h s  
f . .  list o f  t i t l e  d e e d s ,  d e b e n t u r e s ,  l o a n  a g r e e m e n t s .  

a n d  c o n t r a c t s .  

I f  a f e a s i b i l i t y  s t L d y  has b e e n  p r e p a r e d ,  a c a p y  is t a  b e  s e n t  to 
t h e  UDE w i t h  i n i t i a l  a p p l i c a t i o n .  Copy of appf i c a t i o n  f o r m  
a t r t a c h e d .  

PI 
L The  a p p l i c a t i o n  is  l o g g e d  i n  a t  t h e  ~ e n e r a l  R e g i s t r y ,  a n d  
f o r w a r d e d  t o  a p p r o p r i a t e  D i v i s i o n  i n  UDB. The a p p l i c a t i o n  is  
s c r e e n e d  a t  t h i s  p a i n t ,  a n d  o n e  of  t h r e e  o p t i o n s  e x e r c i s e d - -  

a. c u t  i f  n o t  a s u i t a b l e  p r o j e c t  f o r  UDB c o n s i d e r a t i o n ,  
b. hold p e n d i n g  r e c e i p t  of a d d i t i o n a l  i n +  o r m a t i o n ,  
c. a p p l i c a n t  c a l l e d  f o r  p e r s o n a l  i n t e r v i e w .  

3. Option ' m u s t  beselected f o r  a p p i i r a t i o n  t o  c o n t i n u e .  
During t h e  i n t e r v i e w ,  t h e  planned f n v e s t i ~ e n t  is d i x u s s e d  by t h e  
a p p l i c a n t  w i t h  a loan 0 9 f i c e r .  

4. I f  a p p l  i c a n t  is s ~ 1 c c e ~ ; s f u l  w i t h  persul - ia l  t h e  i n t e r v i e w ,  tf ler)  
a r r a n g e m e n t s  are made f  ot- a l o a n  u S f i c e r -  ( r j )  t o  v i s i t  p r o j e c t  
sit.e. T h i s  a l s o  s e r - v e 5  a a n  o p p a r t u n i t y  t o  v e r i f y  p h y s i c a l  
p t - o p e r t y  a n d  ctt.helr a s p e c t s  0.f t h e  i n i t i a l  a p p l  i c a t i o n .  

I= a. P r e p a r a t i o n  of  a p p r a i s a l  r e p o r t - - c l o n e  b y  t h e  l o a n  o f f i c e r  

a s s i g n e d  t u  t h e  a p p l i c a t i o n  w i t h  a s s i s t a n c e  +rum o t h e r  
specialized personal ( f i n a n c i a l  a n a l y s t )  in t h e  D i v i s i o n .  

6. D i v i s i o n  Comrrli t t ee  Review of  a p p l  i r a t i a n  a n d  a p l j r a i s a l  
r e p a r t - c a m m i  t tee  cornposecl o f  Head of  D i v i  si. o n ,  S e n i  ar Loan 
O f S i c e r  i n  c h a r g e  of s e c t i o n ,  a n d  l o a n  o S f i c e r s  who made s i t e  
v i s i t .  M e e t i n g s  c a l l e d  when 3 ar more  a p p l i c a t i o n s  r e a d y  f o r  
r e v i e w .  T h i s  c o m m i t t e e  h a s  t h r e e  o p t i o n s :  

a. reject  t h e  p r o j e c t ,  



b.  r e t u r n  t o  c l i e n t  or a p p r a i s a l  s t a f f  f o r  a d d i t i o n a l  work,  
c. recommend a p p l i c a t i o n  to O p e r a t i o n s  Commi t tee -  

-? r 

7. O p e r a t i o n s  Committee--meeta w e e k l y ,  a n d  c h a i r e d  by t h e  A s t .  * .  
+# General Manager, O p e r a t i o n s .  Membefs include a$% tho H e a d s  0 9  

B i w i s i o n s ,  -and t h e  Head crf S u p e r v i s i o n  as. ~ e c ~ e t a r y .  6 summary 
09 t h e  p r o j e c t -  is p r e s e n t e d  by t h e  loan caf f icer i n  c h a r g e  o f .  t h e  

I _ 
k. a p p r a i s a l .  I f  t h e  l o a n  a p p l i e a t i o n  is a p p r o v e d ,  it is f o r w a r d e d  

w j  t h  a recomnrenda t ion  t o  P o l  i c y  a n d  I n v e s t m e n t  Sub-Commi t t ee  of 
t h e  Board  o f  Directors. 

f ,  \. 
8. P o l  i cies and I n v e s t m e n t s  Sub-Commi t t e e - m a d e  up of t h r e ~  

.- . d i t - r c t u r s  sf t h e  Board  of  w h i c h  one is c h a i r m a n .  A .* - r e p r e s e n t a t i v e  o f  t h e  G o v e r n o r  of  t h e  BOU a n d  t h e  G e n e r a l  Manager 
o f  t h e  UDR alsa members. P r o j e c t s  are  p r e s e n t e d  b y  t h e  A s t .  
G e n e r a l  M a n a g e r - O p e r a t i o n s .  T h i s  a m o u n t s  t o  t h e  f i n a l  q-eview o f  

C. t h e  p r o j e c t ,  b u t  o n e  a d d i t i o n a l  a p p r o v a l  s t e p  is r e q u i r e d  i f  t h e  
p r u j e c t  is recommended by t h i s  sub-commi t tee .  Meets e v e r y  one-  
t w o  mruonths. 

. * 
9. B o a r d  o+ Dir-ectors- - f  i n a l  a p p r o v a l  b a s e d  o n  r e c o m m e n d a t i o n s  
of t h e  P o l  i c y  a n d  I n v e s t m e n t  Sub-Commi ttee. I n t e r v a l s  f o r  

(. . m e e t i n g s  t o  r a n f i r m  l o a n s  s o m e t i m e s  up t o  t h r e e  m o n t h s .  No l o a n  
o f f e r s  c a n  be made u n t i l  l o a n s  c o n f i r m e d  b y  t h i s  B a a r d  

c. 1O. s e c r e t a r y  o f  t h e  B o a r d  a p p r o v e d  l o a n s ,  a n d  s e n d s  w r i t t e n  
n o t i f i c a t i o n  t o  t t 1 e D e p a r t m e n t  Head. T h e B o a r d  t - % s e r v e s  t h e  
o p t i o n  t o  add  c o n d i t i o n s  t o  t h e  l o a n  ( s e c u r i t y  r e q u j . r e m e n t s ,  

C r - i  q h t  t o  a p p r o v e  management . 
1 1  D e p a r t m e n t  Head p r e p a r e s  a L e t t e r  o f  Loan Offer-  ( e x a m p l e  

c ' e n c l o s e d )  g i v i n g  c o n d i t i o n s .  a n d  d i s b u r s e m e n t  schedule. T h i s  
letter is s e n t  t o  a p p l i c a n t .  

C 12. I f  t e r m s  a n d  c o n d i t i o n s  a c c e p t a b l e  t o  a p p l i c a n t .  t h e  L e t t e r  
o f  O f f e r  is  s i g n e d  and  r e t u r n e d  w i t h  s e c u r i t y  d o c u m e n t s  ( t i t l e  
d e e d ) .  

C , 
13. L e g a l  D e p a r t m e n t  o f  UDB t h e n  p r e p a r e s  i n s t r u m e n t s  t o  
r e g i s t e r  a c h a r g e  on t h e  t i t l e  d e e d ( s )  a n d  f o r w a r d s  d o c u m e n t s  t o  

c; M i n i s t r y  o f  J u s t i c e  t o  b e  r e g i s t e r e d .  

14.. When d o c u m e n t s  r e t u r n e d  f r o m  M i n i s t r y  of  J u s t i c e ,  UDB t h e n  
a . i n f o r m s  a p p l i c a n t  and r e q u i r e s  a 1% c ~ m m i s s i a n  on t o t a l  l o a n  t o  

be. paid by applicant t a  UUB. D i s b u r s e m e n t '  a c c o r d i n g  to s c h e d ~ l l  e 
t h e n  commences. 

c 
The t i m e  required f o r  c o m p l e t i o n  of  t h e  e n t i r e  p r o c e s s g  a s s u m i n g  
t h a t  t h e  a p p l i c a t i o n  c o n t i n u e s  t o  move f o r w a r d  w i t h  b e i n g  

Ct r e t u r n e d  f o r  a d d i t i o n a l  w o r k  or i n f o r m a t i o n ,  is e s t i m a t e d  t o  b e  
s i x  m o n t h s  w i t h  c u r r e n t  v o l u m e  of  work i n  UDB. With  i n c r e a s i n g  
a p p l  i c a t i o n s  i n  t h e  a g r i c u l t u r a l  d i v i s i o n ,  i t  is a n t i c i p a t e d  t h a t  

4i t h e  p r o c e s s i n g  t i m e  w i  11 b e  e v e n  l o n g e r  o n c e  a number o f  
a p p l i c a t i o n s  s t a r t  t o  e n t e r  t h e  s y s t e m .  T h e r e  w i l l  a l so  b e  



., I 

applicatians which must be returned for additional information 
and analysis. .- . 

- 
It is tieing propased that d~rrinq the early part of the project, a 
development banker work with t h e  agricultural division to improve 
procedures in loan processing.' It is furthermore recommended 
that . consideratian . be given  to delegating authority for a 
specified level oS lending t o  be approved and authorized by 
executive staff of theUDE. Routineagricultural loans which 
.fall into the approved categat-ies of UDB lending wocrld be more 
efficiently hanilled by the executive staf. f  o+ the ban!::. Members 
uf: the Emard of   director^ have limited prcrfessional e:cperience in 
finance and banking, and hence their contribution to the loan 

- I 
appraval process is more likely to be in ensuring that lending 
complies with overall bank policy. 



'The f  sl l o w i n g  e x t r a c t  f r o m  t h e  20 a p r i  1 1982 S t a f f  A p p r a i s a l  
Report (F 14) carried sut by t h e  Warld Bank on UDB in 
c o n s i d e r a t i o n  of  a new 9 35 mil l ion  l i n e  09  credit, a d e q u a t e l y  
desct-i b e s  1 o a n  p r o c e s s i  nq proredures. 

"UBB already has -1 l estabi i s h e d  procedures for  p r a c e s s i n g  
projects.  1 ts bye-laws ..prescribe that. &.I applicaitms 9 0 r  
f i n a n c i n g  s h o u f  d  b e  made on a standard f o r m .  In addition 
s p o n s a r s  a re  r e q u i r e d  t o  s u b m i t  d e t a i l e d  f  e a s i b i  1  i t y  s t u d i e s  i f  
avai 1 a b l e .  A l l  a p p l i c a t i o n s  a re  p r e a p p r a i s e d  t o  q u i c k l y  
e l i m i n a t e  t h o s e  w h i c h  d o  n o t  f a l l  w i t h i n  UDB" m a n d a t e ,  a n d  t h o s e  
w h e r e  t h e  s t a t e  of p r e p a r - a t i a n  by t h e  s p o n s o r  i n d i c a t e s  t h a t  
i m m e d i a t e  c o n s i d e r a t i o n  is n a t  m e r i t e d .  P r o j e c t s  which  are  n o t  
r e ~ e c t e d  a f t e r  p t - e a p p r a i s a l  are a p p r a i s e d  a c c o r d i n g  t u  guide1 i n e s  
which  a re  a d a p t e d  t o  t h e  n e e d s  of the sector a n d  t h e  p r ~ j e s t  
size. F o r  small i n d u s t r y ,  commerce a n d  small a g r i c u l t u r a l  loans 
i t t ~ e s e  h a v e  a c c o i ~ n t e d  f o r  a s u b s t a n t i a l  p r a p o r t i o n  af the number ; 
o f  l o a n s  UDN h a s  c o n s i d e r e d ) ,  UDB" a p p r a i s a l  is l i m i t e d  t o  b a s i c  
corrtmerci al ancl f i n a n c i  a 1  a n a l  y s i  s, a n d  h a s  a d e q u a t e 1  y a d d r e s s e d  
i s s u e s .  UDB's a p p r a i s a l  of  l a r g e  scale i n d u s t r y  p r o j e c t s  is 
c o m p r e h e n s i v e ,  and i n c l u d e s  calculat im of f i n a n c i a l  and e c o n o m i c  
r a tes  of r e t w r n .  Because cif t h e  v e r y  s m a l  l number of  s u c h  
p r a j a c t s  t h a t  h a v e  b e e n  u n d e r t a k e n  i n  Uganda s i n c e  UDH"s 
i n c e p t i o n ,  i t 5  e x p e r i e r g c e  i n  u n d e r t a k i n g  s u c h  co i i ip rehens i  v e  
a p p r a i s a l s  bas  n u t  b e e n  v e r y  e x t e n s i v e ,  a n d  i t  w i l l  n e e d  sc ln le  

g u i d a n c e  a n d  a s s i s t a n c e ,  e x p e c i a l  l y  i n  t e c h n i c a l  a n d  e c o n o m i c  
e v a l u a t i o n ,  t o  a p p r a i s e  t h e  l a r g e r  number o f  p r o j e c t s  t o  b e  
financed u n d e r  t h e  p r o p o s e d  c r e d i t .  Th i  s a s s i  s t a n c e  would  b e  
p r o v i d e d  by c o n s u l t a n t s  arid by  IDA i n  i ts  r e v i e w  o f  s i t b p r o j e c t s .  
A l l  a p p r a i s e d  p r o j e c t s  a re  r e v i e w e d  b y  a n  i n v e s t m e n t  c o m m i t t e e  
c h a i t - e d  b y  t h e  G e n e r a l  Manager a n d  c o n s i s t i n g  of: a l l  d i v i s i o n  
I ~ e a d s .  T h i s  c o m m i t t e e  is r e s p o n s i b l e  f o r  making f i n a l  
r e c o m m e n d a t i o n s  o n  l o a n s  for  a p p r o v a l  b y  t h e  Board .  " 

* "UDB3s supervissm p r o ' c e d u r e s  c a l l  f o r  q u a r t e r 1  y  v i s i t s  t o  
e a c h  b o r r o w e r .  I n  p r a c t i c e ,  t h i s  h a s  n u t  b e e n  p o s s i b l e  b e c a u s e  
o f '  t h e  s e c t r r i . t y  s i t ~ i a t i o n  a n d  t r a n s p o r t  d i f f i c c t l t i e s .  C l i e n t s  

b 
a r o u n d  Kampala h a v e  t h e r e + o r e  t e n d e d  t o  b e  a d e q u a t e l y  s u p e r v i s e d  

- .  whi l e  t h o s e  i n  d i s t a n t  ar-eas h a v e  g e n e r a l  1  y  b e e n  b a r e l y  
s u p e r v i s e d .  T h i s  is a p r o b l e m  w h i c h  is f Z a c e d  by  a l l  f i n a n c i a l  
i n s t i t u t i o n s  i n  Uganda,  a n d  w i l l  o n l y  b e  r e s o l v e d  w i t h  g e n e r a l  

C improverr lents  i n  t h e  5ecuu.i  ty a n d  t r a n s p o r t  si t u a t i a n s .  " 



Rppendix 1 is a s t tmmary-  mf UBB's income and expenditure statement 
+or 1978 through first quarter of 1984. Appendix 2 shows the 
balance sheets far this same period. UDE incurred losses each 
year. f t-.ont 1978 thk-ough 1783, with a cumulativ~ loss at 51 Dec 
1983 of Sh 729 million; the total share capital at the time was 
Sh 1143 million. Outstanding loans during this period has grown 
substantially froin Sh 125 million to Sh 2358 million. Most oS 
this growth occured during 1983 when UDH began heavily utilizing 
9oreign lines of credit. The growth in borrowings increased from 
Sk Y million in 1980 to Sh 188 million in 1981 to Sh 817 million 
at the end of 1982 to Sh 3241 million in 1983. Appendix 3 is a 
histurical statement of suurses and application of funds. 

It shauld he pointd out that a 70% provision for bad debts was 
made in 1980. This represented a potential write o f f  o f  Sh 90 
milliun,' out 0 a total of Sh 134 million. Yet current 
e:.:perience indicates that .this pravi sion is probably excessive. 
Loans put on UE)E's boaks pt-iot- to the float of the shillings can 
nciw be repaid with great1 y deval~~ed shi  11 i ngs. These borrowers 
are voluntarily claarinq these old debts in order to be eligible 
f OF new laans. 

A 5  w i t h  &her institutians in Uqanda, the UUE suffered from t h e  
chgus a+ t h e  1971 to 1981 period. Accounting standards were poor 
d~y-inq this period and this has resulted in qualified audits for 
l7W.j and 1 Y E I i .  A primalcy reason far the qualification is that - 

.. UDB co~.\ld not prcrduce a 1 ist of individual loan balances. showing 
specific allocatic?n for bad debts. The accocmts  department is 

-. . actively working on this problem. 

PF:ESENT PUS1 T ION AND FUTURE PROJECT I CJNS 
_--.-----.-I--------------------.--------- _-_--------------------------------- 

The draft ac.tdit .for 1983 has been completed by Price Watet-ho~tse 
and is beinq reviewed by UIIB. Appendix 5 is a copy of the 1993 
draft audi t . The mast notewort.hy elements of the 1983 draft 
audit are as follows: 

1- A i b  fo'fd increase in foreiqn borrawings over two years, 
Shs 201 million (1981) compared to S h  3241 million (1983). At t h e  
eqd af 1963 the tatal foreign lines o+ credit gyalablg stood at 
Sh i&,642 million (compared to Sh 1920 million for 1981). 

,I 
L A net 1.0~5 far the year of Sh 47'3 mil lion compared ta a 

lass of Sh 11C) nlillson for 1982. Significant increases in 
adrninj. strative expenses account in part for this increased loss. 
UIjD is maintaining a larger staff: (especially in agric~tltural ) 
anticipating increased lending in this area. 



7 T h e r e  w a s  a 'lase of Sh 74 m i l l i o n  i n  the Ranch 
R e h a b i l i t a t i o n  Prnqram.  T h i s  w a s  d u e  t o  s t o l e n  g o o d s  ( p u r c h a s e d  
by  UDB), d e a t h  o f  ca t t le ,  a n d  a n  " a p p a r e n t "  f o r e i g n  e x c h a n g e  
f d 5 s .  B e c a u s e  of movement i n  .Fore ign  e x c h a n g e  rates, an e x c h a n g e  
loss  is carried m the beaks u n t i l  the goods are s o l d  when t h e i r  
f ~ r l  P vnl ue .f 5 recovered. 

4. Under  t h  EEC l i n e  o f  c r e d i t ,  t h e  UDB is n o t  p e r m i t t e d  t o  
pass exchange r i s k s  a n  ta t h e  barrower. T h i s  r e s u l t e d  i n  a 5h 
193 m i l l i o n  e x c h a n g e  l o s s  i n  1983. UDB is making e f f o r t s  t o  
r e n e g n t i a t e  t h e  terms of  t h i s  c r e d i t .  

5. UDB" s o p e r a t i o n a l  edf i ci  e n c y  has i mproved d u r i n g  t h e  
year a n d  t h e y  are making p r a g r e e s  i n  s o l v i n g  v a r i o u s  p r o b l e m s  and 
t h e  i m p l e m & n t a t i  on of i m p r o v e d  s y s t e m s .  

h.  With r e s p e c t  t o  income,  i t  is w o r t h  n o t i n g  how lJDB 
a c c o u n t s  f o r  i n t e r e s t  inconie.  UDB a c c r u e s  i n t e r e s t  on1  y o n  l o a n s  
g u a r a n t e e d  by M3U. Ortother  ioans it accounts f a r  i n t e r e s t  
i n c o ~ x e  o n l y  when t h e  money is a c t ~ r a l 1 . y  r e c e i v e d .  T h e  I 3 8 3  
i n t e r e s t  i n c o m e  + r o m  l o a n s  w a s  Sh 176 m i l l i o n ,  y e t  t h i s  c o n t a i n s  
a t  1 east Sh 144 m i  1 l i o n  of a c c r u e d  i n c o m e  o n  GOU g u a r a n t e e d  
l o a n s .  

a p p e n d i x  4 s h o w s  the apprrrs:.:irnate p o s i t i o n  o f  UDP's I n d u s t r i a l  
D e p a r t m e n t  a t  31 December ,  1984 w i t h  r e s p e c t  t o  f o r e i g n  l i n e s  o f  
ctecli.t:.Fr-um t h i s  t a b l e  o n e  c a n  see t h a t  t h e  f o c u s  o f  UDE's 
cur t - . en t  l e n d i n g  p a l i c y  is o n  i n d u s t r i a l  r e h a b i l i t a t i o n .  The  f o c u s  
of: t h e  iJNDP a s s i s t a n c e '  t o  UDB h a s  b e e n  o n  s t r e n g t h e n i n g  t h e  s t a f f  
i n  t h e  I n d u s t r i a l  D e p a r t m e n t  i n  p r e p a r a t i o n  f o r  this i n c r e a s e d  
l e n d i n g  a c t i v i t y .  Y e t  e v e n  w i t h  t h e  e x t e r n a l  a s s i s t a n c e  
( e x p a t r i a t e  e n g i  rreev- a n d  e c a n a a i s t  1 i t  i s  n o t  1 i k.ely  t h a t  t h e  
I - r ~ d u s t r - i a l  D e p a r t m e n t  c o u l d  r e s p o n s i b l y  ' a d m i n i s t e r  a n y  more 
c r e d i t  beyond  t h e  81U6 m i l l i o n  which  is  now a v a i l a b l e .  On t h e  
o t h e r  hand t h e  Crops; a n d  L-ivestacb:: D e p a r t m e n t s  d o  n o t  h a v e  srrch 
l a r g e  c r e d i t s .  

There is a n l y  one f o r e i g n  l i n e  of  c r e d i t  ( A D R  I 1  (Ranch 
~ e h a b i 1 i  t a t i u n  P r o j e c t ) .  f o r  10 m i 1 1 i o n  ~ r n i t c  of  accoi- tnt  
( e s t i m a t e d  t o  b e  $15 n l i l l i o r r l  w h i c h  is a v a i l a b l e  t o  t h e  Lives tock: :  
Dr.lpar'tment. T h i s  c r e d i t  ha5 naw b e e n  a l m o s t  f u l l y  d i s b u r s e d ,  a n d  
the w a r k l o a d  i n  t h i s  d e p a r t m e n t  is d r a s t i c a l l y  r e d u c e d .  No l i n e s  
of  c r e d i t  ace a v a i l  able  t o  Crops  D e p a r t m e n t .  T h e s e  t w o  
D e p a r t m e n t s  now have A s i g n i f i c a n t  e k t e s s  o f  s t a f f ,  some o+ whum 
w i l l  b e ,  t r a n s f e r r e d  t o  t h e  new S u p e r v i s i o n  a n d  R e c o v e r y  
D e p a r t m e n t .  The  HFE c r e d i t  can be s t a f f e d  f r o m  e x i s t i n g  
p e r s o n n e l .  

A n o t h e r  l i n e  of  c r e d i t  is t h e  Kuwai t  Fund Loan ($25 m i l l i o n )  
w h i c h  d a t e s  b a c k  t a  t h e  t i m e  o f  t h e  Amin a d m i n i s t r a t i o n .  I t  w a s  
o r i g i n a l l y  i n t e n d e d  t h a t  t h e s e  f u n d s  s h o u l d  g o  t o  f i n a n c i n g  l a r g e  
1 i v e s t o c k  p r a j  ects.  These f u n d s  s h o u l d  h a v e  b e e n  d i  s b u r s e d  by 
t h e  M i n i s t r y  of  A g r i c u l t u r e  b u t  S a r  v a r i o u s  r e a s o n s  t h e y  w e r e  



u r r a b l e  t o  d o  so a n d  t h i s  l i n e  o f  c r e d i t  has r e m a i n e d  d o r m a n t .  
T h e  UDE has b e e n  g i v e n  the t a s k  t o  r e - a c t i v a t e  t h i s  f u n d  a n d  a 
m e e t i n g  t o o k  p l a c e  i n  December 1983 t o  d i s c u s s  t h e  i s s u e .  The 
g e n e r a l  outcome af t h a t  m e e t i n g  is t h a t  t h e  Kuwai t  would  l i k e  
t h e s e  funds  t a . b e  used t o  r e h a b i l i t a t e  t h e  parastatal  Uganda 
Livestock IndJstries, t t d .  <UL?>-{large scale g o v e r n m e n t  s t o c k  
farms). A candi t ion-  ta the credit f s fw laeal banks to put up 
23% of  t h @  amaunt  i n  local  currency f o r  working c a p i t a l  far  ULI, 
b u t  i t  is d o u b t f u l  is  a n y  l o c a l  bank  would  be w i l l i n g  t o  p u t  up 
war-king c a p i t a l  f a r  ULI as t h e i r  f i n a n c i a l  p o s i t i o n  is v e r y  p o o r .  

An i s s u e  of  cansiderahle i m p o r t a n c e  t o  t h e  s u c c e s s f u l  
i m p l e m e n t a t i n n  o+ U D B : ' s  loan p r o g r a m  is t h e i r  a b i l i t y  t o  m o b i l i z e  
local  c u r r e n c y .  The  b e s t  use o f  f o r e i g n  l i n e s  o f  c r e d i t  is f o r  
t h e  i m p a r t a t i o n  of  n e e d e d  f o r e i g n  g o o d s ,  such as f a c t o r y  
e q u i p m e n t .  Y e t  t h e  i m p o r t a t i o n  o f  s u c h  e q u i p m e n t  is  o n l y  p a r t  
of  a t y p i c a l  r e h a b i  1  i t a t i o n  l o a n  pacl.:age. The i n s t a l  l a t i a n  and  
u t i  1 i z a t i o n  o f  s u c h  e q u i p m e n t  r e q u i r e s  l o c a l  c o n s t r u c t i o n ,  
w o r k i n g  c a p i t a l ,  a n d  o t h e r  u s e s  ' o f  local c u r r e n c y .  The 
~ P V P ~  apment F inance  D w a r t m e n t  of the bank of Uganda s a i d  t h a t  
t h e  BOU w i l l  m a k e  a v a i l a b l e  local currency to- t h e  UDB, however  
c o n s i d e r a t i o n  shcruld also be g i v e n  t o  u s i n g  p a r t  of t h e  RFE ~ L ~ T - I ~ S  

. f o r  l o c a l  c u r r e n c y  r e q u i r e m e n t s ,  e s p e c i a l l y  when i t e m s  p r e v i o u s l y  
t h o u g h t  t o  b e  a v a i l a b l e  o n l y  t h r o u g h  d i r e c t  i m p o r t a t i o n  become 
a v a i  l a b l e  06 t h e  l o c a l .  m a r k e t .  R a t h e r  t h a n  t o  e:.:pl i c i  t l y  s t a t e  
t h a t  RPE f u n d s  b e  r e s t r i c t e d  t o  o n l y  o f f - s h o r e  p r u c h a s e s ,  i t  is 
m a r e  i m p o r t a n t  ta e n s u r e  t h a t  the t o t a l  f i n a n c i n g  p a c k a g e  of  a 
c l  i e n t k  p r o j e c t  c o n t a i n s  t h e  m u t u a l l y  a g r e e a b l e  p o r t i o n s  o f  
e q u i t y  c o n t i - i b u t i o n ,  l o c a l  I C I  f i n a n c e ,  a n d  RFE f u n d s .  

I n  m a s t  cases t h e  l o a n  p a c k a g e  fr-orn UDB w i l l  h a v e  t o  i n c l u d e  t h e  
local  c u r r e n c y  p o r t i o n  a s  w e l l  a s  t h e  f a r e i g n  c u r r e n c y .  R e c e n t  
es t imates  by t h e  i n d u s t r i a l  d e p a r t m e n t  o f  UDb i n d i c a t e  t h a t  .far 
e v e r y  $ 1 o f  S b r e i q n  e x c h a n g e  $ .50 a f  l o c a l  c u r r e n c y  may a l s o  b e  
r e q u i r e d .  The 1ndtcst:rial.  Dep t .  c u r r e n t 1  y  h a s  - F o r e i g n  1  ine5-  
t ~ t a l i n g  $106 m i l l i o n  (Gppendix  4)  t h i s  ma.)/ r e q u i r e  a s  much a s  Sh 
17 b i l l i o n  i n  l o c a l  c u r r e n c y  t o  i m p l e m e n t  t h e s e  l o a n  p a c k a g e s .  
The  combined  s a v i n g s  o f  a l l  t h e  c o m m e r c i a l  b a n k s  i n  Uganda d o e s  
n o t  t a t a l  Sh 17 b i l l i o n ,  a n d  a l l  of  t h e s e  d e p o s i t s  are b e i n g  
f u l l y  ~ . t t i l i z e d  i n  t h e i r  own l o a n  p o r t f a l i a s .  C u t - r e n t l y  t h e r e  is 
n a  e x c e s s  l i q ~ i i d i t y  i n  t h e  Uganda b a n k i n g  sys te rn .  

A c o n d i t i o n  t o  t h e  I D A  l o a n  w a s  t h a t  UDB s h a r e  c a p i t a l  b e  
i n c r e a s e d  by  t h e  g o v e r n m e n t .  A c o n d i t i o n  t a  t h i s  c r e d i t  w a s  a n  
i n c r e a s e  o f  USh 100 mi 11 i a n  per' year f o r  three y e a r .  This 
candition has n o t  bcnn met. The IDA credit also provided t h a t  
the f i r s t  $10 m i l l  ion o+ the $30 mil l i o n  c r e d i t  disbursed would 
b e  c o n v e r t e d  to e q u i t y  i n  the Urn. UDB -gaged t h e  s e r v i c e s  o f  
a n  i n t e r n a t i o n a l  c o n s u l . t i n g  f i r m ,  FE I n t e r n a t i o n a l ,  t o  a p p r a i s e  
ma.jor l o a n  a p p l i c a t i o n  i n  t h e  i n d u s t r i a l  s e c t o r ,  a n d  now h a v e  
a p p r a i s e d  p r o j e c t s  which  w i l l  commit  a b o u t  h a l f  o4 t h e  IDA 
c r e d i t  ($15 m i l l i o n ) .  

E v e n t u a l l y  p r i n c i p a l  a n d  i n t e r e s t  r e p a y m e n t s  f r o m  UDB l o a n s  w i l l  
be sufficient p r o v i d e  t h e  shillings needed ta implement new 



3 I c -  - 
p r o ~ e c t s .  Y e t ,  d u e  t o  t h e  g r a c e  p e r i o d s  p r o v i d e d  f o r  i n  m o s t  UDB 
l e a n s  t h e s e  l o a n  r e p a y m e n t s  w i l l  no t  be s i g n i % i c a n t  i n  t h e  

I 
d i n i t i a l  y e a r s .  

It' is l i k e l y  t e  be very difficult f o r  UDB t o  mobilize the I s e a l  
c u r r e n c y  n e e d e d  to execuke their = x i s t i n g  fare ign  lines 0 9  
credit. B e c a u s e  o f .  t h i s  si tbtatim US4133 may wi.& ko c h a n n e l  
s h i l l i n g s  g e n e r a t e d  u n d e r  o t h e r  LlSAfD puagrams to t h e  UDB f a r  use 
a s  l o c a l  c o v e r  n e e d e d  t o  i m p l e m e n t  RPE l o a n  p a c k a g e s .  

The d u r a t i o n  o f  t h e s e  f o r e i g n  l i n e s  of  c r e d i t  a n d  t h e  terms o f  
UDB3s l e n d i n g  p o l i c i e s  creates a n o t h e r  p r o b l e m  e x p o s i n g  UDB t o  
f  orei qn e x c h a n g e  ri sks. The  a v e r a g e  sub- l  o a n  u n d e r  UDB" v a r i o u s  
f o r e i g n  l . i n e s  o f  c r e d i t  is f a r  5 1/2 y e a r s ,  b u t  t h e  a v e r a g e  
r e p a y m e n t  p e r i o d  S o r  t h e s e  l i n e s  is 13 y e a r s .  The  b o r r o w e r s  
o b l i g a t i o n  e n d s  w i t h  t h e  r e p a y m e n t  of h i s  l o a n  a f t e r  5 1/2 y e a r s .  
D u r i n q  t h e  r e m a i n i n g  '7 1/2 y e a r s  UDB may b e  e:.:posed t o  t h e  
f o r e i g n  e x c h a n g e  r i s k  on  s u c h  l o a n s .  The management of  UDE s a y  
t h e y  y i 1 1  cane t o  a n  a r r a n g e m e n t  w i t h  GUU t o  b e  f r e e  o f  s u c h  
e x c h a n g e  r i s k .  Y e t ,  t o  d a t e ,  no s u c h  a r r a n g e m e n t  eeists. 

UDB3s success as a n  ICI w i l l  d e p e n d  on i t s  a b i l i t y  t o  p r o p e r l y  
a p p r a i s e  a n d  s u p e r v i s e  l o a n s  a n d  keep  d e S a u 1 . t ~  t o  r e a s a n a b l e  
minimums. C ~ n s i d e r a b l e  e f f o r t  is now u n d e r w a y  i n  u p g r a d i n g  and  
s t r e a m l i n i n g  UDE o p e r a t i o n s .  T h e  p a s t  q i v e s  n o  i n d i c a t i o n  o f  
w h a t  UDB's p e r f o r S m a n c e  is 1 ].!::el y t o  b e  i n  t t r e  f u t u r e ,  The ban!:: 
is u n d e r q a i r i g  a p e r i o d  o f  s u b s t a n t i a l  t r a n s f  o r m a t i o n .  

 everth he less, c u r r e n t  i n $  o r m a t i o n  a t  UDE i n d i c a t e s  t h a t  a l l  t h e  
c h a n g e s  and u p g r a d i n g  t h a t  has b e e n  t a k i n g  p l a c e  a t  UDB h a s  n o t  
yet resul ted i n  a n  i m p r o v e m e n t  i n  i o a n  r e c o v e r i e s .  B e c a u s e  of 
grace per iods  v e r y  l i t t l e  of UDE's l o a n s  have any p r i n c i p l e  d u q  
y e t  i n t e r e s t  is t o  b e  p a i d .  I t  w a s  a l r e a d y  m e n t i o n e d  t h a t .  a b o u t  
82% of  1983 i n t e r e s t  i n c a m e  w a s  a c c r u e d ,  n o t  c o l l e c t e d .  I f  o n e  
t a k e s  i n t o  a c c o u n t  t h e  u n c o l l . e c t e d  i n t e r e s t  (Sh 133 m i l l  i o n )  a n  
o t h e r  loans ( n o t  g u a r a n t e e d  b y  GOU) t h i s  p e r c e n t a g e  i n c r e a s e s  t o  
5' (1):; . 
UDB f i n a n c i a l  p e r f o r m a n c e  f o r  t h e  f i r s t  q u a r t e r  1984 a l so  
i n d i c a t e s  p o n r  r e c a v e r i e s .  D u r i n g  t h e  q u a r t e r  UDB e x p e c t e d  l o a n  
r e c a v e r i e s  I p u - i m a r i l y  Srom i n t e r e s t  a n d  d e l i n q u e n t  l o a n s )  of Sh 
33'7 m i l l  i o n .  A c t u a l  r e c o v e r i e s  kece less t h a n  Sh 5 m i  11 i o n .  

The Super-vi  si on a n d  R e c o v e r i  es D e p a r t m e n t  n e e d s  t o  b e  
r , u b s t a n t i a l l y  in tproved b e f o r e  UDE w i l l  b e  a v i a b l e  self- 
s u s t a i n i n g  i n s t i  t u t i n n .  The  s t r - e n y t h e n i  ng  p r o c e s s  is sti f 1 
underway .  I f  UDB c a n  n o t  i m p r o v e  its r e c o v e r y  rate, f u n d s  
c u r r e n t 1  y p l a n n e d  f o r  o n l . e n d i n g  th r -augh  UDR s h a u l  d  b e  c h a n n e l e d  
t h r o u g h  o t h e r  I C I k .  The  P r o j e c t  Agreement  w i t h  GOU s h o u l d  
s p e l l  o u t  c e r t a i n  p e r f o r m a n c e c r i t e r i a  f o r  UDB. F a i l u r e  t o  
m a i n t a i n  t h e s e  p e r f o r m a n c e  s t a n d a r d s  s h o u l d  b e  g r o u n d s  fo r  
s u s p e n d i n g  t h e  f l o w  of AID f u n d s  t o  t h e  UDB u n t i l  p e r f o r m a n c e  is  



back up to the specified level. 

Grindlays Hank (U) L t d .  is a locally incorpavated bank (October, 
t 19691, Grindlays w a s  the f i r s t  bank to upen in Uganda in 1906. 

6rf ndlays was this govwnment  banker f r o m  1913 tmtil the formation 
af the Bank of Uganda in 1966. In 1970 Grindlays operated 18 
branches and 32 sub-branches with representation in all majar 

q towns. Wi th tile mi. 1 i tary government transferring a1 1 government 
and parastatal accuunts to Uganda Commerci a1 Bank, insuf f iciant 
banking business remained ta justify branch operation up-country. 
Grindlays Bank opet-ations have since been reduced ta one banking 

- facility located at 4S.Kampala Road, t:::arnpala (P.0. Box 7151, 
Cable MINERVA). 

Grind1.a-y~ is capitalized at USh 20 million and ownership is 51% 
Grincflays Bank L.imited London and 49% Republic af tJganda. A 
summary af Grindlays financial performance for recent years is as 
f a1 lows: 

Table 1.  Grindlays Performance 1979-83 
( US h t:)(:~:) , 0 00 ) 

T u 7 A L  TOTAL  F'RUFIT CAPITAL 
DA'T'E BEPOS I TS LtiAf*.lS BEFORE TAX RESERVES 

------------------------.--------. 
Source: Grindlays returns to b O U  

Grindl ays Board 0.f Directors (91/10/€32;) 

Mr. G.G. Howard .- ) 
Mr. J.E. Milligan 
Hon. C.H, Clbonyo-Jabwor, M - f ' .  
Hon. G.M. Ssenduala M.P. ,- - 1 
Mr.  C. Kasibayo 
Mr. T. Nkayarwa 
Mi, J-B, Sirnps~n (Secretary) 

h3 
A s  04 June, 1983, 52% of their lending was ta the agricultural 
sector with the following being a futher sub-division of total 
bank ].ending related ta the agricultural sector: 41% marketing, 
9% processing, and 2% prod~tction. Mast of  the lending tc3  
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m a r k e t i n g .  w a s  t n  c o f f e e  c o o p e r a t i v e s  t o  ? i n a n c e  s e a s o n a l  c o f f e e  
p u r c h a s i n g .  - 

n. 

G r i n d l a y s  l e n d i n g  p o l i c y  is based on t h e i r  many y e a r s  of  
- . , . e x p e r i e n c e  i n  'commerrial b a n k i n g  i n  Uganda, R R i s k  A s s e t  
- Management g u i d e  has evolved p r o v i d i n g  Windlays sta9-f w i t h  

. qui-ce for-loan appraisalo .The 96citeria.der Paans is based o n  

", (1) t a r g e t  market, (2) s e e u r i t y  effered,  (31 amount o f  l o a n .  
,. 

L e v e l s  of a u t h o r i t y  are: 
lcurrently being revised upward) - - 

1. Manager (I.::ampala B r a n c h )  USh. 5 m i l l i o n  
2 - C o u n t r y  C r e d i t  Manager USh. 5 m i l l i o n  .-. 3. G e n e r a l  Manager  USh. 50 m i l l i o n  
4. Lmndon D f f i c e  o v e r  U5h. 50 m i l l i o n  

s .  Loan a p p l i c a t i o n s  are made by  t h e  c l i e n t  i n  w r i t t e n  f o r m  
$01 l a w i n g  a n  i n i t i a l  d i s c u s s i o n  w i t h  bank manager .  T h i s  
a p p l  i c a t i o n  is then s c r e e n e d  using t h e  H i  sk A r s e t  Management 

+ gu idb  i n c l u d i n g  the a s s i g n m e n t  a+ a r i s k  g r a d e .  Processing is 
f a i r l y  r a p i d  w i t h  a d e c i s i o n  g e n e r a f l y  w i t h i n  t h r e  months .  
A c c e p t a b l e  c ~ c u r i  t ies  are: 1 1 1  f i x e d  d e p o s i t s ,  (2) rr~tnrtqage,  (3) 

i C- p e r s o n a l  g u a r a n t e e  by  p e r s o n  a c c e p t a b l e  t o  G r i n d l  a y s ,  ( 4 )  
t i - e a s u r y  b i l l  r> arid g o v e r n m e n t  s t a c k  !, ( 5 )  d e b e n t u r e s ,  (6) 

"-. s u r r e n d e r  v a l u e  o f  i n s u r a n c e ,  ( 6 )  a t h e r  a c c e p t a b l e  g u a r a n t e e s .  
i 

Fepayment  p e r i o d s  d e p e n d s  o n  t y p e  of  l o a n  f n r  t h e  m a r k e t  g r c u p s .  
I a i t t  p e r i o d  is c u r r e n t l y  3 y e a r - s  w i t h  g r a c e  p e r i o d  up t o  12 

rC - -- inontPrs. Lcran r e c o v e r y  is b y  bank  o r d e r  f o r  m o n t h l y  f i x e d  or 
v a r i a b l e  r -epaynlents  d e p e n d i n g  upon what  t y p e  of a c t i v i t y  i 5 b e i n g  

-L 
f i n a n c e d .  

- 
EfanC:: of  Uganda c o n s i  d e r e s  G r i  n d l  a y s  p e r f o r m a n c e  on f o a n  r e c o v e r y  
t.0 b~ v e r y  g o a d .  

-C 

-T 

The  manaqer  M r .  David  E d g e r  has e x p r e s s e d  s t r o n g  s u p p o r t  f o r  t h e  

Ir 
proylr.am. tle f e e l s  t h a t .  many o f  h i s  small t o  medium s i z e d  

* cus-lri~rner-s are t h e  k i n d s  04: p e o p l e  USAID h a s  t a r g e t e d  i n  RPE a n d  
t h a t .  t h e y  c o u l d  p t -oduc t i  v e l y  b e n e f i t  f r o r r ~  t h i s  scheme.  

I. 

i, The ? a l l . o w i n g  is a n  o u t l i n e  o f  t h e  progranr  d i s c u 5 s e d  w i t h  
G r i n d l a y s  ( r e f :  Dempsey memo t a  I . C o k e r  d a t e d  21 November 1983) : 

* 
Ilr a. ---- Smrrce _of Fctnds: USAID grant to GUU w h i c h  would o n - l e n d  

t o  G r i n d l a y s  a t  a rate  5uf f  i c i e n t  .to af low G r i n d l a y s  to c o v e r  
cos ts  and m a k e  a f a i r  prodit. G r i n d j a y ' s  r e p a y m e n t  would  be  i n  

a s h i l f i n g s  based on Window I 1  e x c h a n q e  rate p r e v a i l i n q  on t h e  d a y  
o f  d o l l a r  d i s b u r s e m e n t .  T h e  f o r e i g n  e x c h a n q e  componen t  o f  t h e  
l o a n  wocrld come f r o m  LJ'SAIU s o u r c e s ,  bctt t h e  local c u r r e n c y  

c ir~:qcti l P e m e r s t s  woul d  come f r o m  G r i  n d l  a y s  own s o u r c e s .  

b. Terms of Syblggnsk l o a n  r e p a y m e n t  p e r i o d s  w i l l  b e  2-5 
f: y e a r s  d e p e n d i n g  t h e  r e p a y m e n t  c a p a c i t y  of  t h e  p r o j e c t .  Repayment  

terms t o  GOU would  b e  8-1(.) y e a r s .  The p r e v a i l i n g  c o m m e r c i a l  rakes 



w i  11 apply on a1 1  sub-laans. The borrower prov ides c o l l a t e r a l  i n  
-the form of- a  cash depas i t  ( i n t e r e s t  bear ing)  a t  Gr ind lays equal 
t o  60% o f  t h e  f o r e i g n  exchange loan. Gr ind lays would r e q u i r e  GOU 
t o  guarantee t h e  remaining 40%. Gr ind lays would bear t h e  f u l l  
credit r i s k  on the l o c a l  ctlrrency p a r t i o n  of t h e  loan. 

e. &eraisdl 'and Technic& A s s t -  Since Windlays w i l l  be 
l end ing  t b  es tab l ished custamers w i t h  proven t r a c k  records of 
repayment, they f e e l  i t  not  necessary t o  have an exhaust ive 
techn ica l  appra isa l  of each loan. I n  a d d i t i o n  t he re  w i l l  be t h e  
60% c o l l a t e r a l  h e l d  an d e p a s i t .  Gr ind lays  f ee l  t h a t  a  s imple 
standardized appra isa l  would su+f ice.  

d. eroc~re!!ent USAID would make t h e  se rv i ces  o f  a 
procurement ser-vice a v a i l a b l e  t o  he lp  Gr ind lays  w i t h  t h e  purchase 
and moni td r ing  0.f f a re i gn  goods. A l l  d o l l a r  disbursements w i l l  be 
made d i r e c t l y  t o  t he  supp l ie rs .  

Gr ind lays  s t a f f  r e p o r t  t h a t  many of t h i e r  c l i e n t s  a r e  now 
pirovi d ing c o l l a t e r a l  i n  form o f  i n t e r e s t  bear ing  deposits equal 
t.o 100% aC the amounts borrowed. This does n o t  make economic 
sense but  i s  done {accarding t o  Gr ind lays  s t a f f )  to discourage 
demAnds on c l i e n t  funds from the extended extended fami l y .  I n  
eS+ect these borrowers at-e paving 4%ar 5% ( t he  spread between 
depos i ts  artd lend ing  r a t e s )  t.0 torr-ow t h e i r  awn monev. With t h i s  
experience they f e e l  t h a t  they would have no d i f f i c u l t y  ob ta i n i ng  
60% c ~ l  1 a t e r a l  depasi ts. 

A n  i ssue t h a t  r equ i r es  b e t t e r  d e f i n i t i o n  is t h e  amaunt of RPE 
funds t h a t  could be p ruduc t i  ve l  y channeled through Gr ind l  ays. 
The i r  s t a f f  co~-icli.tcted a survey t.0 b e t t e r  quan t i f y  t h e  1iC::elv 
demand land l i k e l y  sec tors )  f o r  HPE funds. The response was 
$aliolrable and i n i t i a l  c l i e n t  ' in terest  was much h igher  than 
a r i g i n a l l  y  an t i c ipa ted .  The management o f  Gr ind lays  f e l l  t h a t  
t h i s  w i l , 3 ,  depend i n  part an h a w  e f f e c t i v e  t h e  procurement 
mechanism proves as Gr ind lays  in tends  t o  use KFE funds t o  
f inance c l i e n t s  of+-share procur-ement needs. 

Anather concern i s  t h e  w i l l i n g n e s s  of GOU t o  approve a program 
w i t h  Gt-indlavs. Several months ago GQU s t r o n g l v  opposed t h r  idea 
o f  us ing t h e  p r i v a t e  commercial banks. Yet, s ince  t h a t  t ime  CEU 
has been dropped from cons idera t ion .  It i s  recognized t h a t  UCE 
cocild, a t  t h i s  mufftent, rus ipons i t l y  absorb l i m i t e d  funds, and UDB 
i s  no t  expected t o  be ab le  t o  absorb more t h a t  t he  amount 
p r a v i s i o n a l l y  set a t  $8.5 m i l l  i o n -  C~mmerc ia l  banks a re  a 
s u i t a b l e  opt ion a v a i l a b l e  t o  channel RPE +unds, and i f  t he  UDB 
pr-aves unable t o  absart, t h e  a m o u n t  of -Funds pr-csvisianaly set  
aside f o r  t he  UDB, then cans ide ra t ion  can be g iven t o  s h i f t i n g  
a d d i t i o n a l  funds to t h e  commercial banks. 

I t  i s  recommended t h a t  USAID shauld take  a very  s t rong  p o s i t i o n  
w i t h  GOU t h a t  would a l l ow  t h e  i n c l u s i o n  09 p r i v a t e  commercial 
banks i n t o  t h e  RPE Program. Genera l ly  speaking t h e i r  i n t e r n a l  
f i n a n c i a l  c u n t r a l s  a re  much b e t t e r  than t h e i r  quasi-governmental 
cuuntet-parts, t h e i r  default r a t e s  are much lower, t h e i r  c l  l e n t  



.I - 
? 

b a s e  is more r e l i a b l @  and  less i n  need  of t e c h n i c a l ,  a s s i t a n c e ,  

. and 'their l e n d i n g  decisions are less subject . ts p c s l i t i c a l  -. 
cansideratians. 

Sub jest  to r e s a l v i n g  some 0 8  the issues mentioned ear4 ier w e  
recmrnmend at least  a pilst project be t r i e d  w i t h  B r i n d l a y s ,  with > 

. f u r t h e r  expaacsim b e i n g  dependent ooSa suecessifer% pilot, The GOU 
may f i n d  i t  more e a s y  t w  a p p r o v e a  " p i l o t "  p r o j e c t  w i t h  a 
commet-ci a1 bank.  

Because  t h e  commerc ia l  banks d o  n o t  h a v e  s i g n i f i c a n t  t e c h n i c a l  
1 sctpport  ~ t a f f s ,  USCSID may wish  ta make st.tch s u p p o r t  a v a i l a b l e  t o  

them on a s e l e c t i v e  b a s i s .  I n  t h i s  way USAID may b e  a b l e  t o  
c h a n n e l  more o f  t h e  RF'E funds i n t o  areas of  h i g h e r  p r i o r i t y  t c s  -, 
USFj ID.  



1 -. The Uganda Commercial Bank (UCB) was established in 1965 by Act I ,  

of Parliament-. UCB was t h e  successor to the Uganda Credit and 
Savings Bank inheriting 9 branches. From its inception the UCB I 

has experienced rapid growth owing in part to government policies 
?ha% directed all government and parastatal institutions to use 
the UCB a5 their banking facility. It is now the daminant 
banking institution in Uganda accounting for a majority of the 
banking business. UCE is owned entirely by the Government of 

1 - iicjctricia. 

UCB head office is located i q  Kampala in the UCB Building. 
Mailing address is P. 0. Box 973, cable address UGACDMEANE. 

UCB o f f f f s  a wide range of banking services to the general 
p ~ l b l i c .  Pi-aviding credit and other banking services to the 
aqricultural sector is a specific objective of UCB. It has also 
engaged small-scal e industri a1 lending and term 1 ending to 
agriculture.- Several. government development funds are 

... administered b y  the bank:: an a managed funds basis. UCEt small- 
scale =ndustry lending program was recently expanded through a $5 
million line of credit from IDA. 

- UCB management responsibi 1 ity is \dested in, a I O  person Board of 
Y Directors. The Chairman of the Board is also the chief aperating 

officer of the bank. There are t w o  General Managers? 
- Administration and Operations, and these positions are cwreiitl y 
- being' covered by Department Heads in the capacity of: acting 

General Managers. 

Table 2. UCB Board of Directors 

M r .  R. H. Kai juka 
Prof. F. Eanugire 
Mr. C.P. Atidwo 
P r a f .  3. Tlukor 
Dr. W,b. Nganwa 
Mrs. I ,  Wanendeya 
M r .  J .  Nulwana 
M r .  A.D. Lubowa 
I-fcn. S.K. Byakika 
M r .  J. Eagabirwa 

& m & t  i on O,~=lr~?n.trian 

Chairman Managi nu Di r . /UCB 
Member Economics Lecturer 

11 Business Lecturer 
14 Physics Lecturer 
.I Dental Surgeon 
I1  Husi nesswoman 
11 Businessman 
I1 Gen. Manager EMCR - 11 Politician 

Secretary Chief Leqal DeptiUCB 



The management and decision making process of UCB is centralized. 
There are eight departments in " the bank; tredi t9 accounts, 
international, audit, administratian, legal, personnel, and 
research/pl anning . There are aver SO branches, but except of 
routine account management decisions9 branch managers have 
limited di seretiwtary autbapity in approving crsdit a w l  iea%i ons. 
They da have responsibi f i t y .  fix supervlsicm and csl lertion. 

Adeqi.racy of security is the most important criteria for lending 
at UCB. The bank uses a1 1 normal forms af security, but prefer 
rriurtgages in ayricultural and industrial loans. Other forms 0.f 
acceptable security are fixed deposits, debentures, and 
acceptable quarantsees by compani'es or government. Once the BOU 
guarantee scheme becomes opera t i  anal and ' if it has an adequate 
level US coverage, UCE would be able to expand their lending to 
viable prnjects previously excluded due to inadequate tangible 
secuu-i ty. 

Laan applications are made on standard forms through t h e  nearest 
branch off ice. Loan applications include the f ol lowing: ( 1 )  
income tax certif icatr, ( 2 )  statement oS liabilities and assets, 
t 3 )  cash f-lnw prujection, (4 )  valt-tati on report. when tangible 
pi?-tipert.:,, is affered for security. The branch manager w i  11 pre- 
screen the applications, add comments and recommendatians, and 
a the application to the Plead off ice credit department for a 
decision an the loan application. T h e  80U has established 
g~-.~idelj.nes to encourage lending to certain priority sections of 
the eccsnnmy. These grridel ines current1 y favor agriculture and 
ir.td~lrst:ry, and UUE tal::es this into consideration when approving 
loans. The Credit department conducts its own analysis of the 
appl ication usual 1 y fallowing a visit to the project site. 

UCB uses several di sbt-trsement methods i ncl udinq overdraf t 
facilities, credit to current account, di t-ect payment to 
suppliers and contractors, and supply o-F actual inputs. UCE 
pt-ef evs to maC::e in-i+::ind disbursements, but this is of ten nat 
practical in many situations. 

Repayments are generally made by bankers order-s w i t h  frequency o.6 
payment (monthly, quarter1 y, or semi-annual 1 based on projected 
caa1-i  flow^;. fill borrowers are required to maintain their 
business banking account with UCE thus enabling the bank the 
opportunity to monitor account activity,. . Loans tend to be short 
to rnedium-term, -not generally o v e r 5  years. floratarium on 
repayment ran be up to 12 months. 

Total. staff of UCB exceeds 2,600, with about 5% being 
pr~fessional banking staff. lJCE{ has its own training school to 
provide special. ized training, opportuni ties for staff up-grading, 
and orientation for new staff. UCB is generally considered to 



be a g o a d  e m p l o y e r ,  a n d  t h e r e f  ore s t a f f  t u r n o v e r  is small. 
P r o m o t i o n  y e n e r a l l y  come f r o m  w i t h i n ,  a n d  a r e v i e w  of c u r r e n t  
o f . F i c e r s  i n  D e p a r t m e n t  Head p o s i t i o n s  i n d i c a t e s  a a v e r a g e  a g e  i n  
t h e  e a r f y f o r t i e s w i t h 2 0 v e a r s s e r v i c e  i n  t h e b a n k .  UCE a l so  
h a s  s e v e r a l  specialists on t h e i r  s t a f f  such as l a w y e r s  a n d  
e n g i n e e r s .  (An- organizati.ma1 chart and bioqraphical i n - F o r m a t i o n  
o f  d e p a r t m e n t  heads is- attached as Appendix 9). 

F i n a n c i a l  P o s i t i o n  

UCB h a s  made a p r o f i t  e v e r y  y e a r  f r o m  1976 t o  p r e s e n t  w i t h  t h e  
e x c e p t  1979 when t h e r e  w e r e  c o n s i d e r a b l e  w a r  re1 a t e d  w r i t e - o f f s .  
The  most r e c e n t  b a l a n c e  s h e e t  ( S e p t e m b e r  1 9 8 2 )  r e p o r t e d  a 
o p e r a t i n g  p r o f i t  b e f o r e  t a x  of  USh. 251 m i l l i o n  f o r  t h e  y e a r .  
T h e r e  was a l s o  r e c o r d e d  a s i g n i f i c a n t  i n c r e a s e  o f  USh 2.48 
b i l l i o n  i n  t h e  c a p i t a l  r e s e r v e  as t h e  r e s u l t  of  r e s t a t i n g  t h e  
va l .ue  o.f bank  p r o p e r t y ,  however ,  t h e  a c t d i t c i r s  qua1 i f  i e d  t h i s  
e n t r y  a s  t h i s  c o u l d  n n t  b e  s u p p o r t e d  by  i n d e p e n d e n t  p r o f  essi o n d l  
v a l  u a t  i on .  

L e n d i n g  h a s  i n c r e a s e d  s i g n i f i c a n t l y  i n  r e c e n t  years. t e n d i n g  up 
t o  1982 g e n e r a l  1 y r a n  50-60% of t o t a l  d e p o s i t s ,  a n d  b e  S e p t e m b e r  
of  I 9 8 2  t h i s  i n c r e a s e d  t o  86%. T h e  amount  t h a t  UCB l e n d s  ta 
a g r i c u l t u r e  h a s  g e n e r a l l y  b e e n  a r o u n d  40% which  is, close t o  t h e  
q i t i d e l i n e  04' 3Si. as e s t a b l i s h e d  by  t h e  EOU. O n l y  a s m a l l  p o r t i o n  
of  t h i s  a g r i c u l t u r a l  l e n d i n g  h a s  b e e n  f o r  p r o d u c t i o n  w i t h  t h e  
m a j o r i t y  going t o  a g r i c u l t u r a l  m a r k e t i n g  a n d  p r o c e s s i o n  ( - f i n a n c e  
. the p u r c h a s e  and p r o c e s s i n g  c o f f e e  a n d  t e a ) .  T h i s  t r e n d  h a s  
c o n t i n u e d  t o  t h e  p r e s e n t ,  a n d  sluw p a y m e n t s  f o r  c o f f e e  e x p o r t s  
5ave c o n t ~ ~ i b u t u d  t o - c u r r e n t  t h e  l i q u i d i t y  p r o b l e m s  f a c i n g  UCB a n d  
o the r  b a n k s .  

The 1982 a u d i t e d  a c c o u n t  s h o w s  n e a r 1  y USh 700 m i  1 1  i o n  a s  b e i n g  
items i n  t r a n s i t  ( f u n d s  f r o m  b r a n c h e s ) .  The p r e v i o ~ r s  y e a r  t h i s  
amount  w a s  even l a r g e r .  The  a u d i t o r s  n o t e d  t h a t  t h i s  amount  h a s  
n o t  b e e n  r e r a n c i l e d  n o r  i n v e s t i g a t e d .  O t h e r  commerci  a1 b a n k s  i n  
Uganda,  except  +at- t h e  C o o p e r a t i v e  Bank,  h a v e  much l o w e r  
p e r c e n t a q e  levels f o r  t r a n s i t  i terns. 

I t  is d i f f i c u l t  t o  e v a l u a t e  t h o  l o a n  p o r t f o l i o  o f  UCB u s i n g  
normal  c r i t e r i a  i n  a s s e s s i n g  arrears b e c a u s e  much o f  t h e  
p o r t f o l . i a  is made up 0.6 s h o r t - t e r m  l o a n s  ( o v e r d r a f t s )  t h a t  are  
r o l l e d  over- w i t h  r e g u l a r i t y .  H p o r t i o n  of  t h e  s h o r t - t e r m  l o a n  
a c c a c t n t  would  b e  more a p p r o p r i  ate1 y c o n s i d e r e d  as medi um-term 

. c r e d i t  a5 many o v ~ r d r a f  t a c c o u n t s  r e m a i n  at relative1 y  c o n s t a n t  

. l  e v e 1  a t h r o u g h o u t  the year. Seasonal rredi t a d v a n c e d  tn f i n a n c e  
crop p u r c h a s e s  a l s o  remains o u t s t a n d i n g  longer t h a n  originally 
p l a n n e d  d u e  t m  d e l a y s  i n  r e m i t t e n c e  b y  cammodi ty  export 
author i t i  es. 

C ~ i r r e r i h  wuthcst-ired s h a r e  c a p i t a l  +or UCB 'is USh 1.5 b i  1 1 i o n .  
P a i d  ~ t p  s h a r e  c a p i t a l  s t a n d s  a t  USh 28(:) m i l l i o n ,  a n d  t h i s  i s  
expect:ed t o  i n c r e a s e  t o  USh 500 m i l l i o n  b y  e n d  o f  1983. F u r t h e r  
i n c r e a s e s  i n  s h a r e  c a p i t a l  w i l l  b e  r e q u i r e d  f o r  UCB a s  c a p i t a l  
base is i n a d e q u a t e  f o r  p r e s e n t  a n d  p r o j e c t e d  o p e r a t i n g  l e v e l s  i f  



the leverage ratio ttatal assets/equity) are t-o be maintained at 
acceptable levels. dncame in 1982. war; nearly 8 times share 
capital and prefit after taxation was slightly more than total 
share capital. 

Growth of: UCB's aperatians, like af i other credit institutions in . 
Uganda, -depend mafnly an development in the economy and on 
external influences especially these related to security. A 5  is 
di f f icul t to accurately forecast thase developments, meaningf U P  
S i~idcrcial projections are difficult to prepare. Projections 
necessarily have to be  highly qualified resulting in documents of 
limited value when assessing the capability of a credit 
institution to effectively manage +unds. If the economy 
continues to improve as current indications suggest, there will 
be increased lending opportunities to viable projects b y  all 
banks. Givwt UCE current share of the market, they are well 
placed to take advantage of RPE funds, especially provi sians 
re1 a t ~ d  to off -shore procurement. 

Consideration of the UCE as an ICf for the RPE project followed 
a request by the EOU that UCB be included. This request came 
during the final stages of preparation of the project paper. 
Ins~rf-ficient-- time remained to campl.ete a +ull ICI assessment for 
UCU. It is recommended that befor-e a final decision is made 
on UCE, a review of the 1982-83 audit report should be completed. 
This documeet is e:.:pected ta be available during the third 
quarter of this year. 

A indication of \JCB capabi 1 ity far small-scale loan management 
can ~ E I  determined from closer e:.:aminatian of their current 
management of the IDA industrial rehabi 1 i tatian credit. Many of 
the f eatur~s of this credit program f o r  industrial rehabi l i tati on 
are similar to those enterprises beinq proposed f o r  
rehabilitation under RPE. A demnnstrated effective system for 
loan appraisal and supervision .for the IDA credit would support 
UCB as an ICI for RPE. 



APPENDIX 1 

UGANDA DEVELOPMENT BANK 

H i s t o r i c a l  P r o f i t  And Loss Statements For Year 

Ended December 3 1  

(U.Shs. m i l l i o n )  
1 s t .Quar t .  Budget 

1980 1978 1979 1983 1981 . 1982 1984 1984 

I n t e r e s t  on Loans 11.518 11.600 6.400 16.567 80 176 112 . 1076 

P r o f i t  Sale Bicycles - - - w 
- 83 - - 

Commission and Comni t tment  Fees 0.131 0,347 2,018 - - - - 
Exchange Gain - . - - - - 13 .% 

Other Incame 0.256 0,300 2.150 1 , 6 5 1  6 12 11 2 -  
Tota l  Income 11*!65 1E1!231 =B~B92, E!*1?6 ======= 86 ===== 271 .s12Z== ,,198Z, 
f XPENDITURES 

1 n t e r e s t  on Borrowings 

S t a f f  Salar ies and Wages 
Other Administrat ive Expenses 

To ta l  Administrat ive Expenses 

Loss on Rmch Rehab i l i t a t ion  

Exchange Loss 

To ta l  Erpenses 

P r o f i t  before Provisions 
I 

Loans find Provisions f o r  losses 

P r o f i t  Provisions 

I Loss Brauqht Forward I Loss Curr ipd Forward 

I r e f :  ADB Report Annex 3.5 I 



ASSETS - 
Current Assets 

Cash end Bank Balances 

T reawry  B i l l s  

' Bicycles Project  Acct. 

Other Current Assets 

Tots1 Current Assets 

Fixed Assets 

P o r t f o l i o ~ o a n s  . . . I I 

Stock 

Other ~ l r a d  Assets 

Totaf Assets 

& i a b l l t t l e s  and Equity 
Current C iab i l  i t i e s  

Bank Overdrafts 

Accaunt6 Payable 

Other Current L i a b i l i t i e s  

Total Current L i a b i l i t i e s  

%-2f 
APPENDIX 2 

H i s t o r i c a l  Balance Sheets as of December 31 
. 

(U.Shs. m i l l i o n )  
i 

PROJECTED 
A A A A B 5 C D 
- 1979 1980 1981 1978 - - - 1982 - 1983 Mar 84 1984 

I 



Long-Term Pebt 

Share Capital  

Accumulated losses 

Capi ta l  Contribution 

Total  Shareholders Worth 

. . 
Total  L f a b i l i t i e s  and Equity 

- 2 -  
PROJECTED 

A A A A B B C D 
1978 '1979 1980 1981 1982 -- 1983 March 8% 1984 - --- 

Debt/Equity Ratio 

current  Ratio 

Averego Gross Assets 

Ref t A - ADB Report Annex 3 .6  
B - Draft 1983 Audit 

C - 1st  Quarter Financial Report 

Q - 1984 Budget 



APPENDIX 3 

SOURCES 

Net  P r o f i t  

P rov is ions  

Cash Generated From Operations 

Increase i n  Share Cap i ta l  

Loan Repayments 

Increase i n  LT Loans 

Rench Stocks D i s t r i b u t i o n  

Other Saurces 

Total  Sources 

APPLICATIONS 

Loans P I  sbursed I , 
Purchase of F ixed Assets 

Repayment o f  Loans 

Increased Stock 
I Increaso i n  Treasury B i l l s  

Otbar App l i ca t ions  

Movement i n  L i q u i d  Funds 

Increase (Decrease) i n  Working Cap i ta l  

Tota l  qppl  i c a t i o n s  

UGANDA DEVELOPMENT BANK 

Ref: A - ADB Report Annex 3.7 
B - D r a f t  1983 A u d i t  
C - 1 s t  Q u a r t e r  F inanc ia l  Report 
p - 1984 Budget 

H i s t o r i c a l  Statements o f  Sources and Appl i c a t i o n  of Funds 
For  Years Ended December 31 

(U.Shs. m i l l i o n )  

A A B 6 C 
1980 1981 ,1982 1983 March 84 

PROJECTED 
D 

1984 

107 



Line o f  Credit  

APPENDIX 4 

1. E.E.C 
2. A.D,$.I. 
3. EEC Uganda Hoes 

4. f.I.OI. 
I. I D 8  Trade Financing (Hima) 

6. 1.0.B. 

7, AD0 111 

STATUS REPORT ON LINES OF CREDIT WITH INDUSTRY DEPARTMENT 

A. LINES OF CREDIT WHERE BOROWER TAKES FOREIGN EXCHANGE RISKS 

Sub-total . . 

Amount o f  
L i n a  o f  Cred i t  
U.S. S M 

1.5 
13.0 

3.5 
7.6 
3.7 . 

6.5 
26.0 

Amount 
Commi t t e d  

a t  31/3/84 

Amount 
Di sbursad 
a t  31/3/84 

Amount 
Cornmi t t e d  but  

Undi sbursed 

Amount 

Uncommitted 

0.05 
0.9 
3.5 

0.85 
" 

6.5 
26.0 

B. LINES OF CREDTT WHERE GOVT. TAKES FOREIGN ECM, RISK 

8. WORLD BANK (IDA) 30.0 4.8 - 4.8 25.2 
9. OPEC 15.0 0,2 0.2 - 14.8. 

i Sub-total 45.Q 5.0 0.2 4.8 - - - - 40.0 - 
fiPANll TOTAL 106.7 28.85 16.4625 12.4375 77.8 





- "AmI'IORS'REPDRTmmF~OEmcEmafE 
FINANCIAL STATBENTS OF UGANDA DBfELOPElENT BANK 
FOR THE YEAR ENDED 31 DECB4BER 1983 

I I 
1. We have audited the financial statements on pages 2 t o  H. h r  audit 

was conducted i n  accordance with generally accepted auditing standards . 

except that  the scope oE our work was limited by the matters referred 
t o  below. 

2. As explained i n  note 5 t o  the accounts, the directors have been unable 

t o  assess acarrately the amount of loans which w i l l  ultimately prove 

irrecoverable. We are, therefore, uuable t o  fcmn an opinion on the 

reasonableness of the provision for loan losses  included i n  the 

f inancial  statements. 

3. Ranch rehabilitation loans receivable have been included i n  the 

balance sheet a t  an amount of 3-1s 420 million, as shown i n  note 8 t o  

t he  atcvmts. lhm was no system of control over the  accounting fo r  

such loans upon k%ich we could re ly  f o r  the purpose of our audit and 

ue were unable t o  obtain confirmation of the l o p  balances from the 

borrowers. We are ,  therefore, unable t o  form an opinion $ether ~ a n c h  

rehabi l i ta t ion loans receivable a r e  f a i r l y  stated. 

& Zn uur opinion: 

f i )  t he  financial statements hatre been prepared on a basis 
. consistent with that  of the preceding year and a re  i n  

agreement with the books of,  account; 
(i i )  subject t o  the adjustments, i f  any, which may ultimately 

prove t o  be necessary t o  the loan loss  provision and t o  the 
amount a t  which ranch rehabilitation loans receivable a r e  

stated, proper books of account have been kept and the 
financial statements. give a true and f a i r  view of the s t a t e  
of financial affairs o f ' t h e  b a d  a t  31. December 1983 and of 

the l o s s  and soume and qqficatio1.1 of funds fo r  the year 

then ended. 



:. - E W A  DrnLORrn. BANK 

Note - 1983 
TIE 

INCDME 
millions millions 

Income from loans 
Income from short term investments . . 
Profit on sale  of bicycles 
Miscellaneous income 

Total income 

Charges on brrrrouings 
lMministratian expenses 
bss on ran& rehabilitation project 
Bchange loss (net)  

Total expenses 

LOSS BEFORE FROVISION FOR UAN USSES 

LOANS WRITTEN OFF 

PROVISION FOR DAN LOSSES 

UES FOR THE YEAR BEFORE -ION 

TAXATION 

LOSS FOR THE YEAR AFTER TAXATION 

LOSS BROUGHT FORhTARD 

LOSS CARRIED FORlVARD 



Note - 1983 
Tfz 

millions , milliis 

i 
.I Fixed assets  

I 

1 loans receivable 
Stock and goods-in-transit 
Debtors and prepayments 
Bicycles project account 
Cash and bank balances 

Total assets  

Liabi l i t i e s  

Bank overdrafts 
b a n s  payable 
Creditors and accruals 

Total l i a b i l i t i e s  

Gpital  and reserves 

Share capital 
Accumulated losses  

Qpita' contribution 

Total capital and reserves 

Total l i a b i l i t i e s ,  capital and reserves 



I -.llGmm~mm 
I 

' I  STATEMENT OF SOURCE AND A P r n e A n O N  OF FUNDS 1 FOR lME YEAR Eh1)EII 31 QECDlBER 1983 

millions millions 
SOURCE OF FUNDS 

Loss f o r  t h e  year before provision f o r  loan losses 
Pdjustn~ent f o r  items not involving the 
movement of funds: 

Depreciation 
N c t  unrealised loss on exchange 

on loans receivable and loans payable 

FUNDS FROM OTHER SOURCES 

Capital  contribution 
loans received 
Loan repayments received 
Net d e a e a s e  i n  treasury b i l l s  

APPLICATION OF FUNDS 

I 
i Loss f o r  the year before provision f o r  loan l osses 

Adjustment for it- not involving the 
laovemcnt of f lmds : 

Depreciation , 

Fixed asse t s  wri t ten off 
Net unrealised loss  on exchange 

on loans receivable and loans payable 

Total absorbed by operations 

OTHER APPLICATIONS 

Loans disbursed 
Airchase of fixed asse t s  
&crease in  stock and goods-in-transit 
Bicycles pro j e t s  account 
Others (net)  

Incrcsse i n  net  l iquid funds 36 6 71 
c==== =a==== I 

1 -- .. --- - - -- - - 



NWES TO THE ACCOUNTS 
FOR THE YEAR ENDED 31 DECBIBER 1983 

1. I NCCRPORAT ION 

?he bank is incorporated i n  Uganda by decree. R e .  Uganda Government 
has  a control l ing  i n t e r e s t  i n  the  )r-k. 

2. SIGNIFICANT AClDUNTING POLICIES 

(a) Pccounting tanvention 

'Ihe accounts a r e  prepared under t h e  h i s to r i ca l  cos t  convention. 

(b) Jncome recognit ion 

Income from loans  is a c u u e d  and credi ted  t o  income i n  t h e  year t o  
which it r e l a t e s  except where loans  a r e  i n  de fau l t  and where payment 
of t h e  i n t e r e s t  is not  guaranteed by t h e  Uganda Government, i n  which 
case no accrual  is made, the income from such loans being taken i n t o  
income when collected.  

(c) Fixed a s s e t s  and depreciation 

, Fixed a s s e t s  are stated a t  c o s t  less depreciation. N p r e c i a t i o n  i s  
h a z e d  on a s t r a i g h t  l i n e  bas i s  from the month following the date  of 
purchase of such a s s e t s  a t  r a t e s  calculated t o  w r i t e  o f f  t h e i r  cos t s  
ove r  theif estimated useful lives. 'Ihe annual r a t e s  used a r e  a s  
f 0llmJS : - 
Leasehold buildings 4% 
&tor  vehic les  2 5% 
hndt\ice, f ixtura d fittings 12.5% 

(dl Stock and goods-in-transi t 

Stock and goods-in-transit  are valued a t  the lcnier of c o s t  and n e t  
r e a l i s a b l e  value. Cost, which is  calcula ted  using the f i r s t - i n  
f i r s t -ou t  bas i s ,  comprises invoice p r i ce  converted, i f  denominated i n  
currencies o the r  than Uganda s h i l l i n g s ,  a t  r a t e s  r u l i n g  a t  the  
balance sheet  da te ,  and a l l  ca r r i age ,  dut ies ,  taxes,  and o the r  
inc identa l  expenses incurred i n  del iver ing the  s tock i n t o  s tore .  For 
l ives tock and suppl ies  f o r  t h e  ranch rehab i l i t a t ion  p ro jec t ,  n e t  
r ea l i sab le  value i s  based on t h e  amount estimated as. chargeable t o  
borrouers on disbursement of t h e  stock t o  them. 

- Ce) R-ovision f o r  loan losses- 

Loans a r e  s t a t e d  n e t  of  a provision f o r  t h a t  proportion of the 
balances considered by t h e  d i r e c t o r s  t o  be irrecoverabl . 



~ I S - T O  THE A C ~  (CONTIMWI 
FOR ?HE YEAR ENDED 31 DECBIBER 1983 

(f)  Qrrency 

I h e  accounts a r e  expressed i n  Uganda shi l l ings .  Assets and 
l i a b i l i t i e s  denominated i n  currencies other than Uganda s h i l l i n g s  a r e  
t r ans la t ed  a t  t h e  r a t e s  ru l ing  a t  t h e  balance sheet  date. 

hreign'currency t ransact ions  which take place during the  year  a r e  
recarded a t  the r a t e  ru l ing on tht t ransact ion date. A l l  exchange 
differences are d e a l t  with in *e @it and l o s s  account. 

As disclosed i n  n o t e  2(d), t h e  invoice p r i ce  of  stock and 
goods-in-transit, if denominated i n  currencies  o t h e r  than Uganda 
shi l l ings ,  is conmrted at rates rui- at ttte balance s h e e t  date. 
h y  a d m g e  diffaeaccs are tfiereforc inchided in the mst of stack 
and g d s - i n - t r a n s i t  s i n c e  i n  t h e  opinion of the d i r e c t o r s  these  
differences a r e  recoverable- 

3. PROFlT ON SALE OF BI C Y C L E  

'his a r i s e s  from t h e  s a l e  of b icycles  acquired 'under a t rade  
financing agreement wi th  t h e  Islamic Developrnen ). Ba?k: It is s t a t ed  
before chalging t h e  exchange l o s s  on the lability t o  Islamic 
Tkvelopment bnk, which l o s s  i s  included under "exchange l o s s  (net )  
i n  t h e  p r o f i t  and l o s s  account. 

I 4. 
UlSS ON RANCH BEHABILITATQN EROJECT 

?his a r i s e s '  from t h e  under-recovery of  c e r t a i n  c o s t s  on disbursement 
of l ives tock and suppl ies  purchased bp t l ~ e  Eank under t h e  ranch 
rehab i l i t a t ion  p ro jec t ,  financed by a l i n e , &  credit extended by t h e  
African kvelopment Eank. 

5. PROVISION FOR LOAN LOSSES 

As a r e s u l t  o f  t h e  unce r t a in t i e s  a r i s i n g  from t h e  cu r ren t  economic 
environment prevail ing w i  t h in  Ikanda , the d i r ec to r s  have been unable 
t o  assess  accurately the  amount of loans which w i l l  u l t imate ly  prove 
irrecoverable. A general  provision of 10% of loans receivable ,  o ther  

, 

than those guaranteed by t h e  Uganda Governn~ent, has  therefore  been 
made. 

In rim of. t h e  los ses  f o r  t h e  year, no l i a b i l i t y  t o  taxat ion w i l l  
arise, and amounts .3id on jxovisional assessments f o r  1980 and 1981 
u e  c a d d e m d  recor erabaa. . 

. No final assessments have bcen issued by the  Inconie Tax a u t h o r i t i e s  
s ince  the inception of the bank i n  1972. 



T , .iJGlw&-wK 
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., hams 'TO TfIE AC03UrmS ( c o r n )  
FOR DIE YEAR ENDED 31 DECEMBER 1983 

7. FIXED ASSEE Leasehold Furniture 
land and Motor fixtures & 
buildin s vehicles fittings + Shs 

Total 
shs Shs 

millions millions millions millions 

i 
I & 1 January 1983 5 19 12 - 36 

Additions 11 22 3 3 

At 31 December 1983 5 30 34 6 9 

At l h a y  1983 - 3 3 6 - Chaqe far the year 5 3 8 

At 31 Bcember 1983 

&t book amount 

At  31-December 1983 5 22 2 8 5 5  
~--------=----------------=====-----~--- 

LOWS R€CE,VRBE 
8. Foreign O~rrency 1983 - 1982 

7 

sls Shs 
millions millions 

Industrial rehabilitation 
'- guaranteed by Uganda Government - Other 

Ranch rehabilitation 420 - 
Local currency 

Less: provision for losses 

k c r u e d  & a g e s  r d v a b l e  - Buu- by (ganba Go- - Other 

Staff  



Credit s a l e s  of bicycles 
Expenditure to be reimbursed by Vganda Cbvtrwnent 

Kaanranve Projec t  
Hater and Ser~erage Project 

.Kuwait Ernd 
Taxation recoverable 
S.~nCrj- debtors and prepayments 

4 1- - 
- .  

B 

I 

i 11. BICYCLES FROJECT A C ~ U P I T  

i 

I 
I 

1 ;  I 
: Tfiis represents funds held  by t h e  Bank of Uganda which can be u t i l i s e d  sole ly  fc: 

the rcpaynent of  the  l i a b i l i t y  due t o  Islamic Ccveloprnent kink uder the treil:. 
financi~lg agreeacut f o r  bicycles. 

' UG$J*iDA D E k m  B4NK 

NOTE3 TO '17E ACdaUhlS (-I-) 
FOR THE YEAR LWED 31 DECBBEZ 1989 

1983 1982 
-91s m 

millions millims 
9. STOGt AND IWDS- IN-'IIWISIT 

Livestock and supplies for ranch rehabilitation project 722 116 
Bicycles held for resale 4 2 3 8 - - 

764 ------ 154 ------ ------- ------ 

local  currency - i n t e r e s t  bearing - non- in teres t  bearing 
Foreign currency - i n t e r e s t  bearing 
Less: Bank suspense accounts 

mil 1 ions p i l l i o n s  

Local currency 3 14 
%reign currency 51 - 

'Ihe foreign currency overdraf t  arises from the  p ~ ~ n t  OF E l e t t e r  of c red i t  which 
was rei!-blnsed, after the p a r  end, by t h e  ?grirxii~ ikveloc~r;~ant h n k .  



NOTES TO THE ACO)UZFIS (COKTINUED) 
FUR '11lE EPJi BTED 31 DECfiIBW 1983 

14. LOANS PAY.4BLE 

AErican Develop~ent Dank 
Industrial r e l~ab i l i t a t i on  /1,187 
Ranch rehabil i t a t i ~ n  , & -  1 , 1,020 

Eusopcan Z a o d c  Commity ,, 283 
Islasic lkvelopsent h n k  . 754 
Uganda Govenlment (local currency) 3 
kclued charges payable 87 

att terns  of the l m s  are as follows:- 
Interest Re pa)~ar l t  
i? P .a. 1 Per S otl 

African Bvelopmnt h k  - h d u s t r i a l  
I - Panc11 

Elropean Eonorni c C0:aaiuni ty ! Isladr: !k r z l  op,sent hnic 
l&and2 Cbvcxment - 

W i t s  dee far purd?ase of f it-cstock and 
supplfes  for ranch rehzbilitation project 

EEC project accm? l: f training fund) 
Other creditors and accruals 



wm,B m 17% ArntRu'iS QxY?mxukB) 
MR THE YEAR ENDED 31 DECIMBIR 1983 

16. SHME CAPITA$ 

I \ ~ I  tiioriscd 

400,000 (1982-400,000) ordinary shfires of 
5hs 5,000 each 

Issued and frilly paid 

106,470 (1982-70,470) ordinary si:ares of 
31s 5,000 each 512 X2 - ---- ----- ---.-- o. ---- - 

?he issucd share capital  was i n c e a s e d  by tile rer;.r;art-ive al loi ' . rrst  0.7 
36,000 ordinary shares of &s 5,OdO each a t  a Eoard ;i!~etiri; held i l i  !bi'c'b 
3.984- 

,Zt I Saniiary - . 
Contributions :.received during the yesr 
Fdiotted a s  share  cap i t a l  

2 i  31 December 1983 there we& ~rnJisb,lrsed 1 osr, ccrn;~it ,:~a;it~ L O  borro?s?r.s 
eqirivalen t t o  31s 5,582 milli~n (1932 - 91s 662 ~ i i i l l i o ~ i ) .  

Undrawn c r e d i t  f a c i l i t i e s  available t o  the  ';art: a t  31 Ikcci~:)er 1Y3; k.31.e a s  
follows: 

1933 
---. 

1 0 8 2  --.- 
bh 5 Si] s 

mil l i cns  E!S 1li011s 

African bvelopment Eqnk 
European Economic Cacir : l~~ni  t y  
Islamic &velopmpnt &ink ( t rade  f insrlcing ) 
hropean hvestmenr Aagk 
k i t ema t io ra l  i k ~ s i o p ~ t  Association 
lhe OPEC &n3 



US.Wi)k DELELORENT B4NK 

ROTE TO THE ACCOUli"6 (CONTI.2:TJED) ' 

FOR THE E A R  ENDED 31 DECBIBW 1983 

At 31 Dccember 1983 the bank had no contingent l i a b i l i t i e s  under guarantees 
given to other banks (1952 - R i l l .  

. 20. FOZIGN CUMUYCY EXCt14h'GE RATES 
1 

?he relevant rates  of exchange ruling a t  the balance sheet date were 
approximately: 

19 83 - 1982 - 
shs shs 

1 . Africau unit of account 
1 hrcpean currency unit  

i 1 till ted States do!.lar 
1 Islamic dinar 



j Mr. A. K. Mawanda General Manager 
Mr. 1. Berring Asst. General Manager - Operations 
Mr. A. W. Kabugo General Manager's Off ice 

Mr- 1, Ssebunya 'I I1 I S  

. 

SECRETARIAT 

2 

.- .. 

Mr. M. M. Kiwanuka Bank Secretary 
Mr. N. J. Dolomoy Deputy Secretary 
Mr. B. Ssebuliba Legal Officer 
Miss Joy Binayisa Legal Officer 
Mr. 0. 0. Olok Principal Legal Officer 

- - Appendl3x 6 

V6AlWA D&tlRWMERT BANK 
LIST OF PROFESSIONAL STAFF. BY DEPKR- AS Rf KPRfe, 1984 

. - 
GENERAL MANAGER'S OFFICE 

NAME - POSITION 

ADMITIISTRATION & PERSONNEL 

Dr. C. K. Tibarokoka Ag . Head/Admini strat ion & Personnel 
Mr. L. K. Rwakaijengye Senior Administrative Officer 
Mrs C. Lubwama Administrative Officer 
Mr. R. K. Ssali Administrative Officer 
Mr. T. Ebong-Ongom Administrative Officer 

M~t.. G. J. M. Ssemwogerere Principal Administrative Officer 

ACCOUNTS 
Mrs S. Bbumba Ag. Chief Accountant 
Mr. J. Odong 
Mr. R. Rukundo 

Deputy Accountant 
Principal Accountant 

Mrs C. Kwoba-Abungu Principal Accountant 



INTERNAL AUDIT 

POSITION 

Mr. F. Kasule 

Mr. S. B. Okeme 
Chief Internal  Auditor 

Principal Internal  Auditor 

Mr. F, J. Kasujja 

Mr. l4. lkgmyi 

Irlr, 0- Lubulwa 

Rr. H. Mutgefu 
Mr. S. Kato-Magambo 

Mr. B. Tomwesigye 
Mr. 0. Ongaria Okonera 

Mr, J. Barahukwa 

Mr. S. Mpagi 

Mr. G. W.  Kijjambu 

M r -  I. Kasiira 

INDUSTRY 

Head of Dept. 

Principal Loans M f  i c e r  

Senior Loans Officer 

Senior loans Officer 

Loans Off i ce r  

Loans Officer 

Loans Officer 

Loans Off i cer  '. 
Senior Loans Officer 

Senior Loans Officer 

Loans Officer - 

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, hkenya 
Mr. M. K i b i r i w  
Rr- If. Kasirya 
Mrs. A. Masifa 
Mrs. H. Nsubuga 
Mr. Bosco Ogwang 
Miss C. Mbabazi 
Mr. J. Oloya 

Mr. M. O r  itum 

LIMSTOCK 

Head of Dept. 

Pri nci pa1 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 Off i cer  
Loans Officer 
Loans Officer 

~ o a n s  Off i cer  

Lna- O f f i r o r  



NAME - 

CROP - 
POSITION 

Mr. A. E. R. Byaruhanga Ag. Head of Bept. 
Dr. D. W. Maloba Prfncipal Loans Officer 
Mr. Kasimagwa ham Officer 
Mrs. Q. Sseckitoleko Loans Officer 
Mr. S. Okello-Dinga Loans Officer 
~ r .  A, Sematiatba ~ o a s  ~ i ' c e r  

- . . 

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 qua1 if ication. 



CONFIDENTIAL 

APPEKDIX 7 UDB Loan Application Fonn F-q 
FORM uDB/l 

W t e r  No ,......... ...- ............ 
File No.., ........ --.-.-- ...... ::... 

LOAN APPLICATION FORM 
\--- /?& 

SECTION I.-PERSONAL PARTICULARS OF APPLICANT@) 

............................................................................................................. 1. Full Names of Applicant(s). 

2 Full Ad& ................................................................................................................................. 
.............................................-.........................................----.--..-..................--................. 

! 
3. Present full-time Employment ............................................................................................................ 

SETION &-PAR- OF BUSINESS 

4. Nsmeof&n;m .--...-.--.---..-.----.-.---...-.---..-.-*------..-- -1--..---... 

5. * .*..--.... ..-.....--................--...........-.-..---..-............................................ 
..-.- -*-..-..-.-..*-...........-. ......................................................................................................... 

6. Date when Business Established ...................................................... R e g i s a t i o n  No. ....................... 
7. Nature of Busbe.%. ......................................................................................................................... 

District I Town or County Street gr Sub-county Block and Plot Ne. 

Tsn& of ~sc..-..-.., -,..... ........ :..- .......................... Expiry Date. ...................................... 
(a) If Factory, Shop, etc., State whether Premises in which the Business is Housed belongs to you. Yes No 
If Yes, State:- 

Cost of Construction/ I Date of Construction/ I REMARKS 
Purchase Price Purchase 

............... Omof-3.- -.--.-..- .------ 
(Block Imcn) 

(ii) Address .................................-..-.-..---......................................................................... 
(iii) Length of Tenancy Agreement ........................................... iry Date .................................... 

11. Form of Ownership (Please rick):- 

(a) So:e Proprietor (b) Partnership (c) Limited Liability Company G 

(d) Statutory Corporation C ( e )  Co-operathe C'ocietylor Upion G 



12. Names of Ownm of the above Busi~nas:- 

Namea of Owners 

14. The person who should be contacted in the event of any query on this application: 

Names. ................................ A. 0. Box.. ...................... ..., TeIeph~ne.~~ ..............a. 
. ....................................... ............................... 14. (a) Bankers E n  ... 

(b) If no bankers, state which Bank you intend to use ............................................. B r a n .  .................. 
15, (a) Total Investment (Complete the following table to indicate your total Investment todate):- 

w 1  TO^ t i x t m e n t  Amount Already Paid Your Contribution Present Book Vdue 

fiii) Address ....................................................................................................................... 

(i) Machinery 

I (ii) Land, 

-ON IIT.4- OF LOAN APfLIEI) FOR 

.............................................................................................................................. 

............................................................................................................................. 
I 

(8 Pnrpose of Loan:- 

(i) Purchase of Business ... ... ... ... 
(ii) Expansion of existing Business ... ... ... ... ... 

. . . . .  
(iii) Establishing new Business ... ... ... ... ... i 
(iv) Other (State) ... ... ... ... ... ... ... 1 

Makeabrief statement specifying the nature and indicating the viability of your project or proposal (if space is 
not enough attach a separate statement). 

I (ii3 ibikhgs -- .... ., .......,,..... ................................................................................................... 
I i 

(iv) Livest& ... ....,.............. ..,... ........................... - ............................................................... I 
! ................................. ........................ ........................... .............................. 

I 
(v) Crop s... 1 .........!.. I 

I (vi) Others ................................................................. .; .................. ............!... ..........-... ............ 
1 I 

TOTAL .............. ; .................. 1 ............................... 1. .......................................................... 

(b) If yon have any Outstanding Liabifnies under (a) State:- 

(i) How much .................................................................................................. : .................. 
(iui To Whom ..... .. ................................................................................................................. 



............................... ........................................................................... - (c) Total Scheme Value: Sha .. 
Amount available for the Scheme from the Applicant:- 

Shs. 

... ... ( i)  Cash in Hand ... ... -- .- ... --.......-...-.-.-..-. 
... .............................. ... ... (3 Cash in Bank. .. ... ... 

... ... .............................. C j i  Overdraft Facilities ... ... -.. 
... .............................. (in) Bank Larm ... **. ... . .  ... ..o 

1s:Are the above Security(ief) fr& of Encrmrbrvurrc (Mmqpgcs)? Yes No 

f f n a * ~ b e l o w : -  

17. Security dlkred to cop.er tha above Loan:- 

............ (i) Name of Mortgagds) ........................................................................-............... .... 

-- 
TYPE OF S E ~  

(e.g. Buildings, Land, 
Insurance policy, 

......................................................................................... (iii) Original Amount of Loan (Sfis.) 

(iv) Present Balance (Shs.) ................................... .... ............................................................ 

Share Certificates) Shs. District I Town/County 1 S 1 Plot ,. 
I 
I I I I 

- 

.......................................................................................................... (v) Arrears, if any (Shs.) 

ESTIMATED 
VALUE 

SECTION IV.--OTHER INFORMATION 

LOCATION 

18. in the case of a business already established, the following infomatinn in respat of this bnsiness'should also b 
supplied :- 

(i) a copy of the Memorandum and Articles of Association, ~ertifickte'of Registration a Lnmrporatian; 
(ii) a copy of current Income Tax Clear= C d W ;  

(iii) a copy of current operating Iicence(s); 
(iv) copies of the latest accounts-Trading, Profit and Loss Accomrtr and BJPrt Skeet; 
(v) copies of bank statements of the latest past six months; 
(vi) a list of title dads, debenturn, loan agreements and coniracts. 

19. Have you in your own name (m that of your wife/husband or any of your & i )  or in the name of a business 
in which you have an herest received a loan from this Bank? If so, give full details below:- 

20. Have you or any of your family members ever before applied for a loan from this bank which was not accepted? 
If so, give particulars and date of application, etc.: 

- 21. Ha=- m y  SubtanW btcmst ad/mr Slxanblding in any other Company or Firm? If so,-give particulars 
below:- 

. . 

I 
-- 

Your Investment 
in Your Position 

Shs. in Business - 
b k n c  of Business 

. ' 

Nature of Business 

- 
....................................................................................................................................................... 
........................................................................................................................................................ 
........................................................................................................................................................ 
....................................................................................................................................................... 



Please Note (1) This form must be duly comp1eM before submission. 

(2) An application fee of Shs. 1,000 k payable when submitting this applicatio~ 

gEmw V,PIECLARATION 

I/Wa HEREBY DECLAR~ &at b tbC beat dmy/our howludge and belief the piwtkuh  ginn in this form are true aDdl 
complete in all respects. 

- 
? . S&mtm ~dp~t,.T--.tt.ttttt..tt.tt.tt ..... Designation: ....,,,tiotiotiotio.tiotio.tio.tiotio... Date .  ......... 

1 

F . n .,--- ,.-,... - ......... 
* :  .., 

~ ~ ~ % ~ ' v s E ' B N L Y  

Management's Recommendation: 

........... Minute No.. .................... ..........( 1) ApprovPtAmount Shs ............................... Interest Rate. % p.a. 

Loan Mod :... .................................... .......o....Months. ..................... 
Period of grace: ............................................ . .~onths: ..................... 
]Repayment Pcriod: ........................................... Months: ..................... 

.............................................................................. 

(2) Funher analysis to include:- 

I3 Special pqoac apPiPtion (q&fy&. ...-........ .,,..- .-..2-2-2-..2--... . 

.-... .......................................................................................... 
............................................................ U Current appraisals (specify) 

................................................................................................ 
!J Profit and Lass Statement for ........................................................ 

............................................................................................... 
Cash flow schedules. .................................-...................... ............ 
...........................................................................*-.................. 

............................................................. Complete Capital Budget.. 

................................................................................................ 
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APPENDIX 8 UDB Loan Offer Form 

UGANDA DEVELOPMENT BANK 

TEk 307416. IPS BUILDING. 
TELEX 6114, 14, OBOTE AVENUE. 
CABLE M V W K .  30- Qhr 3114 

UAwUA 

REF:............ 

Dear Sirs, 

comnonent of.,,............,..,., 

with r e fe rence  t o  your a p p l i c a t i o n  foVr a loan  to d c o d o p /  
r e h a b i l i t a t e  your tanch, you a r e  informed ' t h a t  a l o a n  o f  Un i t s  
of Account (U~)..........,........and a l o c a l  component of 
U.Shs................and o t h e r  amounts still t o  be determined 
as explained below has been c r t endsd  t o  you i n  Bind, s u b j e c t  t o  
t h e  f u l f i l m e n t  of and on t h e  fo l lowing terns and condit ions:-  

1. Loan kmounta : i )  

iii > 
. . .  
Z .  Interest Rates ' : C)  US32 be 1% p.a. v a r i a b l e  a t  

tha i n s t a n c e  of t he  Bank on 
loan i n  Units of Accounts. 

i i )  W i l l  be 16% p.a. v a r i a b l e  a t  
t h e  i n s t a n c e  of t h e  Bank on 
l o a n  i n  Uganda S h i l l i n g s .  

3. Repayment Pe r iod  : The l o a n  is f o r  a  pe r iod  of 9 
yearn  i n c l u d i n g  3 y e a r s  of grace. 
I n t e r e s t  shall be payable dur ing  
t h e  gxace period. 

: W *a. on the p r i n c i p a l  amount 
of a s  lorn d i s b a r s 4  and ozrtatond- " 

ing fa-om ti- %a tiWI First 
eommiasinn is payabXe on rtocwte- 
nee o f  ths l5an offer. 

5 .  ,201nrnitment Fee : 1% p.a, s h a l l  be payable  on t h e  
undisbursed  p o r t i o n  of t h e  l o a n  
which ahall begin t o  accrue  45 
day8 a f t e r  t h e  d a t e  of t h e  loan  o f f e r .  



6. Brchan~e Rate : The exchange rate t c  be applied on 
paymente made t c  t h e  Bank by t h e  
borrower shall .  be t h e  rate ruling on 
the date of ~ u c h  payments. 

9. Bsnef i c i a r y  8 O......lO.OO.......O..........OO. 

< ................................... 

8. PPrpme o f  the loan 
ind rod. of d5sbmVJ.e- 
m+nt t 'Lhe lour shall be disbursed in kind 

and u t i f i s e d  for ranching project .  

The fo l l owing  l i s t e d  c a t t l e  and mater ia ls  
s h a l l  c o n s t i t u t e  p a r t  of t h e  t o t a l  loan 
approved. 



I 

MATi%?IAI REV ARKS 

t 

QUANTITIES 

I 
1 

UNIT? OF ACCOUNT 
(?.A) 

LOCAL COST 
(u.sas) 

UNIT TCTAL 3NIT TOTAL 



9. S e c u r i t y  : %!hat p ~ u  a o r t g e g e  your  luar~ with a l l  
deve3.opm~nts on i t  and p r o v i d e  any o t h e r  
s e c u r 5 t g  me2 deem necessary  t o  cover  t h e  
loen .  

10. Other  C o n d i t i o n s  
t o  be observed  : l! You w i i i  be  r e q u i r e d *  tc; complete  

and s i g n  a l l   document^ r e l a t i n g  
t c  t h e  i tem on s e c u r i t y  before any 
p a r t  of t h e  l o a n  i s  disbursed.  

ii) A l l  correspondence i n  connec t ion  
wi th  t h e  l o a n  must be  made on headed 
o r  p l a i n  p a p e r  a n t h e t i c a t e d  by stamp- 
i n g  with a r u b b e r  stamp o f  t h e  company 
-OT sffiriadhe s e a l  of t h e  company* 

iii) The o f f e r  sha l l  b e  valid far a p e r i o d  
o f  45 days from t h e  d a t e  o f  t h i s  l e t t e r  
of  l o a n  o f f e r .  

i v )  A l l  an imals  s h o u l d  b e  branded with 
r a n c h e r ' s  own brand. 

v) T r a n s p o r t  o f  c a t t l e  and o t h e r  m a t e r i a l s  
t o  your r a n c h  from p o i n t  of d e l i v e r y  
s h a l l  be  your  r e s p o n s i b i l i t y .  

v i )  Tha t  you s h o u l d  keep p r o p e r  r e c o r d s  
and submit t o  t h e  Bank q u a r t e r l y  
r e p o r t s  and a u d i t e d  annua l  ba lance  
s h e e t s  nnd p r o f i t  and l o s s  account .  

v i i )  k r e s o l u t i o n  passed  by t h e  Board o f  
D i r e c t o r s  o f  t h e  company a u t h o r i s i n g  
borrowing o f  t h e  l o a n  be produced t o  
t h e  Bank. 

T h i s  l e t t e r  is s e n t  t o  you i n  d u p l i c a t e  and you should  i n d i c a t e  
your a c c e p t a n c e  o f  t h e  above te rms  and c o n d i t i o n s  by s i g n i n g  and r e t u r n -  
i n g  t o  us  one copy. 

Yours f a i t h f u l l y ,  
UGANDA DEVELOPMENT BANK 

for: SECRETARY - for; GENERAL MANAGER 



C . C .  Chief Accountant; 

II Chief Internal  Auditor; 

" Supervis ion  and Recovery 

" Secretary/Board o f  Directors  

.... We on behalf of M/L,,,,,.,,,.,~..~*-.. -------.,.. 
accept the loan on the terms and condi t iona  outlined' above. 





A N N E X  G 

SOCIAL SOUNDNESS ANALYSIS 

I .  I n t r o d u c t i o n  

The p u r p o s e  o f  t h e  p r o j e c t  5s t o  d e v e l o p  v i a b l e ,  
s e l f - s u s t a i n i n g  s y s t e m s  f o r  t h e  e f f e c t i v e  a b s o r p t i o n  o f  
i n v e s t m e n t  c r e d i t  by a g r i c u l t u r a l  e n t e r p r i s e .    his i s  an  
i n s t i . t u t i . o n  and s y s t e m  b u i l d i n g  p r o j e c t  - f o c u s s e d  on b o t h  
bo r rowing  e n t e r p r i s e s  and l e n d e r s  - w i t h  an emphas is  on t h e  
f o r m e r .  The f o c u s  o f  t h i . s  a n a l y s i s  w i l l  b e  on t h e  two 
principal a r e a s  of p r o j e c t  a c t i v i t y ,  a )  t h e  i n s t i t u t i o n  
b u i l d i n g  e f f o r t  p r i m a r i l y  t h r o u g h  t h e  Uganda Development Bank, 
and b )  t h e  e n t e r p r i s e s  t o  be  f i n a n c e d .  The c o o p e r a t i v e  sys t em 
w i l l  a l s o  be  d i . s c u s s e d ~  b r i - e f l y  a s  t h j . s  wi.11 be  one of t h e  
p r  j -nc ipa l  sub-bor rowing  e n t e r p r i s e  v e h i c l e s .  

I1 The I C I s :  Uganda Development Bank and Commercial Banks 

A .  The Uaanda D e v e l o ~ m e n t  Bank. 

With a  b road  mandate  t o  s e r v e  a  l a r g e  communi.ty of devolopment  
a c t i . v j . t i . e s ,  and a  p r i m a r y  i n t e r e s t  i.n a g r j . c u l t u r a 1  and 
j n d u s t r i a l  e n t e r p r i s e  a c t i v i t i e s ,  t h e  UDB i s  we l l  p l a c e d  t o  - 
s e r v e  a s  t h e  l e a d  I C I  j.n t h e  p r o j e c t .  Tho r e c e n t  e s t a b l i . s h n e n t  
of  t h r e e  f i e l d  o f f i c e s  (Mbara ra ,  M a s i d j ,  and G u l u )  h a s  f u r t h e r  
enhanced  . i t s  u t i . 1 j . t ~  and e x p o s u r e  i n  o t h e r  g e o g r a p h i . ~  a n d  r u r a l  
s e c t o r s .  P r e v i o u s l y ,  UDB had beon lendin'g j n  t h e s e  a r e a s ,  b u t  
t h i s  r e q u i r e d  t h e  f a r m e r s  and owners  o f  e n t e r p r i s e s  t o  p r e s e n t  
l o a n  app l i . ca t i . ons  t o  t h e  UDB head o f f  i .ce j.n Kampala whi.ch 
u n d o u b t e d l y  d i s c o u r a g e d  a  number o f  p o t e n t i a l  c l i e n t s .  

A r e v i e w  of  s t a f f  q u a l i f i c a t i o n s  o f  s e n i o r  and mid6 le  l e v e l  
p e r s o n n e l  i.n t h e  CDB j . nd j ca t e s  t h a t  t h o r e  i s  a  f a i . r l y  hi.gh 
1  eve1  of  fo rma l  e d u c a t i o n  and t e c h n i c a l  qua1  j f i c a t i o n s  i n  t h e  
s p e c i  a1 !.zed a r e a s  of engi-neer j -ng and a g r i c u l t u r e .  What i.s 
l a c k j - n g  t o  some d e g r e e  j.s expe r i - ence  j n  banki-ng,  spec i . f i . c a l1  y  
deve lopment  b a n k i n g .  ( S e e  I n s t i t u t i o n a l  A n a l y s i s  Annex) The re  
a r e  p l a n s  t o  a d d r e s s  t h i s  issue, however ,  t h r o u g h  s u p p o r t  from 
b o t h  t h e  IBRD/UNDP p r o j e c t  and t h j s  one  f o r  t ra j .n i .ng 
a c t i v i t i e s ,  b o t h  i n - c o u n t r y  and o v e r s e a s .  

The U D R ,  however,  t o g e t h e r  w j  t h  o t h e r  p a i a s t a t a l  a r g a n i  z a t j  o n s  
i.n Uganda, must a c c e p t  t h e  f a c t  t h a t  s t a f f  m o r a l e  i s  s u f f e r i n g  
from t h e  v e r y  low wage s c a l e s .  T h i s  h a s  f o r c e d  many s t a f f e r s  
t o  engage  i n  o t h e r  income g e n e r a t i n g  a c t i v i t i e s  i n  o r d e r  t o  
m a i n t a i n  a  b a s i c  s t a n d a r d  of  l i v i n g  i n  an urban  a r e a  l i k e  



Kampala, and h a s  r e s u l t e d  less t h a n  f u l l  time d e d i c a t i o n  t o  
r e spons ib i . 1  j.tj.es w i t h i n  t h e  UDB. The problem i s  r e c o g n i z e d  by 
t h e  Government,  and t h e r e  a r e  p l a n s  t o  a d j u s t  s a l a r i e s  w i t h i n  
t h e  p u b l i c  s e c t o r ,  i n c l u d i n g  p a r a s t a t a l s ,  I n f l a t i o n  r a t e s  have  
a l s o  f a l l e n  d r a s t i c a l l y  i n  t h e  p a s t  t h r e e  y e a r s  ( f rom ove r  100% 
p . a .  t o  a b u t  30% p r e s e n t  r a t e ) ,  and wf th  a  f r e e z e  on new h i r i n g  
i n  t h e  p u b l j c  s e c t o r ,  t h e  government  hopes  t o  r e d u c e  t h e  t o t a l  
c i v i l  s e r v i c e  t h r o u g h  normal a t t r i t i o n .  

A s  c o n d i t i o n s  w i t h i n  t h e  economy c o n t i n u e  t o  improve ,  wages and  
s a l a r i e s  a r e  e x p e c t e d  t o  b e  g r a d u a l l y  i n c r e a s e d ,  h o p e f u l l y  
a f f o r d i n g  t h e  UDB s t a f f  t h e  a b i l i t y  t o  d i m i n i s h  o t h e r  income 
g e n e r a t i n g  a c t i v i t i e s  and d e v o t e  i n c r e a s e d  a t t e n t i o n  tn bank 
p o s i t i o n s .  Making a v a i l a b l e  t e c h n i c a l  a s s i - s t a n c e  under  t h e  RPE 
P r o j e c t  t o  t h e  UDB w i l l  have  a  f u r t h e r  p o s i t i v e  e f f e c t  on s t a f f  
n o r a l e  t h r o u g h  on - the - job  t r a i n i n g ,  t h e  i .n t roduct i .on o f  new 
bank ing  and l o a n  a p p r a i s a l  t e c h n i q u e s ,  and o t h e r  r e l a t e d  
p r o c e d u r e s .  

Formal t r a i n i n g  i s  a n o t h e r  means by which m o r a l e  and 
pe r fo rmance  s t a n d a r d s  can  be  r a i s e d .  I t  i s  a  nonmonet ized 
b e n e f i t  t h a t  c a n  be  e x t e n d e d  t o  a  l a r g e  number of bank- 
employees .  T r a i n i n g  can  p l a y  a  s i g n i f i c a n t  r o l e  i n  m o t i v a t i n g  
p a r t i c i p a t i o n  i n  t h i s  component of  t h e  p r o j e c t .  C a r e  s h o u l d  b e  
t a k e n  t o  d i s t r i b u t e  t r a i n i n g  o p p o r t u n i t j e s  anong a s  mahy UDB 
s t a f f  members a s  p o s s i b l ?  and t o  s e t  c r i t e r i a  f o r  t r a i n i n g  t h a t  
w i l l  reward p e r f o r m a n c e .  

I n  c o m b i n a t i o n ,  t h e  above  f a c t o r s  s h o u l d  c o n t r i b u t e  t o  f u r t h e r  
p r o d u c t i v e  p a r t i c i p a t i o n  and d i m i n i s h e d  s e l f - i n t e r e s t .  Whi le  
t h i s  must b e  a  r a t h e r  gua rded  p r o j e c t i - o n ,  i t  i.s f e l t  t o  b e  
r e a l i s t i c  i n  terms o f  t h e  economic and p o l i t i c a l  upheava l  t h a t  
h a s  b e s e t  Uganda i n  t h e  p a s t  decade .  S o c i a l  mores ,  
p a r t i c u l a r l y  among t h e  u rban  wage and s a l a r y  e a r n i n g  c l a s s e s ,  
have  changed t o  a c c e p t  b e h a v i o r  t h a t  i n  normal times would be  
c o n s i d e r e d  d i s h o n e s t  and r e p r e h e n s i b l e .  The r e - e s t a b l i s h m e n t  
of  a  v a l u e  sys t em more c o m p a t i b l e  w i t h  norms of w e s t e r n  
mora l i . t y ,  which Uganda once  had ,  wi.11 b e  g r a d u a l  and w-ill 
r e q u i r e  more s e c u r i t y  a b o u t  t h e  f u t u r e ,  w i t h  accompanying 
e c o n o m i . ~  and pol  i t i c a l  s t a b i l j - t y ,  t h a t  have y e t  t o  be  -€ul l y  
r e a l  i z e d .  

B .  The Comnercial  banks .  

Commercial banks  i n d i v i d u a l l y  w i l l  p l a y  a  lowor o r d e r  b u t  
i m p o r t a n t  r o l e  i n  RPE P r o j e c t .  While  t h e  e x a c t  number of  banks  
t o  p a r t i c i - p a t e  h a s  y e t  t o  be  e s t a b l  i - shed ,  no s i n g l e  comnerc i a l  
bank is  e x p e c t e d  t o  u t i l i z e  more t h a n  15% of  RPE P r o j e c t  f u n d s .  



Being  i n d e p e n d e n t ,  commercial  o r g a n i z a t i o n s ,  t h e s e  banks  have  
n o t  had p rob lems  t o  t h e  same d e g r e e  t h a t  have  p l agued  t h e  
c o o p e r a t i v e  deve lopment  bank and UDB i n  terms of  s t a f f  m o r a l e  
and i n a d e q u a t e  t r a i n i n g .  Most of t h e s e ' b a n k s  a r e  p a r t  o f  
l a r g e r  i n t e r n a t i o n a l  bank ing  c o n c e r n s  and have  been a b l e  t o  
draw s u p p o r t  f rom p a r e n t  o r g a n i z a t i o n s  o v e r  t h e  p a s t  d e c a d e .  
I t  i s  a n t i c i p a t e d  t h a t  t h e s e  banks  w i l l  b e  a b l e  t o  t ake  on t h e  
a d d i t i o n a l  a c t i v i t y  g e n e r a t e d  by p a r t i c i p a t i o n  i n  RPE w i t h o u t  
h a v i n g  t o  add a d d i t i o n a l  s t a f f  r e s o u r c e s  t h a t  t h e y  a r e  n o t  a b l e  
t o  p r o v i d e  f rom w i t h i n  t h e i r  own o r g a n i z a t i o n s .  

C .  Sp read  E f f e c t s ,  S o c i a l  Consequences  and B e n e f i t  
I n c i d e n c e .  ! 

Improvjng  t h e  bank ing  c a p a b i . l i t y  of t h e  UDB and j .ncreasj .ng 
l e n d i n g  w i l l  e n a b l e  t h e  bank t o  expand s e r v i c e s  t o  a  wider  
c l i e n t e l e ,  UDB i s  one  of  t h e  few bank ing  i n s t i t u t i o n s  c a p a b l e  
o f  l e n d i n g  f o r  medium and l o n g  t e rm i n v e s t m e n t  which i s  
e s s e n t i a l  f o r  r u r a l  deve lopment  t o  t a k e  p l a c e .  The a d d i t i o n a l  
r e s o u r c e  mobil  i z a t i o n  and c a p i t a l i z a t i o n  of  t h e  a g r i c u l t u r a l  
l e n d i n g  program r e s u l t i n g  from p r o j e c t  w i l l  channe l  l a r g e r  sums 
( j .ncludj .ng l o c a l  c u r r e n c y  mobj.1 j-zed from t h e  Bank of Uganda 
t h r o u g h  t h e  proposed  r e d i s c o u n t  f  acj.1 i . t y )  toward  addi. t j .ona1 
p r o d u c t i v e  a c t i v i t i e s  which i.f p r o p e r l y  a p p r a i s e d  and managed 
s h o u l d  r e s u l t  i.n ongoi.ng expansj-on o f  econon5.c a c t i . v i t y  and 
employment genera t j -on . .  UDB s h o u l d  b e  encouraged  t o  j . pc rease  
t h e  number of f i e l d  o f f i c e s  a s  t h e y  b u i l d  up a  c l i e n t  b a s e  i n  
v a r i o u s  r e g i o n a l  c e n t e r s  such  a s  Mbale, S o r o t i ,  Masaka, and 
L i r a .  T h i s  would be  p a r t i c u l a r l y  r e l e v a n t  t o  t h e  p r o j e c t ' s  
c o n t e m p l a t e d  l e n d i n g  f o r  e d i b l e  o i l  p r o c e s s i n g  facj .1 j.ties, 
d a i r y ,  and animal  f e e d  m j . 1 1 ~ .  

A d d i t i o n a l  t r a i n i n g  o f  bank s t a f f  p r o v i d e d  by t h e  p r o j e c t  
s h o u l d  r e s u l t  i n  t h e  d i f f u s j - o n  of new knowledge and t e c h n i q u e s  
t o  make t h e  p r o c e d u r e s  of  t h e  bank more e f f i c i e n t .  S h o r t  t e r m  
t r a i n i n g  c o u r s e s  conduc ted  i.n c o u n t r y  s h o u l d  n o t  be  I  j.mj.ted t o  
UDB s t a f f  o n l y ,  b u t  p a r t i c i p a t i o n  i n  such  c o u r s e s  be  made open 
t o  s t a f f  o f  o t h e r  banks  p a r t i - c i - p a t i n g  j.n t h e  RPE P r o j e c t .  T h i s  
t r a i n i n g ,  coup led  w i t h  t h e  p roposed  r e o r g a n i z a t i o n  of  t h e  
1  i v e s t o c k  and c r o p s  d e p a r t m e n t s  i n t o  a  s i n g 1  e a g r i c u l t u r a l  
u n j t ,  s h o u l d  c o n t r i b u t e  s i . g n i f  i c a n t l y  t o  p o s i t i v e  cha.nges i n  
o r q a n i z a t  i o n a l  b e h a v i o r .  E x p e c t a t i o n s  f o r  pe r fo rmance  s h o u l d  
g r a d u a l l y  be a d j u s t e d  t o  h i g h e r  l e v e l s ,  and new working  
r e l a t i . o n s h i p s  s h o u l d  b e  e s t a b l i s h e d  t h a t  wi.11 ul  t j . m a t e l y  have  a  
p o s i t i v e  e f f e c t  on r e e s t a b l i s h i n g  c o n v e n t i o n a l  s o c i a l  v a l u e s .  
Bank employees  must be  g i v e n  a d e q u a t e  advanced  n o t i c e  and a p p l e  
time t o  a d j u s t  t o  changes  i n  o r g a n i z a t i o n  and p r o c e d u r e s  f o r  . 

b e s t  r e s u l t s .  E x p e r i e n c e  h a s  shown t h a t  s u c h  o r g a n i z a t i o n s  
t e n d  t o  r e s i s t  change  t h a t  i s  i n a d e q u a t e l y  e x p l a i n e d  and 
p r e c i p i t o u s l y  implemented .  



111. The Loan Program 

A .  S o c i o c u l t u r a l  Feas ib i . 1  i t y  

About 90 p e r c e n t  o f  t h e  Ugandan p o p u l a t i o n  l i v e s  i n  t h e  r u r a l  
a r e a s  and engages  i n  f a r m i n g  t o  meet s u b s i s t e n c e  and c a s h  
incoma n e e d s ,  T h e  p r o t e c t o r a t e  government  encouraged  
s m a l l h o l d e r  r a t h e r  t h a n  e s t a t e  a g r i c u l t u r e ,  and  t o d a y  t h e  
reduction o f  e x p o r t  c r o p s  a s  well a s  food  c r o p s  r ema ins  a  

:mall t o  medium farm e n t e r p r i s e .  T h e r e  a r e  r e g i o n a l  I 

d i . f f e r e n c e s  i n  t h e  p r o d u c t i o n  of  c r o p s  f o r  e x p o r t ,  w i t h  c o f f e e  
p r e d o m i n a t i n g  i n  t h e  f e r t i l e  c r e s c e n t ,  c o t t o n  i n  t h e  n o r t h e r n  
and w e s t e r n  b e l t ,  t e a  i n  t h e  h i g h l a n d s  of b o t h  e a s t  ( M t .  E l g o n )  
and west ( F t .  P o r t a l ) ,  and s u g a r  i n  t h e  e a s t  a l o n g  Lakn 
V i c t o r  i.a. 

I n d u s t r y  i.s a l s o  g e o g r a p h i c a l l y  c l u s t e r e d .  By 1970,  a  
s i g n i f i c a n t  amount o f  i n d u s t r i a l i z a t i o n  had occu red  i n  Uganda, 
p r i m a r i l y  aimed a t  a g r o p r o ~ e s s ~ n g  f o r  e x p o r t  o r  impor t  
s u b s t i t u t i o n .  Most of  t h i s  i n d u s t r y  was l o c a t e d  i n  Kampala o r  
J i n j a ,  i n  t h e  Buganda-Busoga a r e a  a round  L a k ~  V i c t o r i a .  A 
p a t t e r n  o f  i n t e r n a l  m i g r a t i o n  had deve loped  w i t h  ( m o s t l y )  men 
from Buganda-Busoga moving t o  t h i s  i n d u s t r i a l  a r e a  t o  e n t e r  t h o  
p r o d u c e r s  on t h e  f a r m s .  Immigrant  l a b o u r  from o t h e r  p a r t s  o f  
Uganda o r  n e i g h b o r i n g  Rwanda and Z a i r e  was t h e n  h i r e d  t o  work 
on t h e  f a rms  p r o d u c i n g  e x p o r t  c r o p s  ( m a i n l y  c o t t o n  and c o f f e e )  
a s  w-11 a s  s u b s i s t e n c e  c r o p s .  T h j s  t r e n d  was most pronounced 
i n  t h e  f e r t i l e  c r e s c e n t  a round  Lake V i c t o r i a ,  b u t  was b e g i n n i n g  
t o  b e  g e n e r a l i z e d  t h r o u g h o u t  Uganda by t h e  e a r l y  1 9 7 0 ' s .  

The Amin p e r i o d  b r o u g h t  a  r e v e r s a l  of  t h i s  t r e n d .  A f t e r  t h e  
expu l  sS on of t h e  non-Uganda ( p r  imar i  1  y  A s i a n )  c i  t i  z e n s  engaged 
i n  i n d u s t r y  and s u b s e q u e n t  t a k e o v e r  by government  o r  l o c a l ,  
po l  i  t i c a l  l y  i n f l u e n t i a l  j n d i v i d u a l s ,  a  t o t a l  d e c l i n e  of 
i n d u s t r y  ensued .  For b o t h  economjc and p o l i t i c a l  r e a s o n s ,  
employees  of i n d u s t r y  r e t u r n e d  t o  t h e i r  f a rms  where t h e y  c o u l d  
grow s u b s i s t e n c e  c r o p s ,  t r a d e  and s u r p l u s  and keep  a  low 
p o l i t i c a l  p r o f i l e .  Accord ing  t o  t h e  1980 p o p u l a t i o n  c e n s u s ,  
J i n j a  had a  n e t  l o s s  of  p o p u l a t i o n  ove r  t h e  p a s t  t e n  y e a r s .  
Kampala h a s  remained r o u g h l y  t h e  s a n e  i n  s i z e ,  w h i l e  some of 
t h e  r u r a l  a r e a s  have  grown a s  a  r e s u l t  o f  t h e  d w i n d l i n g  of 
o f f - f a r m  employment. The impact  h a s  been f e l t  t h r o u g h o u t  t h e  
Ugandan economy and i n t o  t h e  n e i g h b o r i n g  c o u n t r i e s  a s  former  
fa rm l a b o r e r s  have  been r e p a t r i a t e d .  I t  i s  a n t i c i p a t e d  t h e n ,  
t h a t  t h e  r e h a b i l i t a t i o n  o f  p r o d u c t i v e  e n t e r p r i s e s  w i l l  b e n e f i t  
s m a l l  and medium s i z e d  fa rm p r o d u c e r s  v i a  improved p r i c e s  and 
more c o m p e t i t i v e  m a r k e t s ,  p r o v i d e  a d d i t j o n a l  ~ n p l o y m e n t  f o r  t h e  
omerging wage-earning c l a s s  and improve t h e  s u p p l y  a t  



r e a s o n a b l e  p r i c e s  of c e r t a i n  commodi t ies  such  a s  e d i b l e  o i l s ,  
mea t ,  and l i v e s t o c k  p r o d u c t s .  

D i r e c t  p r o j e c t  p a r t i c i p a n t s  w i l l  b e  t h e  owners  and o p e r a t o r s  o f  
t h e  p r o d u c t i v e  e n t e r p r i s e s  t o  b e  r e h a b i l i t a t e d  under  t h e  
p r o j e c t .  The e x a c t  number c a n n o t  b e  s p e c i f i e d ,  b e c a u s e  each  
l o a n  a p p l j . c a t i o n  must  b e  s e p a r a t e l y  c o n s i d e r e d  and approved ,  
b u t  an  i l l u s t r a t i v e  l i s t  and o r d e r  of  magni tude  a r e  a s  f o l l o w s :  

T a b l e  1 - - P r o j e c t  P a r t i c i p a n t s  

A c t i v i t y  
D a i r y  Farms 

No. o f  U n i t s  
2 0  

~ a t c h e r ~ - ~ o u l t r ~  6 
Pouf t r y  Farms 4 0  
P o u l t r y  P r o c e s s i n g  P l a n t  1 
E d i b l e  0i . l  Mills 4  
F e e d m i l l  s-Animal 10 
Mixed Farms 2 0  
F i s h i n g  U n i t s  10 
Undetermined b u t  s u b s t a n t i a l  x x  
number of s m a l l e r  e n t e r -  
'pr  i s e s  (mai.nl y  f i -nanced  
by  t h e  commercial  banks .  P r i v a t e  

Pr  i  v a t e  
P r i v a t e  
C o o p e r a t i v e  
Cooper a t  i v e  
P r i v a t e  
Commerci a1 
P r i v a t e  
P r i v a t e  

Al l  o f  t h e s e  e n t e r p r i s e s  a r e  i n t e n d e d  t o  be  p r o f i t  making 
c o n c e r n s ,  o p e r a t i n g  w j  t h i n  g e n e r a l  1  y a c c e p t e d  b u s i n e s s  
p r a c t i c e s .  A1 though most e n t e r p r i s ~ s  g r e a t 1  y  d e c a p j  t a l  i z e d  
d u r i n g  t h e  Amin y e a r s ,  t h e  l o a n s  o f f e r e d  under  t h e  RPE P r o j e c t ,  
s h o u l d  a l l o w  t h e  a s s i s t ~ d  e n t e r p r i s e s  t o  r e t u r n  t o  f u l l y  
c o m p e t i t i v e  and p r o f  i  t a b l e  s t a t u s .  

Employees of t h e  e n t e r p r i s e s  w i l l  a l s o  p a r t i . c j . p a t e  j n  t h o  
p r o j e c t .  I t  i.s a n t i c i p a t e d  t h a t  t h e  rehabi.1 i t a t i o n  w i l l  a1 low 
a  number of t h e  f i r m s  t o  o p e r a t e  a t  o r  n e a r  f u l l  c a p a c i t y  
i n s t e a d  of a t  t h e  p r e s e n t  low l e v e l s  ( r a n g i n g  from c o m p l e t e l y  
n o n - o p e r a t i o n a l  t o  a b o u t  6 0 %  c a p a c i t y ) .  Most of t h e  employees ,  
i n c l u d i n g  t o p  management a r e  Ugandan c i t i z e n s .  S i n c e  s o  many 
of  t h e  p r e s e n t  e n t e r p r i - s e s  a r e  e i t h e r  n o n - o p e r a t i o n a l  o r  
o p e r a t i n g  a t  a  v e r y  low l e v e l  of  c a p a c i t y ,  t h e  i n f o r m a t i o n  and 
d a t a  r equ i - r ed  t o  a s s e s s  hj.ri.ng p r a c t i . c e s  j.s i . nadequa te ,  b u t  
i n f o r m a t i o n  from o t h e r  s e c t o r s  s u c h  a s  c o f f e e  i n 3 i c a t e  t h a t  men 
and women g e n e r a l l y  r e c e i v e  equa l  pay  f o r  equa l  work. 

Low l a b o r  p r o d u c t i v i t y  a p p e a r s  t o  be a  majok c o n s t r a i n t  t o  a 
r e t u r n  t o  f u l l  i n d u s t r i a l  c a p a c i t y  i n  Uganda. Two r e a s o n s  a r e  
g e n e r a l l y  n o t e d  f o r  t h i s :  ( 1 )  wages a r e  s o  low t h a t  w o r k e r s  
c a n n o t  a f f o r t  t o  d e v o t e  f u l l  t i m e  t o  wage employment and 
s u r v i v e ;  and ( 2 )  food  consumpt ion ,  j n  t e r m s  o f  bo th  t i m i n g  and 



q u a n t i t y ,  i s  i n a d e q u a t e  t o  provi.de s - u f f j . c i e n t  e n e r g y  f o r  a f u l l  
d a y ' s  work. 

Many employees  of  A I D ' S  t a r g e t e d  e n t e r p r i s e s  c o n s i d e r  t h e i r  
wage e a r n i n g s  a s  s u p p l e m e n t a l  i-ncome t o  t h e i r  f a r m i n g  o r  o t h e r  
income-earn ing  o p e r a t i o n s .  Some o f  t h e  employment i .s ,  i n  f a c t ,  
s e a s o n a l  ( e . g . ,  c o t t o n  g i n n i n g ) ,  b u t  o t h e r  year - round  
o p e r a t i o n s  have  d i f f  i . c u l t y  i n  r e c r u i t i n g  l a b o r  b e c a u s e  t h e  work 
i n t e r f e r e s  w i t h  i n d i v i d u a l  p r o d u c t i v e  a c t i v i t i e s  t h a t  a r e  
e q u a l l y  i m p o r t a n t  f o r  economic s u r v i v a l .    his may become an 
i n c r e a s i n g  c o n s t r a i n t  upon t h e  bo r rowing  e n t e r p r i s e s  under  t h e  
p r o j e c t  u n t i l  such  t j . m e  a s  more r ea1 i . s t i . c  wages a r e  a b l e  t o  b e  
p a i d  i n  Uganda. A1 t e r n a t i v e l  y ,  t h e  e n t e r p r i s e s  might  cons i -de r  
a  m u l t i p l e  s h i f t  work p e r m a n e n t l y  on a  p a r t - t i m e  b a s i - s .    his 
l a t t e r  app roach  might  have  a  s l i g h t l y  h i g h e r  management c o s t s ,  
b u t  i . t  would mean a  p o s i t i - v e  impact  on employment w i t h  p e r h a p s  
a  r educed  l e v e l  o f  f r u s t r a t i o n  f o r  t h e  managing s t a f f  of a  
g i v e n  f i r m .  

The q u e s t i o n  o f  low e n e r g y  l e v e l s  may a l s o  need t o  b e  a d d r e s s e d  
by e n t e r p r i s e  management b e f o r e  h i g h e r  l a b o r  p r o d u c t i v j t y  c a n  
bo a s s u r a d .  I n  most  o f  Uganda, t h e  p a t t e r n  of  food consumpt ion  
i s  t o  e a t  v e r y  l i t t l e  d u r i n g  t h e  d a y  and t h a n  t o  consume a  
l a r g o  evon ing  maal . T h a  meal g e n e r a l 1  y  h a s  a  l a r g o  q u a n t i t y  nf 
s t a r c h  such  a s  p l a n t a i n ,  m i l l e t ,  r i c e ,   whit^ p o t a t o o s  o r  
c a s s a v a  a s  t h e  b a s o ,  w i t h  a  l i m i t e d  amount of  m ~ a t  o r  g roundnu t  
s a u c e .  By t h e  midd le  of  t h e  day  w o r k e r s '  e n e r g y  l e v e l  i s  low 
and v a r y  7 i t t l ~  i s  accompl i shed  i n  t h e  a f t e r n o o n  h o u r s .  
Al though t h i s  p a t t e r n  i s  n o t  d e t r i - m e n t a l  t o  on-farm p r o d u c t j o n ,  
i t  h a s  s e r i o u s  i m p l i c a t i o n s  f o r  l a b o r  p r o d u c t j v i t y  i n  
i n d u s t r y .  One a l t e r n a t i v e  would be  t h e  p r o v i s i o n  of  a  midday 
meal f o r  w o r k e r s ,  a s  i s  now done by some m a n u f a c t u r i n g  c o n c o r n s  
i n  Uganda. 

Although t h e  l o a n  component js p r e d o n i n a n t l y  d e s i g n e d  t o  
improve Uganda 's  economic posi . t i .on,  t h e r e  a r e  a  number of  
c o n s i d e r a t i o n s  t h a t  s h o u l d  be  t a k ~ n  i  n t o  a c c o u n t  i n  p r o  j ~ c t  
deve lopment  i n  o r d e r  t o  enhance  s o c i o - c u l t u r a l  a s p e c t s  o f  t h e  
p r o j e c t .  These  a r e  a s  f o l l o w s :  

1 .  I n d u s t r i a l  C o n c e n t r a t i o n :  

C o m p e t i t i v e  i n d u s t r i a l  development  h a s  been shown t o  have  
b e n e f i c i a l  i m p a c t s  on such  t h i n g s  a s  p r i c e s  p a i d  t o  p r i m a r y  
p r o d u c e r s ,  p r i c e s  t o  consumers ,  and management e f f i c i e n c y .  The 
d a i r y  and p o u l t r y  i n d u s t r i e s  a r e  f a i r l y  d i v e r s i f i e d ,  and t h e  
c o n t r o l l e d  p r i c e  i s  g e n e r a l l y  i g n o r e d  i n  t h e  c a s e  of  m i l k .  
Local  demand and marke t  c o n d i t i o n s  d e t e r m i n e  t h e  f a rmer  s e l l i n g  
p r i c e .  P o u l t r y  and animal  f e e d s  a r e  a l s o  e x p e c t e d  t o  be f a i r l y  



c o m p e t i t i v e  w i t h  marke t  c o n d j  t i o n s  e s t a b l  i s h i n g  t h e  w h o l e s a l e  
and r e t a i l  p r i c e s .  I t  i s  o n l y  i n  t h e  e d i b l e  o i l  s e c t o r  t h a t  
some c o n c e r n  is  b e i n g  r a i s e d .  The p r e s e n t  h i g h  government  t a x  
on l o c a l l y  p roduced  o i l  makes it u n a t t r a c t i v e  t o  l o c a l  
consumers  and t h i s  w i l l  b e  a  f a c t o r  i n  i n c r e a s i n g  consumer 
demand f o r  l o c a l l y  produced  e d i b l e  o i l .  T h e r e  w i l l  b e  
a d d i t i o n a l  demand f o r  o i l  s e e d s  o t h e r  t h a n  c o t t o n s e e d  c r e a t e d  
from t h e  i n s t a l l a t i o n  of new and expanded o i l s e e d  e x t r a c t i o n  
f a c i 1 i . t i . e ~ .  A r e d u c t i o n  i n  t h e  t a x  on o i l  would a l l o w  f o r  
h i g h e r  p r i c e s  b e i n g  p a i d  t o  f a r m e r s  and/or  lower  r e t a i l  p r i c e s  
f o r  o i l  w h i l e  a t  t h e  same t i m e  a l l o w  f o r  a r e a s o n a b l e  r e t u r n  on 
t h e  i n v e s t m e n t  i n  t h e  c r u s h i n g  p l a n t ,  

2 .  Employment Impact :  

C l e a r l y ,  g e t t i n g  i n d u s t r y  moving a g a i n  w i l l  h ave  b e n e f i c i a l  
enployment  e f f e c t s .  One of  t h e  c r i t e r i a  by which l o a n s  a r e  t o  
b e  a s s e s s e d  w i l l  b e  t h e  e n t e r p r i s e ' s  a b i l i t y  t o  g e n e r a t e  
omployment. I n  c a s e s  where f a c t o r i e s  a r e  o p e r a t i n g  
c o n s i d e r a b l y  under  capeaci ty ,  t h e  employment e f f e c t  s h o u l d  b e  
s u b s t a n t i a l  , even  g i v e n  t h e  1  abo r  p r o d u c t i v i  t y  c o n c e r n .  Thi s 
may n o t  a lways  b e ,  however ,  i n  new job c r e a t i o n ,  b u t  r a t h e r  i n  
f u l  l e r  employment of  e x j  s t i n g  s t a f f .  

Rehabi.1 i t a t i o n  i.mpl i  e s  r e s t o r a t i . o n  of  p r i o r  c a p a c i t y .  I n  t h o s e  
c a s e s  i n  which a  c o n p l e t e  r e c o n s t r u c t i o n  of t h e  p h y s j c a l  p l a n t  
i s  n e c e s s a r y ,  p r o j e c t  c r i t e r i a  w i l l  r e q u i r e  a  p r e f e r e n c e  f o r  
c a p i t a l - s a v i . n q ,  l a b o r - i . n t o n s i . v . ~  t echno1  ogi .es  fo , r  maximum 
employment i.mpact. Even i n  e x i s t i n g  p l a n t s ,  upg rad ing  need n o t  
imp1 y  c a p i t a l  j n t e n s i - f  j .cati .on.   or example,  t h e  sma l l  
feedmi.1 l s ,  d a i r y  f a r m s ,  and mixed f a rms  w i l l  have  a  r e l a t i v e 1  y 
h i . g h ~ r  i n p u t  of l a b o r  t h a n  l a r g e r  c e n t r a l i . z e d  f a r m s  o r  p l a n t s .  
C e c e n t r a l i - z e d  and s m a l l e r  p l a n t s  wi.11 t a k e  a d v a n t a g e  o f  
l o c a t i o n  and a c c e s s  t o  1  o c a l l  y  produced  raw maker i a l  s ,  t h e r e b y  
r e d u c i n g  t h e  c o s t  o f  m a t e r i a l  t r a n s p o r t .  Thus ,  t h e  l a b o r  
j .n tens j . ty  of i n d u s t r y  can  be  shown t o  coi.nci .de w i t h  a  
c o m p e t i t i v e  f i r m  o p e r a t i n g  on f r e e  marke t  p r i n c i . p l e s  and need 
n o t  b e  s e l e c t e d  i.n o r d e r  t o  i . n c r e a s e  a r t i f  i c i . a l  l  y  t h ~  
employment e f f e c t .  

3 .  F j r m  Management: 

I t  i  s a l m o s t  u n j v e r s a l  l y  a g r e e d  t h a t  l o c a l  management c a p a c i t y  
i n  Uganda i s  low. T h i s  c i r c u m s t a n c e  h a s  i t s  o r i g i n  i n  t h e  
P r o t e c t o r a t e  e r a ,  and was c o n t i n u e d  i n  t h e  pos t - independence  
e r a  w i t h  t h e  domina t ion  of  t r a d e  by  m o s t l y  A s i a n s ,  b o t h  
e x p a t r i a t e s  and c i t i z e n s .  T h e  p r e s e n t  economic s i t u a t i o n  js 
a l s o  a  c o n t r i b u t i n g  f a c t o r ,  a s  many 



e x p e r i e n c e d  Ugandans p r e f e r  t o  remain  o v e r s e a s  where t h e i r  
e a r n i n g  p o t e n t i a l  can  b e  f u l l y  r e a l i z e d .  T h e  p r i v a t e  banks  
l i s t  management c a p a b i l i t y  a s  a  major  c r i t e r i o n  f o r  Pending .  
I n  t h e  p a s t ,  management h a s  been a  s i g n i f i c a n t  p roblem f o r  
c o o p e r a t i v e  e n t e r p r i s e s  s u c h  a s  Wankoko P o u l t r y  C o o p e r a t i v e .  
The p r o j e c t  p r o p o s e s  t e c h n i c a l  a s s i s t a n c e  f o r  bo th  c o o p e r a t i v e  
and  p r i v a t e l y  owned e n t e r p r i s e s  t o  a s s i s t  management. I n  e a c h  
case, i t  i s  p roposed  t h a t  t h e  e n t e r p r i s e  s h a r e  p a r t  of t h e  c o s t .  

I t  is  i n t e n d e d  t h a t  some l o a n s  w i l l  i n c l u d e  f u n d s  f o r  t r a i n i n g  
and t e c h n i c a l  a s s i s t a n c e  t o  i n c r e a s e  and upgrade  t h e  c a d r e  of  
i n d i g e n o u s  managers .  The most l i k e l y  means f o r  a c c o m p l i s h i n g  
t h j . s  goa l  would be  t o  bui . ld  i .nto t h e  l o a n s  s p e c i f i . ~  fundi-ng f o r  
on- the-  job t r a i n i n g  of qua1 i f  i e d  Ugandans. I n  t h o s e  s i t u a t i o n s  
where e x p a t r i a t e  management i s  u s e d ,  t h e  i n d i v i d u a l  p r o  j ~ c t  
s h o u l d  e s t a b l i s h  a  p l a n  f o r  t r a i n i n g  an2  l o c a l  i z i n g  t h e  
management w i t h i n  a  spec j . f i . c  t i m e  f r ame .  Thi.s i.s n o t  an 
u n r e a l  i - s t i c  g o a l ,  g i v e n  t h e  g e n e r a l 1  y  h i g h  l e v e l  of  academic  
t r a i n i n g  found  i n  Uganda, and p r a c t i c a l  on - the - job  t r a i n i n g  
s h o u l d  b e  a b l e  t o  p r o v i d e  t h e  n e c e s s a r y  "hands-onn s k i l l s  
r o q u i  r e d  by s e n i o r  management. Many i n d j v i - d u a l  s simp1 y  l a c k  
t h e  e x p e r i e n c e  o f  management, o r  have  l a c k e d  t h e  o p p o r t u n i t y  t o  
work a s  p a r t  d f  a  c o m p ~ t e n t  management team and l e a r n  f r o n  more 
e x p e r i e n c e d  managers .  The p r o j e c t  w i l l  p r o v i d e  management 
t r a i n i n g  t o  e n t e r p r i s e s  on a  s e l ~ c t e d  b a s i s  a s  we1 1  a s  
c o n s u l t i n g  a s s i s t a n c e  t o  sob-bor rowers  where r p q u i r e d .  

4 . Geograph ic  D i s t r i b u t i o n :  

Uganda h a s  some 40 e t h n i c  g r o u p s ,  w i t h  v e r y  d i s t i n c t  and 
c o h e s i v e  t r i b a l  a f f  i  1  i - a t j o n s  c e n t e r e d  i n  s p e c i  f  j c  r e g i o n s .  
P o l i t j c a l l y ,  e c o n o m i c a l l y  and s o c i a l l y ,  t h e s e  t r i b a l  
d j s t i n c t j o n s  have  caused  s e r i o u s  d i v i s i v e n e s s  among t h e  Cgandan 
p o p u l a t i o n .  U n t i l  t h e  Amin p e r i o d ,  t h e  Buganda-Busoga r e g j  on 
was h e a v i l y  f a v o r e d  i n  j u s t  a b o u t  e v e r y  r e s p e c t  - j ts f a v o r a b l e  
c l i m a t e  and s o i l s  l e d  t o  e a r l y  deve lopment  o f  e x p o r t  c r o p  
p r o d u c t j o n ,  and i n d u s t r i a l  deve lopment  was c e n t e r e d  i n  t h e  
r e g i o n .  Today, t h e  p o l i t i c a l  o p p o s i t j  on t o  t h e  p r e s e n t  
government  js l o c a t e d  i n  t h i s  r e g i o n .  C o f f e e ,  t h e  major  c a s h  
c r o p ,  h a s  been b a d l y  n e g l e c t e d ,  i n d u s t r y  i s  a t  a  v j  r t u a l  
s t a n d s t i l l  and t h e r e  r ema ins  a  f e a r  of  p u n j t i v e  m i l i t a r y  a c t j o n  
o r  common t h e f t  n o t  found  i n  o t h e r  p a r t s  o f  t h e  c o u n t r y .  

I n  a d d i t i o n  t o  r e o p e n i n g  012 pol  i . t i c a l  and economic wounds, t h e  
p r o s p e c t s  of  i n c r e a s i n g  r u r a l - u r b a n  m i g r a t i o n  emerges  w i t h  t h o  
r o h a b i l i t a t j o n  of  i n d u s t r y .  The J j n j a  a r e a  oxppr ipnced  a  n e t  
l o s s  of  p o p u l a t i o n  o v e r  t h e  p a s t  10 y e a r s  a s  t h e  economy 
d e c l i n e d  and wagn e a r n e r s  moved back t o  t h e  r u r a l  a r o a s  and t o  
s u b s i s t e n c e  f a r m i n g .  C i t y  s e r v i c e s  i n  b o t h  K a ~ p a l a  and J j n j a  



have  dec l j . ned ,  w i t h  h o u s i n g  a  p a r t i c u l a r  c o n s t r a i n t .  So a  
r a p i d  buj-Id-up o f  popu la t i . on  i n  t h e  two major  urban  a r e a s  would 
t a x  a l r e a d y  d e b i l i t a t e d  u rban  s e r v i c e s .  

T h e r e  i s  a l s o  a  problem of  t h e  movement o f  raw m a t e r i a l s  and  
f i n i s h e d  goods w i t h i n  t h e  c o u n t r y .  Roads a r e  i n  poor  c o n d i t i o n  
and v e h i - c l e s  i.n s h o r t  s u p p l y  and/or  c o n s t a n t  need of  r e p a i r .  
The c o s t  of  p e t r o l  i s  h i g h ,  and f u e l  ( p a r t i c u l a r l y  d i e s e l )  i s  
n o t  c o n s i s t e n t l y  a v a i l a b l e .  T ~ P  r a i l w a y  is  s h o r t  of  c a r s .  Al l  
o f  t h e s e  f a c t o r s  c o n t r i b u t e  t o  e x t r e m e l y  h i g h  t r a n s p o r t  c o s t s .  

I n - v i e w  of  t h e  t r i b a l ,  m i g r a t i o n  and t r a n s p o r t  c o n c e r n s ,  a  
d e c e n t r a l i z a t i o n  o f  i n d u s t r y  would be  most d e s i r a b l e  and would 
e f f e c t  a  more b road  based  d j . s t r i b u t i o n  o f  t h e  p r o j e c t  b e n e f i t s .  
T h i s  w i l l  d e f j . n j . t s l y  b e  f a c i l j - t a t e d  by  t h e  p r o j e c t .  Such 
p r o j e c t s  a s  s to ragc?  fac i .1  i t j . e s ,  na j -ze  and f e e d  mi.1 I s ,  mi.1 k 
c o o l i n g  c e n t e r s ,  o i l  m i l  1 s  ( p a r t i c u l a r l y  s m a l l ,  c a p i t a l  s a v i n g  
t y p e s  t o  meet l o c a l  n e e d s ) ,  d a i r y  and p o u l t r y  a c t i v i t i e s  
( h a t c h e r y  and p r o d u c t i o n  e s p e c i a l 1  y )  wou1.d a1 1  be  s u i t a b l  e 
c a n d j d a t e s  f o r  geographi .ca1  dj.speresi.on. Thi.s s h o u l d  be f u r t h e r  
d i s c u s s e d  w i t h  t h e  UDB and p a r  tj.cL'patj.ng comnercj .al  banks and 
added t o  t h e  1  j.st of  l o a n  c r i t ~ r  j.a. 

5 .  Black  Market A c t i v i t i e s .  

A c o n s t a n t  c o n c e r n  i n  Uganda i s  t h o  d j v e r s i o n  of  i n p u t s  f o r  
o t h e r - t h a n - i n t e n d e d  u s e s  f o r  p e r s o n a l  g a i n .  Ma endo o r  b l a c k  

+' mark-t  a c t j v j t y ,  h a s  becomo a  way of l i f e  f o r  mos wage o r  
s a l a r y  e a r n e r s ,  due  t o  economjc c o n d i t i o n s  of  t h e  p a s t  10 y e a r s  
( S e e  t h e  FY 1984 CDSS f o r  d e t a i l s ) .  To t h e  e x t e n t  p o s s i b l e ,  
s a f e g u a r d s ,  s u c h  a s  t h o s e  d i s c u s s e d  below, s h o u l d  be b u i l t  i n t o  
t h e  p r o j e c t  t o  a s s u r e  t h a t  t h o  p r o j e c t  i n p u t s  a r e  u t i l i z e d  f o r  
t h e  p u r p o s e s  i n t e n d e d .  

For t h e  p r i v a t e  s e c t o r ,  t h e  n e c e s s i t y  t o  r e p a y  t h e  l o a n  i n  
o r d e r  t o  s t a y  i n  b u s i n e s s  and m a i n t a i n  c r e d i t w o r t h i n e s s  s h o u l d  
i n  i . t s o l f  b e  a  si.gnj.f i c a n t  i - n c e n t i v e  f o r  i .nputs  t o  r e a c h  t h e i . r  
p r o p e r  d e s t i n a t i o n .  Eloreover, t h e  f o r e i g n  exchange  wi.11 n o t  
a c t u a l l y  be a v a i l a b l e  t o  bus i . nes ses  t o  p u t  t o  a l t e r n a t j - v e  u s e s ,  
r a t h e r  equipment  and raw m a t e r i a l  o r d e r s  w i l l  b e  p l a c e d  a g a i n s t  
f o r e f g n  exchange  c r e d i t s ,  t h u s  I  j.mi t i .ng oppor tun j . t i . e s  f o r  
d i v e r s i o n .  F i n a l  l y ,  t h e  c r i t e r i o n  t o  i n v e s t  c o u n t e r p a r t  
r e s o u r c e s  i n  t h e  e n t e r p r i . s e  s h o u l d  be  f a c t o r e d  i n  whenever 
p o s s i b l e  t o  r a i s e  t h e  i n c e n t i v e  t o  m a k e  t h e  e n t e r p r i s e  
p r o f i t a b l e .  

Coopera t i .ve  e n t e r p r  j.ses h a v ~  si.mil a r  j .ncentj .vas t o  p r  j .vate 
e n t e r p r i s e .  Here, t h o u g h ,  s o c i a l  p r e s s u r e  i s  even  s t r o n g e r ,  
e s p e c i . a l 1  y  when t h e  p roposed  a c t i . v i . t i e s  a r e  a t  t h e  pri.mar y  
s o c i e t y  l e v e l ,  f o r  e x a m p l ~ ,  d i s t r i c t  u n i o n s ,  p r i m a r y  s o c i e t y  



board members can influence management decisions via social and 
economic pressure. A high level of participation can be 
engendered by a requirement that each jndividual 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 
capjtal. An jncentjve to protect the jndividual's resource 
investment is thus bui It into project activity, 

This can also operate at a higher level of organization in the 
cooperati-ve movement. For example, the proposed restructuring 
of management for Wankoko Poultry Cooperative would make these 
strictly processing and marketing, rather than production 
entities. Tho proposal calls for conpetant professional 
management to be hired. This management would be overseen by a 
div-rsi fi ed Board of Directors that a1 1 hava an insti tuti onal 
interest in the success of the enterprise, including, perhaps, 
a representative of tho UDB, the Ministry of Animal industries, 
the UCCU (jf they have an equity contribution), the Ministry of 
Cooperativ~s, and, most notable, the poultry producer society 
representatives. This restructuring has other economic 
advantages, but it should provide better control and 
accountabi 1 j ty. Another example at the di strict union level of 
incs~asod particjpation night b~ to condition tho loan on the 
holding of elections and general meetings and the productjon of 
an annual report together with auditad accounts to ensure that 
primary societies are allowed to participate as they are 
supposQ2 to. 

B. Spread Effect, Social Consequences and Benefit Incidence: 

 he r~habilitatjon of agro-industry in Uqanda s>ould result in 
substantial macroeconomic benefit to the country. Incraasod 
foraign oxchangn savings and earnings will benefit virtually 
all producers and consumers. It js likely that those directly 
involved jn the enterprises to be rehabilitated - owners and 
employees - will benefit directly. A secondary benefit flow 
will be directed to small farmer producers, consumers, and to 
cooperatives. Credit will be available at the begjnning of a 
recovory program and provide an opportunity to movo towards 
1 onger term i nvestment and devel opment activi ty. 

I. Benefits Resulting from Loan Criteria. 

Loan criteria specified in the body of the project paper 
i.ncludes several that will i.mprove the di.ffusi.on of immediate 
benefits from agricultural and industrial rehabilitation. The 
criteria with most relevance to spread affect and benefit 
incidence arp discussed below. 



a )  Direct 1 i n k a g e  t o  i n c r e a s e d  a g r i c u l t u r a l  p r o d u c t i o n .  

P r o d u c e r s  o f  p r i m a r y  a g r i c u l t u r a l  p r o d u c t s  s h o u l d  b e n e f i t  v i a  
improved a c c e s s  t o  a g r i c u l t u r a l  i n p u t s  and o u t l e t s  f o r  t h e i r  
p roduce .  A s  v i r t u a l l y  e v e r y  sma l l  f a rmer  i n  Uganda p r o d u c e r s  
a t  l e a s t  once  commodity f o r  c a s h  s a l e ,  t h j s  c r i t e r i o n  s h o u l d  
c a u s e  c o n s i d e r a b l e  d i f f u s i o n  of  p r o j e c t  b e n e f i t s .  

b) P r i v a t e  owner sh ip  o r  marke t  r e s p o n s i v e n e s s .  

These  e n t e r p r i s e s  t e n d  t o  b e  s m a l l e r  s c a l e  ( a s  f o r  example i n  
t h e  c a s e  of f e e d  mj-11s and p o u l t r y  f a r m s )  whi.ch g e n e r a l l y  
imp1 j.es a  more l a b o r  i n t e n s i . v e / a p p r o p r j  a t e  t echno1  ogy  
o r i . e n t a t i o n .  They a l s o  ope rat^ on a  sounde r  f i n a n c i a l  f o o t i - n g  
b e c a u s e  t h e y  m u s t  show a  p r o f i t  t o  surv j .ve ,  whereas  
p a r a s t a t a l s ,  f o r  example,  may r e c e i v e  government  s u b s j d i e s .  
Thus,  m a r k e t - o r i e n t e d  f i r m s  a r e  wi.llj .ng t o  p a y  wages and  
s a l a r i e s  t h a t  w i l l  a t t r a c t  t h e  b e s t  management and l a b o r ,  and 
w j  11 pay  p r i c e s  f o r  raw m a t e r i a l s  t h a t  may exc@eed t h e  GOU 
c o n t r o l  p r j . c e ,  i.f t h e  m a t e r i . a l s  a r e  n ~ e d e d  t o - n a i . n t a i . n  a  
c e r t a i n  l e v e l  of o p e r a t i o n .  I n  g e n e r a l ,  it h a s  been found t h a t  
t h e r e  a r e  g r e a t e r  i n c e n t i . v e s  f o r  eff i c l e n c y  i n  o p e r a t i o n s  j n  
marke t  r e s p o n s i v e  f i - rms a n d ' t h a t  some c o s t s  can  be r educed  and  
h i g h e r  p r o d u c e r  p r i . c e s  can  b e  pai.d whi.1 o  n a i  n t a j  n i  ng t h e  same 
p r 0 f j . t  marg in .  I n  o t h e r  i n s t a n c e s  t h e  mere a b i . 1 j . t ~  of  t h e  
p r i v a t e  f i r m s  t o  pay  c a s h  r a t h e r  t h a n  o p e r a t i n g  on c r e d i t  a s  
t h e  c o o p e r a t i v e s  a r e  o f t e n  f o r c e d  t o  d o ,  a l l o w s  t h e  p r i v a t e  
f i r m s  t o  pay  a  lower  p r i c e  t o  t h e  p r o d u c e r ,  b u t  t h o  p r o d u c e r  a t  
l e a s t  g e t s  p a i d  on d e l i - v e r y .  A I D  s h o u l d  a l s o .  work w i t h  t h e  GOU 
t o  t r y  t o  make t h e  c o o p e r a t i v e s  more c o n p e t i t i v e  on t h i s  i s s u e  
of  c a s h  payment .  The RPE p r o j e c t  p r o v i d e s  y e t  a n o t h e r  form f o r  
d i . s cus s jon .  of t h i . s  c a s h  c o n s t r a i - n t .  

c )  use of  l o c a l  raw m a t e r i a l s  w i t h  few impor t ed  i n p u t s .  

Any p u r c h a s ~  o f  l o c a l  raw m a t e r i a l s  s h o u l d ,  of  c o u r s e ,  b ~ n e f j t  
t h e  m a t e r i a l  p r o d u c e r s  t h r o u g h  t h e  a v a i  l a b i  l j  t y  of  b o t h  a  more 
r e 1  i a b l  e marke t  o u t 1  e t  and v i a  i n c r e a s e d  p ro f  i t s .  

d )  E n t e r p r i s e  p a r t i c i p a t i o n  i n  f i n a n c i n g  of  
r e h a b i l  i  t a t  i o n  

T h i s  i n  i t s o l f  i s  a  p a r t i c i p a t o r y  e l e m e n t  o f  t h e  p r o j e c t .  
Beyond t h a t ,  i n v e s t m e n t s  of r e s o u r c e s  s h o u l d  l e a d  t o  a 
h e i g h t e n e d  i n t e r e s t  i n  e n t e r p r i s e  s u c c a s s  and an j n c e n t i v e  t o  
r e a l j z e  a  r e t u r n  on t h e  i n v e s t m e n t .  T h j s  c o n t r a s t s  w i t h  l i t t l p  
o r  no j n v e s t m ~ n t  t h a t  o f t e n  c h a r a c t e r i z ~ s  p u b l j c  s e c t o r  
e n t e r p r i s e s  where t h e r e  js v e r y  l i t t l e  s e n s e  of  "owner sh ip"  and 
r e s p o n s j b i  l j  t y  f o r  t h o  f j r m ' s  o p e r a t i o n s .  
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e )  Employment g e n e r a t i o n  

I n c r e a s e s  i n  employment,  o r  f u l l e r  employment o f  t h e  e x i s t i n g  
w o r k f o r c e  w i l l  h a v e  immedia te  b e n e f i t s  i n  terms o f  t h e  
financial s t a t u s  of  t h e  worke r s  and t h e i r  h o u s e h o l d s .  I n  t u r n ,  
t h i s  s h o u l d  g e n e r a t e  e f f e c t i v e  demand f o r  farm p r o d u c t s  and 
f i n i s h e d  goods ,  t h u s  h a v i n g  wider  economi-c i m p a c t .  

Use o f  a p p r o p r i a t e  t e c h n o l o g y .  

Thj  s t e n d s  t o  have  a  benef  j c i a l  impac t  on employment 
g e n e r a t i o n ,  a s  human c a p i t a l  js s u b s t i t u t e d  f o r  f i n a n c i a l  
c a p i t a l .  S e c o n d l y ,  p a r t i c u l a r l y  i n  a  r e h a b i l i t a t i o n  o f f o r t ,  
u s e  o f  t h e  a p p r o p r i a t e  s c a l e  of  t e c h n o l o g y  s h o u l d  enhance  t h ~  
f j  nanc i  a1 v i  a b i  1  i t y  of t h e  f  i  rm by  d l  s c o u r a g j  ng o v ~ r a m b i t i  ous  
c a p i t a l  i n v e s t m e n t  aimed a t  m a r k e t s  t h a t  have  n o t  y e t  
m a t e r i a l j z ~ d .  For t h e  b e n e f i c i a r i e s ,  s u s t a j n e d  employment o r  
marke t  o u t l e t s  may b e  more i m p o r t a n t  t h a n  h i g h e r  wages o r  
p r j  c o s  t h a t  f l u c t u a t e .  

2 .  B e n e f i c i a r i e s  . 
B e n ~ f j c i a r i e s  f a l l  jn  f o u r  major g r o u p s  f o r  t h e  l o a n  component:  
owners  and employees  o f  i n d u s t r y ,  c o o p e r a t j  v e s ,  j n d j  v i  dua l  
f a r m e r s  ( p r o d u c e r s )  and consumers .  Al though t h o  c a t o g o r i o s  a r e  
n o t  mutual  l k -  e x c l u s i v e ,  t h e y  a r e  u s e f u l  f o r  d i  s t i n g u i s h i n g  t h e  
t y p ~ s  of b e n e f i t s  l j k ~ l y  t o  a c c r u e  t o  e a c h .  

Owners and employees  of  i n d u s t r y  have  been d i s c u s s e d  above  a t  
some l e n g t h .  The o n l y  a d d i t i o n a l  p o i n t  t o  be  made h e r e  i s  t h a t  
l o a n s  s h o u l d  be  made on t h e  b a s i s  o f  r e a s o n a b l e  r a t h e r  t h a n  
e x o r b i t a n t  p r o j p c t o d  p r o f i t  marg ins ;  and r e c y c l i n g  p r o f i t s  i n t o  
b u s i n e s s  s h o u l d  b e  encouraged  whenever p o s s i b l e .  Tho A I D  
program s h o u l d  have  a d e q u a t e  s a f e g u a r d s  a t t a c h e d  t o  e n s u r e  t h a t  
f u n d s  a r e  n o t  b e i n g  used f o r  u n r e a s o n a b l e  p e r s o n a l  e n r i c h m e n t  
v i a  e x t e n s i v e  p r o f i t  making. A preference s h o u l d  be i n d i c a t e d  
f o r  r e i n v e s t m e n t  of  c a p i t a l  i n  t h e  e n t e r p r i s e .  

The c o o p e r a t i v e  a s  o r g a n i z a t i o n s  a r e  l i k e l y  t o  b e n e f i t  on a  
s e p a r a t e  1  eve1 from t h e i r  i n d i v i d u a l '  membership.  Many of  t h e s e  
oi.1 and  p o u l t r y  p roces s i . ng  f a c j  1  i . t i .es  a r e  owned an6  o p e r a t e d  by 
c o o p e r a t i v e s .  Both p h y s i c a l  p l a n t  and management c a p a c i t y  
s h o u l d  be  enhanced t h r o u g h  h e  l o a n  component.  Cash f l o w  s h o u l d  
improve ,  with c o o p e r a t i v e s  c o n s i s t e n t l y  a b l e  t o  pay  p r o d u c e r s  
immedi-ate1 y  r a t h e r  t h a n  d e l  ayi.ng payment f o r  s e v e r a l  months .  
T h i s  w i l l  r e s u l t  i.n enhanced  f i n a n c i a l  s t ab i . 1  i . ty  w j  t h  f u n d s  
a v a i l a b l e  t o  r e t u r n  t o  members a s  d i v i d e n d s  o r  i n v e s t  jn o t h e r  
a c t i v i t i e s .  



T h e r e  a r e  some p rob lems  w i t h  t h e  p o l i t i c i z a t i o n  o f  c o o p e r a t i v e s  
management, e s p e c i a l l y  a t  t h e  d i s t r i c t  un ion  l e v e l s ,  t h a t  w i l l  
i n t e r f e r e  w i t h  t h e  e f f i c i e n c y  o f  o p e r a t i o n  of  t h e  e n t e r p r i s e .  
S p e c i a l  p r o v i s i o n s  s h o u l d  b e  b u i l t  i n t o  t h e  l o a n  terms f o r  
cooperatives that condition lending on the holding of annual 
m e e t i n g s ,  p r e p a r a t i o n  o f  annua l  a u d i t e d  a c c o u n t s ,  t h e  e l e c t i o n  
o f  r e p r e s e n t a t i v e  Management Commit tees  and ,  p e r h a p s ,  on t h e  
a p p o i n t m e n t  of  one  o r  more members of  t h e  U D B t s  c h o i c e  t o  t h e  
Management Committee f o r  t h e  d u r a t i o n  o f  t h e  l o a n .  T h i s  
i n d i v i d u a l  o r  i n d i v i d u a l s  c o u l d  come from t h e  bank ,  t h e  GOU, o r  
o t h e r  s o u r c e ,  b u t  s h o u l d  b e  a  d i s i n t e r e s t e d  p a r t y  w i t h  no l o c a l  
po l  i . t i c a l  c o n n e c t i o n s .  

Small  fa rm o p e r a t o r s  wi.1 I a l s o  d e r i . v s  a  v a r i ~ t y  of  b e n e f i t s .  
Locally-made a g r i . c u l t u r a 1  i n p u t s ,  such  a s  l i v e s t o c k  f e e d s ,  
s h o u l d  compete we1 1  w i t h  h i g h e r - c o s t  i n p o r  t s ,  and f a r m e r s  
s h o u l d  r e a l i z e  a  s av i -ngs  t h e r e .  Second ly ,  b e t t e r  and more 
r e l i a b l e  m a r k e t s  s h o u l d  b e  a v a i l a b l e  f o r  t h o i r  p r o d u c t i o n ,  
p a r t i c u l a r l y  s u r p l u s  food  c r o p s .  I t  s h o u l d  b e  n o t e d  h e r e  t h a t  
a l t h o u g h  f a r m e r s  a r e  p r i c e - r e s p o n s i v o ,  p r i c e  a l o n e  w i l l  no-? 
d i c t a t e  t h e i r  p r o d u c t i o n  d e c i s i . o n s .  For e x a n p l e ,  i.n r e c e n t  
y e a r s  c o o p e r a t i v e s  have  f a c e d  a  s e r i o u s  p rob lem ' i -n  t h e i r  
abi.1 i . t y  t o  p a y  c a s h  on p u r c h a s e  of  fa rm . c o m n o d i t i e s .  Farmers  
who have  jmmedi.at@ c a s h  needs  nay t u r n  t o  mj .dd l~men who a r e  
wi. l l i .ng t o  pay  c a s h ,  even  though t h e  p r i c e  p e r  un i - t  may b s  
lower  t h a n  t h e  o f f  j.ci.al p r  i .ce.  A1 t e r n a t j - v e l  y ,  i.n 
co t ton -g rowing  a r e a s ,  p r o d u c t i o n  h a s  s imp ly  been h e l d  o f f  t h e  
marke t  i n  some y e a r s  b e c a u s e  of a  l a c k  of  t r u s t  on t h e  p a r t  o f  
t h e  f a r m e r s .  The re  a r e  a l s o  r e p o r t s  t h a t  i n  t h e  co t ton -g rowing  
z o n o s ,  p a r t i c u l a r l y  i n  E a s t e r n  Uganda, f a r m e r s  a r e  a l l o c a t i n g  
r e s o u r c e s  t o  o t h e r  c a s h  c r o p s ,  s u c h  a s  r a i n f e d  r i c e  i n s t e a d  of  
i .nvest i .ng j.n c o t t o n  p r o d u c t i o n .  P e s t j  c i .des  f o r  c o t t o n  a r e  s a i d  
t o  b e  moving p o o r l y ,  wj . th  fow f a r m e r s  w i l l i n g  t o  i n v e s t  
a n y t h i n g  beyond househo ld  l a b o r  i n  c o t t o n  p r o d u c t i o n .  T h e  
i m p l i c a t i - o n s  seem t o  b e  t h a t  even w i t h  s u b s t a n t i a l  r i s e s  i.n 
p r o d u c e r  p r i c e s  over  t h e  p a s t  two y e a r s ,  f a r m e r s  may n o t  b e  
m e e t i n g  t h e i r  c o s t s ,  and o t h e r  c o n m o d i t i e s  a p p e a r  t o  be  n o r n  
p r o f i t a b l ~ .  

One o t h e r  f a c t o r  a£ f e c t j  ng t h e  d i  f f  u s i  on of  b e n e f i  t s  ove r  t h e  
l a r g e  segment  o f  t h e  r u r a l  p roduce r  economy i-s t h e  r o l e  o f  
women. G e n e r a l l y ,  women s u p p l y  a  s u b s t a n t i a l  amount of t h e  
on-farm l a b o r  and p a r t i c i p a t e  i n  d e c i s i o n s  a b o u t  t h e  f a r m i n g  
e n t e r p r i s e .  They marke t  food c r o p  s u r p l u s e s ,  and o c c a s i o n a l  
c a s h  c r o p s ,  b u t  m a r k e t i n g  and p u r c h a s e  and t h e  u s e  of  i n p u t s  
r e q u i r i n g  c a s h  f a l l  g e n e r a l l y  two t h e  male  househo ld  members. 



A p r o j e c t  s u c h  a s  RPE may have  a  h i g h l y  d i f f e r e n t i a t e d  impac t  
on househo ld  members.' Two means o f  address i .ng  t h i s  c o n c e r n  
a r e :  ( 1 )  a l l o w  women t o  become i n d i v i d u a l  c o o p e r a t i v e  members 
r a t h e r  t h a n  h a v i n g  o n l y  one  membership p e r  h o u s e h o l d ,  and ( 2 )  
bu i . ld  i n t o  t h e  ind i .v idua1  l o a n  f e a s i . b i l i . t y  s t u d i e s  a  
r e q u i r e m e n t  t o  a s s e s s  t h e  impact  of  t h e  l o a n  on l o c a l  househo ld  
economics .  A s t u d y  h a s  been b u i l t  i n t o  t h e  p r o j e c t  a s  p a r t  o f  
t h e  Data  Management Component t o  i d e n t i f y  women p a r t i c i p a n t s  
and benef i . c i . a r j . es  o f  t h e  e n t e r p r i s e  rehabi.1 i t a t i . o n  e f f o r t .  I t  
s h o u l d  i d e n t i f y  how t h e  g r o u p s  a r e  e x p e c t e d  t o  p a r t i c i p a t e  
and/or  b e n e f i t  and i d e n t i f y  a n y  o b s t a c l e s  o r  c o n s t r a i n t s  t o  
p a r t i . c i p a t i . o n  and t o  r e c e i p t  of  b e n e f i t s  ( e . g . ,  t h e  p rob lems  o f  
d e l a y e d  payments o f  c a s h  t o  f a r m e r s ) .  

F i n a l l y ,  a l t h o u g h  t h e  o t h e r  c a t e g o r i e s  of b e n e f j c i a r i e s  i n c l u d o  
consumers ,  i t  i s  i m p o r t a n t  t o  view t h o  l o a n s  from t h o  
consumpt ion  s i d e .  Reduced c o s t  t o  consumers  s h o u l d  b e  a  goa l  
of  t h e  o v e r a l l  program and a p p l i e d  t o  i n d i v i d u a l  l o a n  a p p r o v a l  
p r o c e s s e s  when a p p l i c a b l e .  Not o n l y  w i l l  fa rm j n p u t s  j n c r e a s e  
i n  a v a i l a b i l i t y  and d ~ c r o a s e  i n  c o s t  t h r o u g h  impor t  
s u b s t i t u t j o n ,  b u t  consumers  of c e r t a i n  food  p r o d u c t s ,  such  a s  
e d i b l e  o i l s ,  d a i r y  proi!ucts ,  and p o u l t r y  s h o u l d  r o a l i z e  a  
benef  j t jn  g r e a t e r  a v a i  l a b i l  j t y .  With more enployment ,  t h e r ~  
may a l s o  be  g r e a t e r  a b i l i t y  t o  pay  f o r  s u c h  c o n m o d j t i e s .  
U l t i m a t e l y ,  a  b e n e f i c i a l  impac t  on n u t r j  t i o n  i s  a n t i c j p a t e d .  

Due t o  t h e  f a c t  t h a t  i n d i v i d u a l  l o a n s  p r o p o s a l s  c a n n o t  b e  
rev iewed a t  t h i s  s t a g e  of  p r o j e c t  d e s i g n ,  t h e  above  d i s c u s s i o n  
o f  s p r e a d  e f f e c t  and b e n e f i t  i n c i d e n c e  h a s  been n e c e s s a r i l y  
g e n e r a l .  

I V .  C o o p e r a t i v e  Economj c  A c t j  v i t y  

Because  of t h ~  j:mportance of t h e  c o o p e r a t i v e  movement i n  Uganda 
i n  t h e  p a s t ,  and t h e  l i k e l y  par t i .c i .pat i .on of  a  number of  t h e  
c o o p e r a t j v e s  i.n t h e  RPE P r o j e c t ,  a  d e s c r i p t i o n  of t h e  g e n e r a l  
c o o p e r a t i v e  s t r u c t u r e  c o u l d  p r o v e  u s e f u l  t o  unde r s t and i -ng  how 
t h e  c o o p e r a t i . v ~ s  w j l l  n o t  o n l y  b e n e f i t  f rom t h e  RPE ~ r o j e c t ,  
b u t  a l s o  t h e  i m p o r t a n c e  o f  t h i s  mov~men t  i n  p r o v i d i n g  t h e  
v e h i c l e  f o r  sma l l  f a rmer  p a r t i c i p a t i o n  i n  m a r k e t i n g  of food and 
cash c r o p s  and b e n e f i . t s  from v a l u e  added th rough  c r o p  
p r o c e s s i n g .  I t  i s  a n t i c i p a t e d  t h a t  up t o  6 5 %  of  t h e  R P E  f u n d s  
w i l l  b e  used f o r  b o t h  r e h a b i l i t a t i o n  and e x p a n s i o n  of  
c o o p e r a t i . v e  a g r i c u l t u r a l  a c t i . v i t i . e s  d u r i n g  t h e  I  j .fe of  t h e  
p r o j e c t .  

Tho Uganda coop era ti.^^ Movem~nt  i s  a  pyrami.da1 s t r u c t u r e  based  
on ove r  3,000 p r i m a r y  s o c i e t i e s  w i t h  an e s t i m a t e d  membership of  
one  n i l l i o n  h o u s e h o l d s .  The p r i m a r y  s o c j e t i e s  a r e  



C if- 

p r ~ d o m i n a n t l y  o r g a n i z a t i o n s  f o r  m a r k e t i n g  fa rm p r o d u c e .    hay 
a r e  v e r y  l o c a l i z e d  e n t i t i e s ,  managed by  commi t t ee s  e l e c t e d  by 
t h e  membership.  The d i s t r i c t  c o o p e r a t i v e  u n i o n s  a r e  a t  t h e  
n e x t  l e v e l  of  t h e  s t r u c t u r e .  T h e r e  a r e  33  d i s t r i c t  uni.ons, 
e a c h  of  which is composed o f  the p r i m a r y  soc i - e t i . e s  i n  t h e  
d i s t r i c t .  The p r i m a r y  s o c i e t i e s  have  r e p r e s e n t a t i o n  on t h e  
Pol  i c y  Comrni.ttees of  t h e  D i s t r i c t  Unions.  T h e r e  a r e  s i x  
n a t i o n a l  c o o p e r a t i v e  o r g a n i z a t i o n s  a t  t h e  n e x t  l e v e l  o f  t h e  
s t r u c t u r e ,  which s e r v e  s p e c i a l i z e d  f u n c t i o n s  of bank ing ,  
p rocu remen t ,  t r a n s p o r t a t i o n  and i n s u r a n c e .  I n  a l l  t h e s e  a r e a s  
t h e  c o o p e r a t i v e  u n i o n s / s o c i e t j e s  a r e  f r e e  t o  use s e r v i c e s  
p r o v i d e d  b y  o t h e r  commercial  o r g a n i . z a t i o n s ,  and h i s t o r i c a l l y  
t h e  commercial  banks  have  p l a y ~ d  an  i m p o r t a n t  r o l e  i n  p r o v i d i n g  
banki  ng s e r v i  c e s  . 
Tho C o o p e r a t i v e  Bank of  Uganda was o r i g i n a l  I  y i - d e n t j  f i  ed dur  i.ng 
t h e  p r o j e c t  i d e n t i f i c a t i o n  s t a g e  a s  t h e  main I C I ,  Subsequen t  
r e v i e w s  o f  t h e  bank r e v e a l e d  a  number o f  s e r i o u s  s h o r t c o m i n g s  
and c o n s t r a i n t s  t h a t  would have  been i m p o s s i b l e  f o r  t h e  p r o j e c t  
t o  d e a l  w i t h ,  however .  

'3 

Note:  T h i s  S o c i a l  Soundness  A d a l y s i s  was baspd on t h o  o r i g i n a l  - 
d r a f t  w r i t t e n  b y  J .  A t h e r t o n  f o r  t h o  RPE P r o j e c t  a t  a  time when 
t h e  pri .ncj .pa1 I C I  f o r  t h e  p r o j e c t  was t o  be t h e  Cooperative 
Development Bank ( C D B ) .  S u b s e q u e n t l y ,  t h e  t a r g e t  e n t e r p r i s e  n i x  
of  t h e  p r o  j ~ c t  1  i k e w i s e  evo lved  t o  a  d e g r e e  f rom t h e  o r i . g i n a 1 ,  
heavi .1  y  e x p o r t  o r  i e n t e d ,  somewhat h i g h e r  e c o n o m i . ~  1  eve1 g r o u p .  
T h e  g r e a t e r  benef  i .ci .ary p o p u l a t i o n ,  however ,  r ema ins  f a i  r l  y  
s i m i l a r  t o  t h e  o r i g i n a l .  a l t h o u g h ,  t h e r e  is  now a  g r e a t e r  
emphas is  on d i r e c t  a g r i c u l t u r a l  p r o d u c t i o n  r a t h ~ r  t h a n  
p r  !.mar i.1 y  ag ro - i -ndus t r  i a l  c a s h  o x p o r t  c r o p  p r o c e s s i n g  a s  was 
i n i . t i a l  l y  p r o p o s e d .  If  a n y t h i n g ,  t h e  s o c i . a l  soundness  of  t h e  
p r o j e c t  would a p p e a r  t o  have  improved under  t h e  new d e s i g n .  
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Director, 
United States Agency for 
I n t e r n a t i o n a l  Development 
Kampa 1 a. 

Your Excellency, 

Re: AppUcatian for Financial. Assistance 
for Agricultural Sector 

I wish to refer to varions discussions you and your 
havz fteen holding urith Uganda l3wel.Ppment Bank and 

the Ministry of Agriculture regaxding financial assistance for 
me, 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 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 agricultural sub-sectors: 

- Agro-Based Industries - Crop Production - Dairy Fanning - 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 dui-ill9 

the recent Consultative Group Meeting on Uganda held in Paris 
.and for the continued encouraggment and asnistanee in our 
Recwery Pr-. 

Accep$, Y o u  Excellency, the wnmnces of my 
highest cons-on, 



BANK OF UGANDA 

Mr. I r v i n  D. Coker, & 

37/43 W A 4 J . A  ROAD, 

P. 0. Bag 7120, 

3 u B n a L A  

t - - 
Hiss ion  D i r e c t o r ,  

I United S t a t e s  o r  America Agency f o r  
I n t e r n a t i o n a l  Devdpwent (USAID), 

P.0, BOX 7007, 
i Kw- 

1 6 t h  February, 1984. 

Thank you f o r  your l e t t e r  of  6 t h  fahruary, 1984 follonr- 
ing the d i s c u s s i o n s  h d d  at Grindlaya Bank (u) L t d ,  Kampala, 
on 23rd January between your r e p r e s e n t a t i v e  and t h e  Grindlays 
Bank. 

The sugges t ion  to i n c l u d e  private cbmmsrcial banks qs 
intermedia* -0- 

. . ih your proposed R e h a b i l i t a t i o n  
of Prnduc t ive  E n t e r p r i s e s  (RPE) project is accep tab l e  t o  us. As 
r e g a r d s  ttzs psaposal to i n s t i t u t e  a A  
s fd l  mtpa rs ,  I have to advise t h a t  t h e  Bank of  Uclpnd~ hps 
accepted  it i n  p r i n c i p l e ,  A s  you t u i l l  appr&ia te ,  the Bank m i l l  
have t o  e s t a b l i s h  a s p e c i a l  Fund be fo re  it could  go ahead wi th  
t h e  implementation o f  t h e  scheme. I understand t h a t  ad; t h e  meet- 
i n g  h e l d  on 23rd January a t  t h e  Gr indlays  Bank, tha ques t i on  of 
USAID extending  a s s i s t a n c e  t o  t h e  Bank of' Uganda f o r  bu i ld ing  7 
t h e  Fund was r a i s ed .  I hope t h a t  t h e  m a t t e r  is  engaging your 
a t t e n t i o n .  We would a p p r e c i a t e  any a s s i s t a n c e  from USAID t o  

--- supplement our effmts i n  t h i s  d i r ec t i on .  

~ ~ e ,  I have a d v i 6  +ha Directol: oP the %an!& 
Development finance Department t o  attend ttre m ~ + & i n q  m h m  it 
is convened by you. 

Yours s incwra ly ,  



Mr. Winston H. McPhie 
Project: Design Off icer  
United States Agency for 
I n t e r n a t i o n a l  Development 

Y t 2  /A X,C+&8*8d 4 - .%;*6.:h. 
G.V. Ramamurthy, Direc tor ,  

%IK OF EAmZ(I - mFERIE?TCE In HA??DIZ??G EE!2XLU AID 

The 9& of Ugmda hns  been involved c l o s e l y  mith both World Emk I.D.X. 

Recomtruc t ion  W i t s  t o  Ugande. X~st of  t h e  t e c h n i c a l   nor^^ i3 p m  

c e s s i n ~  t h e  c re f i i t s  is  handled by t h e  E x t e d  Debt b'znzgenect Off ice 

(E.D.I?. O. ) of t h e  EL*. 

The Lid Co-ordination U n i t  i n  E.D.BI.0. works c l o s e l y  with Aid Co-ordinction 

both i n  t h e  I'irLstr3. of F i r m c e  and t h e  !tlinistqy F l ~ n i n ; ;  and Z c o n o ~ c  

D e v e l ~ ~ 7 e r t -  The D e p J ~ e r t  keeps f u l l  records of a13 t h e  L e t t e r s  of Credi t  

opened by importers. It i l s o  l i s i s e s  c lose ly  rit,ll t h e  Yorld 2- o f f i c e  in 

!;airobi and 7!ashir,-ton t o  keep accurz te  records of d i sbursezen ts  of funds 

b r  t h e  '2orld B&&. The o f f i c e r s  i n  t h e  Aid C-ozdinztior, U n i t  phys ica l ly  

visit t h e  var ious  i q o r t e r s  t o  reso lve  prob lem 2nd t o  enszre sreed:r u t i -  

l i s s t i o n  of t h e  Yorld Ear& funds. ?,'here l o c a l  cover  i s  due t o  be pcid t o  

t h e  Pro jec t  Account, t h e n  this i s  followed up on an orxoing b a s i s  and re,@-2P 

r e p o r t s  a r e  made t o  t h e  s e n i o r  I. ' igement of t h e  m- of U g d a  a d  t o  t h e  

I'iristm of Finance. 

I n  a recen t  derelop3ent ,  t h e  nork of t h e  -4id Cc-ordimtion s e c t i o n  vms 

ex~anxled by t h e  establ ishment  of an Exte- Grants Desk. Recolds of e x t e r m 1  

g r a n t  a i d  w i l l  be k e y t  i n  E.D.??.O.ard c l o s e  con tac t  v , t l l  ke zilin%sjned with 

t h e  various donors. Iiegular r e p o r t s  m i l l  be p r e p r e d  i n  t h e  Departnect On 

t h e  u t i l i s ~ t i o n  of Zxte rna l  G m t  Aid a s  t o  aaounts  received,  amounts s t i l l  

due, assoc ia ted  p r o b l e m  e.t.c. f i e r y  type  of e x t e r n a l  g n n t  a i d  ~ 6 - L l  be 

handled here !*ether comodi ty  &d, ProSect r e l a t e d  espezdi tu ,~,  technic& 

a s s i s t a n c e  and r e l i e f  nid, 

S I A F F I B G :  

The s e c t i o n  on R i f i  Co-o~dinat ion i s  p r e s e n t l y  headed by t h e  3eouty D i r e c t o r  

of  t h e  Department. There clre two o t h e r  o f f i c e r s  m r k i w  i n  t h i s  s e c t i o n ,  

one a t  Sen ior  EanMng O f f i c e r  l e v e l  and t h e  o t h e r  a t  BzrLkiLr,- Off icer  Grade 

One leve l .  

It  i s  hoped t h e t  two more o f f i c e r s  w i l l .  be r e c r u i t e d  t o  t h i s  nork. 



~ j . r e c t  1i .nkage t o  i n c r e a s e d  a g r i . c u l t u r a 1  p roduc t i . on .  

P r o d u c e r s  of  p r i m a r y  a g r i c u l t u r a l  p r o d u c t s  s h o u l d  b e n e f i t  v i a  
improved a c c e s s  t o  a g r i c u l t u r a l  i n p u t s  and o u t l e t s  f o r  t h e i r  
p r o d u c e .  A s  v i r t u a l l y  e v e r y  s m a l l  f a rmer  i n  Uganda p r o d u c e r s  
a t  l e a s t  once  commodity f o r  c a s h  s a l e ,  t h i s  c r i t e r i o n  s h o u l d  
c a u s e  c o n s i d e r a b l e  d i f f u s i o n  of  p r o j e c t  b e n e f i t s .  

b )  P r i v a t e  ownership o r  marke t  r e s p o n s i v e n e s s .  

These  e n t e r p r i s e s  t e n d  t o  b e  s m a l l e r  s c a l e  ( a s  f o r  example i n  
t h e  c a s e  of f e e d  mi-11s and p o u l t r y  f a r m s ]  which g e n e r a l l y  
imp1 ies a  more l a b o r  i n t e n s i v e / a p p r o p r j  a t e  t e c h n o l o g y  
o r  i  e n t a t j  o n .  They a1 s o  o p e r a t e  on a sounde r  f  i  nanci .a l  f o o t i  nq 
b e c a u s e  t h e y  must  show a  p r o f i t  t o  s u r v i v e ,  whereas  
p a r a s t a t a l s ,  f o r  example,  may r e c e i v e  government  s u b s i d i e s .  
Thus ,  m a r k e t - o r i e n t e d  f i r m s  a r e  w i l l i n g  t o  p a y  wages and  
s a l a r i e s  t h a t  w i l l  a t t r a c t  t h e  b e s t  management and l a b o r ,  and 
wi 11 p a y  p r i c e s  f o r  raw m a t e r i a l s  t h a t  may exceed  t h e  G O U  
c o n t r o l  p r i c e ,  i f  t h e  m a t e r i a l s  a r e  needed t o  n a i n t a j n  a  
c e r t a i n  l e v e l  o f  o p e r a t i o n .  I n  g e n e r a l , - i t  h a s  been found  t h a t  
t h e r e  a r e  g r e a t e r  i n c e n t i v e s  f o r  e f f i c i e n c y  jn  o p e r a t i o n s  i n  
marke t  r e s p o n s i v e  f i r m s  and t h a t  some c o s t s  can  be  r educed  and 
h j g h e r  p r o d u c e r  p r i c e s  can  b e  p a i d  w h i l e  m a i n t a i n j n g  t h e  same 
p r o f j t  marg in .  I n  o t h e r  i n s t a n c e s  t h e  mere a b i l i t y  of  t h e  
p r i v a t e  f i r m s  t o  pay  c a s h  r a t h e r  t h a n  o p e r a t i n g  on c r e d i t  a s  
t h e  c o o p e r a t j v e s  a r e  o f t e n  f o r c e d  t o  do ,  a l l o w s  t h e  p r i v a t e  
f j r m s  t o  p a y  a  lower  p r i c e  t o  t h e  p r o d u c e r ,  b u t  t h o  p r o d u c e r  a t  
l e a s t  g e t s  p a i d  on d e l i v e r y .  A I D  s h o u l d  a l s o  work wi t h  t h e  G O U  
t o  t r y  t o  make t h e  c o o p e r a t i v e s  more c o m p e t i t i v e  on t h i s  i s s u e  
of  c a s h  payment .  T h e  RPE p r o j e c t  p r o v i d e s  y e t  anoth-er form f o r  
d i s c u s s i o n  of  t h i s  c a s h  c o n s t r a j  n t  . 

c )  use of  l o c a l  raw m a t e r i a l s  w i t h  few impor t ed  i n p u t s .  

Any p u r c h a s e  o f  l o c a l  raw m a t e r i a l s  s h o u l d ,  of  c o u r s e ,  b e n e f i t  
t h e  m a t e r i a l  p r o d u c e r s  t h r o u g h  t h e  ava j . l ab i . l i  t y  of  b o t h  a  more 
r e 1  i a b l  e marke t  o u t 1  e t  and vi.a i n c r e a s e d  pr;of i t s .  

d )  E n t e r p r i s e  p a r t i c i p a t i o n  i n  f i n a n c i n g  of  

T h j s  i n  i t s e l f  i s  a  p a r t i c i p a t o r y  e l e m e n t  of  t h e  p r o j e c t .  
Beynnd t h a t ,  i n v e s t m e n t s  of r e s o u r c e s  s h o u l d  l e a d  t o  a  
h e i g h t e n e d  i n t e r e s t  i n  e n t e r p r i s e  s u c c e s s  and an  i n c e n t i v e  t o  
r e a l i z e  a  r e t u r n  on t h e  i n v e s t m e n t .  T h i s  c o n t r a s t s  w i t h  l i t t l e  
o r  no i n v e s t m e n t  t h a t  o f t e n  characterizes p u b l i c  s e c t o r  
e n t e r p r i s e s  where  t h e r e  is  v e r y  l i t t l e  s e n s e  of  nowner sh ip"  and 
r e s p o n s i b i . l i . t y  f o r  t h ~  f i r m ' s  o p e r a t i o n s .  



e )  Employment g e n e r a t i o n  

I n c r e a s e s  i n  employment, o r  f u l l  e r  employment o f  t h e  e x i  s t i n g  
w o r k f o r c e  w i l l  h ave  immedia te  b e n e f i t s  i n  terms o f  t h e  
f i n a n c i a l  s t a t u s  of t h e  worke r s  and t h e i r  h o u s e h o l d s .  I n  t u r n ,  
t h i s  s h o u l d  g e n e r a t e  e f f e c t i v e  demand f o r  fa rm p r o d u c t s  and 
f i n i s h e d  goods ,  t h u s  h a v i n g  wider  economic i m p a c t .  

f )  Use o f  a p p r o p r i a t e  t e c h n o l o q y .  

T h j s  t e n d s  t o  have  a  b e n e f i c i - a 1  impact  on employment 
g e n e r a t j o n ,  a s  human c a p i t a l  is s u b s t i t u t e d  f o r  f i n a n c i a l  
c a p i t a l .  Second ly ,  p a r t i c u l a r l y  jn  a  r e h a b i l j t a t j o n  a f f o r t ,  
use o f  t h e  a p p r o p r i a t e  s c a l e  of  t e c h n o l o g y  s h o u l d  enhance  t h o  
f i n a n c i a l  v i a b i l i t y  of t h e  f i r m  by  d i s c o u r a g i n g  o v e r a m b i t i o u s  
c a p i t a l  i n v e s t m e n t  aimed a t  m a r k e t s  t h a t  have n o t  y e t  
m a t e r i a l  j z ed .  For t h e  benef  j c i a r  i e s ,  s u s t a j  ned empl oyment o r  
marke t  o u t l e t s  may b e  more i m p o r t a n t  t h a n  h i g h e r  wages o r  
p r  i  c e s  t h a t  f  1 u c t u a t e .  

2 .  B e n e f i c i a r i e s  . 
B e n e f i c i a r j e s  f a l l  i.n f o u r ' m a j o r  g r o u p s  f o r  t h e  l o a n  component:  
owners  and employees  o f  i n d u s t r y ,  c o o p e r a t i v e s ,  i n d i v i d u a l  
f a r m e r s  ( p r o d u c e r s )  and consumers .  Al though t h e  c a t e g o r j e s  a r e  
n o t  m u t u a l l y  e x c l u s i v e ,  t h e y  a r e  u s e f u l  f o r  d j  s t i n g u i s h i n g  t h e  
t y p e s  of b e n e f i t s  l i k ~ l y  t o  a c c r u e  t o  e a c h .  

Owners and employees  of  i n d u s t r y  have  been d i s c u s s e d  above  a t  
some l e n g t h .  The o n l y  a d d i t i o n a l  p o j n t  t o  b ~  made h e r e  i s  t h a t  
l o a n s  s h o u l d  b e  made on t h e  b a s i s  of  r e a s o n a b l e  r a t h e r  t h a n  
e x o r b i t a n t  p r o j e c t e d  p r o f i t  marg ins ;  and r e c y c l i n g  p r o f i t s  i n t o  
b u s i n e s s  s h o u l d  b e  encouraged  whenever p o s s i b l e .  The A I D  
program s h o u l d  have  a d e q u a t e  s a f e g u a r d s  a t t a c h e d  t o  e n s u r e  t h a t  
f u n d s  a r e  n o t  b e i n g  used f o r  u n r e a s o n a b l e  p e r s o n a l  e n r i c h m e n t  
v i a  e x t e n s i v e  p r o f i t  making. A p r e f e r e n c e  s h o u l d  bo i n d i c a t e d  
f o r  r e i n v e s t m e n t  of c a p i t a l  i n  t h e  e n t e r p r i s e .  

The c o o p e r a t i v e  a s  o r g a n i z a t i o n s  a r e  l i k o l y  t o  b e n e f i t  on a  
s e p a r a t e  I  e v e l  f rom t h e i r  i n d i v i d u a l  membership.  Many of  t h e s e  
oi.1 and p o u l t r y  p roces s j . ng  f a c i . 1 i t j . e ~  a r e  owned and o p e r a t e d  by 
c o o p e r a t i v e s .  Both p h y s i c a l  p l a n t  and management c a p a c i t y  
s h o u l d  be enhanced t h r o u g h  h e  l o a n  component.  Cash f l o w  s h o u l d  
improve,  w i t h  c o o p e r a t i v e s  c o n s i s t e n t l y  a b l e  t o  pay  p r o d u c e r s  
immediate1 y  r a t h e r  t h a n  de lay i -ng  payment f o r  s e v e r a l  months .  
T h i s  w i l l  r e s u l t  i n  enhanced  f i n a n c i a l  s t ab i . 1  i t y  w i t h  f u n d s  
a v a i l a b l e  t o  r e t u r n  t o  members a s  d i v i 2 e n d s  o r  i n v e s t  i n  o t h e r  
a c t i v i t i e s .  



T h e r e  a r e  some problems w i t h  t h e  p o l j t i c i z a t i o n  of  c o o p e r a t j v e s  
management, e s p e c i a l l y  a t  t h e  d i s t r i c t  un ion  l e v e l s ,  t h a t  w i l l  
i n t e r f e r e  w i t h  t h e  e f f i c i e n c y  of  o p e r a t i o n  o f  t h e  e n t e r p r i s e .  
S p e c i a l  p r o v i s i o n s  s h o u l d  b e  b u i l t - i n t o  t h e  l o a n  terms f o r  
c o o p e r a t i v e s  t h a t  c o n d i t f o n  l e n d j n g  on t h e  h o l d i n g  o f  annua l  
m e e t i n g s ,  p r e p a r a t i o n  o f  a n n u a l  a u d i t e d  a c c o u n t s ,  t h e  e l e c t i o n  
of  r e p r e s e n t a t j v e  Management Commit tees  and ,  p e r h a p s ,  on t h e  
a p p o i n t m e n t  of  one  o r  more members of t h e  U D B ' s  c h o i c e  t o  t h e  
Management Committee f o r  t h e  d u r a t i o n  of  t h e  l o a n .  T h i s  
i n d i v i d u a l  o r  i n d i v i d u a l s  c o u l d  come from t h e  bank,  t h e  GOU,  o r  
o t h e r  s o u r c e ,  b u t  s h o u l d  be  a  d i s i n t e r e s t e d  p a r t y  w i t h  no l o c a l  
p o l i t i c a l  c o n n e c t i o n s .  

I 

Smal I  fa rm o p e r a t o r s  wi 11 a l s o  d e r i v e  a  v a r i e t y  of  b e n e f i t s .  
Locally-made a g r i c u l t u r a l  i n p u t s ,  such  a s  l i v e s * o c k  f e e d s ,  
s h o u l d  compete  we1 I  w i t h  h i g h e r - c o s t  i m p o r t s ,  and f a r m e r s  
s h o u l d  r e a l i z e  a  s a v i n g s  t h e r e .  S e c o n d l y ,  b e t t e r  and more 
r e l i a b l e  m a r k e t s  s h o u l d  b e  a v a i l a b l e  f o r  t h e i r  p r o d u c t i o n ,  
p a r t i c u l a r l y  s u r p l u s  food  c r o p s .  I t  s h o u l d  b e  n o t e d  h e r e  t h a t  
a l t h o u g h  f a r m e r s  a r e  p r i c e - r e s p o n s i v e ,  p r i c e  a l o n e  w i l l  n o t  
d i c t a t e  t h e i r  p r o d u c t i o n  d e c i s i o n s .  For example,  i n  r e c e n t  
y e a r s  c o o p e r a t i v e s  have  f a c e d  a  s e r i o u s  problem i n  t h e i r  
a b i l i t y  t o  p a y  c a s h  on p u r c h a s e  of  fa rm commodi t i e s ,  Farmers  
who have  immedia te  ca sh  needs  may t u r n  t o  middlemen who a r e  
w i l l i n g  t o  pay  c a s h ,  even  though t h e  p r i c e  p e r  u n i t  may b e  
lower  t h a n  t h e  o f f i c i a l  p r i c e .  A1 t e r n a t i v e l  y ,  i n  
co t ton -g rowing  a r e a s ,  p r o d u c t i o n  h a s  s imp ly  been* h e l d  o f f  t h e  
marke t  i n  some y e a r s  b e c a u s e  of a lacK o f  t r u s t  on t h e  p a r t  of  
t h e  f a r m e r s .  The re  a r e  a l s o  r e p o r t s  t h a t  i n  t h e  co t ton -g rowing  
z o n e s ,  p a r t i c u l a r l y  i n  E a s t e r n  Uganda, f a r m e r s  a r e  a l l o c a t i n g  
r e s o u r c e s  t o  o t h e r  c a s h  c r o p s ,  such  a s  r a i n f e d  r i c e  i n s t e a d  o f  
i n v e s t i n g  jn  c o t t o n  p r o d u c t i o n .  P e s t i c i d e s  f o r  c o t t o n  a r e  s a i d  
t o  b e  moving p o o r l y ,  w i t h  few f a r m e r s  w i l l i n g  t o  i n v e s t  
a n y t h i n g  beyond househo ld  l a b o r  i n  c o t t o n  p r o d u c t i o n .  The 
i m p l i c a t i o n s  seem t o  b e  t h a t  even w i t h  s u b s t a n t i a l  r i ses  i n  
p r o d u c e r  p r i c e s  over  t h e  p a s t  two y e a r s ,  f a r m e r s  may n o t  b e  
m e e t i n g  t h e i r  c o s t s ,  and o t h e r  commodi t ies  appea r  t o  b e  mors  
p r o f i t a b l e .  

One o t h e r  f a c t o r  a f f e c t i n g  t h e  d i f f u s i o n  of  b e n e f i t s  ove r  t h e  
l a r g e  segment  o f  t h e  r u r a l  p roduce r  economy is  t h e  r o l e  o f  
women. G e n e r a l l y ,  women s u p p l y  a s u b s t a n t i a l  amount of t h e  
on-farm l a b o r  and p a r t i c i p a t e  i n  d e c i s i o n s  a b o u t  t h e  f a r m i n g  
e n t e r p r i s e .  They m a r k e t  food  c r o p  s u r p l u s e s ,  and o c c a s j o n a l  
c a s h  c r o p s ,  b u t  m a r k e t i n g  and p u r c h a s e  and t h e  u s e  of  i n p u t s  
r e q u i r i n g  c a s h  f a l l  g e n e r a l l y  two t h e  male  househo ld  members. 



A p r o j e c t  such  a s  RPE may have  a  h i g h l y  d i f f e r e n t i a t e d  impact  
on househo ld  members, Two means of  a d d r e s s i n g  t h i s  c o n c e r n  
a r e :  ( 1 )  a l l o w  women t o  become i n d i v i d u a l  c o o p e r a t i v e  members 
r a t h e r  t h a n  h a v i n g  o n l y  one  membership p e r  h o u s e h o l d ,  and ( 2 )  
b u i l d  i n t o  t h e  i n d i v i d u a l  l o a n  f e a s i b i l i t y  s t u d i e s  a  
r e q u i r e m e n t  t o  a s s e s s  t h e  impact  o f  t h e  l o a n  on l o c a l  househo ld  
economics .  A s t u d y  h a s  been b u i l t  i n t o  t h e  p r o j e c t  a s  p a r t  o f  
t h e  Data  Management Component t o  i d e n t i f y  women p a r t i - c i p a n t s -  
and benef  i c i . a r i . e s  o f  t h e  e n t e r p r i . s e  r e h a b i l  i t a t i o n  e f f o r t .  I t  
s h o u l d  i d e n t i f y  how t h e  g r o u p s  a r e  e x p e c t e d  t o  p a r t i c i p a t e  
and/or  b e n e f i t  and i d e n t i f y  a n y  o b s t a c l e s  o r  c o n s t r a i n t s  t o  
p a r t i c i p a t i o n  and t o  r e c e i p t  o f  b e n e f i t s  ( e . g . ,  t h e  problems-  o f  
d e l a y e d  payments  o f  c a s h  t o  f a r m e r s ) .  

F i n a l l y ,  a l t h o u g h  t h e  o t h e r  c a t e g o r i e s  o f  b e n e f i c i a r i e s  i n c l u d e  
consumers ,  i t  i s  i m p o r t a n t  t o  view t h o  l o a n s  from t h e  
consumpt ion  s i d e .  Reduced c o s t  t o  consumers  s h o u l d  be  a  g o a l  
o f  t h e  o v e r a l l  program and a p p l i e d  t o  i n d i v i d u a l  l o a n  a p p r o v a l  
p r o c e s s e s  when a p p l  i c a b l e .  Not on1 y  w i l l  f a rm i n p u t s  j n c r e a s e  
i n  a v a i l a b i l i t y  and d e c r e a s e  i n  c o s t  t h r o u g h  impor t  
s u b s t i t u t j o n ,  b u t  consumers  of  c e r t a i n  food  p r o d u c t s ,  such  a s  
e d i b l e  o i l s ,  d a i r y  p r o d u c t s ,  and p o u l t r y  s h o u l d  r e a l i z e  a  
b e n e f i t  i n  g r e a t e r  a v a i l a b i l  j t y .  With more employment, t h e r *  
may a l s o  b e  g r e a t e r  a b i l i t y  t o  pay  f o r  such  commodj t ies .  
U l t i m a t e l y ,  a  b e n e f i c i a l  impac t  on n u t r i  t i o n  js a n t i c i p a t e d .  

D u e  t o  t h e  f a c t  t h a t  i n d i v i d u a l  l o a n s  p r o p o s a l s  c a n n o t  b e  
r ev i ewed  a t  t h i s  s t a g e  of  p r o j e c t  d e s i g n ,  t h e  above d i s c u s s i o n  
of  s p r e a d  e f f e c t  and b e n e f i t  i n c i d e n c e  h a s  been n e c e s s a r i l y  
g e n e r a l .  

I V .  C o o p e r a t i v e  Economic A c t i v i t y  

Because  of t h e  impor tance  of t h e  c o o p e r a t i v e  movement i n  Uganda 
i n  t h e  p a s t ,  and t h e  l i k e l y  p a r t i c i p a t i o n  of  a  number of  t h e  
c o o p e r a t i v e s  i n  t h e  RPE P r o j e c t ,  a  d e s c r i p t i o n  of  t h e  g e n e r a l  
c o o p e r a t i v e  s t r u c t u r e  c o u l d  p r o v e  u s e f u l  t o  u n d e r s t a n d i n g  how 
t h e  c o o p e r a t i v a s  w j l l  n o t  o n l y  b e n e f i t  from t h e  RPE P r o j e c t , -  . 
b u t  a l s o  t h e  i m p o r t a n c e  o f  t h j s  movement i n  p r o v i d i n g  t h e  
v e h i c l e  f o r  sma l l  f a rmer  p a r t i c i p a t i o n  i n  m a r k e t j n g  of food and 
c a s h  c r o p s  and b e n e f i t s  f rom v a l u e  added th rough  c r o p  
p r o c e s s i n g .  I t  is  a n t j c j p a t e d  t h a t  up t o  65% o f  t h o  RPE f u n d s  
w i l l  be  used f o r  b o t h  r e h a b i l i t a t i o n  and expans ion  of  
c o o p e r a t i v e  a g r i c u l t u r a l  a c t i v i t i e s  d u r i n g  t h e  I  i . fe of  t h e  
p r o j e c t .  

Th? Uganda Coopera t i .ve  Movement i s  a  pyramj-dal s t r u c t u r e  based  
on o v e r  3,000 p r i m a r y  s o c i e t i e s  w i t h  an  e s t i m a t e d  membership o f  
one  ni.11 i o n  h o u s e h o l d s .  The pr i -mary s o c j  e t i e s  a r e  



p r a d o m i n a n t l  y  o r g a n i z a t j  ons  f o r  m a r k e t j  ng fa rm p r o d u c e .   hay 
a r e  v e r y  l o c a l i z e d  e n t i t i e s ,  managed by conmi . t t ees  e l e c t e d  by  
t h e  membershjp.  The d i s t r i c t  c o o p e r a t i v e  u n i o n s  a r e  a t  t h e  
n e x t  l e v e l  o f  t h e  s t r u c t u r e ,  T h e r e  a r e  33 d i s t r i c t  u n i o n s ,  
e a c h  of  which i s  composed o f  t h e  p r i m a r y  s o c i - e t j - e s  i n  t h e  
d i s t r  f c t  , The p r i m a r y  s o c i e t i e s  have  r e p r e s e n t a t i o n  on t h e  
P o l i c y  Commit tees  of t h e  D i s t r i . c t  Unions.  T h e r e  a r e  s i x  
n a t i o n a l  c o o p e r a t i v e  o r g a n i z a t i o n s  a t  t h e  n e x t  l e v e l  of  t h e  
s t r u c t u r e ,  which s e r v e  s p e c j  a1 i z e d  f u n c t i o n s  of bank ing ,  
p rocu remen t ,  t r a n s p o r t a t i o n  and i n s u r a n c e .  I n  a l l  t h e s e  a r e a s  
t h e  c o o p e r a t i v e  u n i o n s / s o c i e t i e s  a r e  f r e e  t o  u s e  s e r v i c e s  
p r o v i d e d  by  o t h e r  commercial  o r g a n i . z a t i o n s ,  and h i s t o r j . c a l 1  y  
t h e  commercial  banks  have  p l a y e d  an  i m p o r t a n t  r o l e  i n  p r o v i d i n g  

1 bank ing  s e r v i c e s .  I 

The C o o p e r a t i v e  Bank of  Uganda was o r  j g i n a l l  y  i d e n t i f i e d  d u r i n g  
t h e  p r o j e c t  i d e n t i f i c a t i o n  s t a g e  a s  t h e  main I C I .  Subsequen t .  
r e v i e w s  of t h e  bank r e v e a l e d  a  number o f  serious shortcomi.ngs 
and c o n s t r a i n t s  t h a t  would have  been imposs i -b l e  f o r  t h e  p r o j e c t  
t o  d e a l  w i t h ,  however .  

Note:  T h i s  S o c i a l  Soundness  A n a l y s i s  was based  on t h e  o r i g i n a l  - 
d r a f t  w r i t t e n  b y  J .  A t h e r t n n  f o r  t h e  RPE P r o j e c t  a t  a  time when 
t h e  pri.ncj.pa1 I C T  f o r  t h e  . p r o j e c t  was t o  be  t h e  Coopera t j .ve  
Development Bank ( C D B ) .  S u b s e q u e n t l y ,  t h e  t a r g e t  e n t e r p r i s e  n i x  
of t h e  p r o j ~ c t  1ikewi.se  e v o l v e d  t o  a d e g r e e  from t h e  or j .g j .na1,  
heavj.1 y e x p o r t  o r i e n t e d ,  somewhat h i g h e r  e c o n o m j . ~  1  eve1 g roup .  
The g r e a t e r  b e n e f i c i a r y  p o p u l a t i o n ,  however ,  r ema ins  f a i r 1  y  
s i m i l a r  t o  t h e  o r i g i n a l .  a l t h o u g h ,  t h e r e  i s  now a  g r e a t e r  
emphas i s  on d i r e c t  a g r i c u l t u r a l  p r o d u c t i o n  r a t h e r  t h a n  
p r i m a r i l y  a g r o - i n d u s t r i a l  c a s h  e x p o r t  c r o p  p r o c e s s i n g  a s  was 
i n i t i a l l y  p r o p o s e d .  I f  a n y t h i n g ,  t h e  s o c i a l  soundness  of  t h e  
p r o j e c t  would a p p e a r  t o  have  improved under  t h e  new d e s i g n .  



* 
ANNEX H. 

b TELEC~IWS; ..FINPEC." OFFICE OF THE MINISTER OF FINANCE. 

T.LLEPHORL MII~S~ZI. K A N ~ L L  4SOS4 1 t.2370. 

O~FICE. KAMPALA m~o/o l!o Llnrsb. 

P.O. BOX 8147. 

KAMPALA. U5ANDA. 

t 4 c 0 EC .7 6 /180, . ,*s ,Um,L= .LL*IE OUOTS KO... ..... ... .. . ..... - -  .."' 
*I& *"U.LU OF UCANnI 

f5th Pebmmy, 1984. 

Director, 
United States Agency for 
International Development 
Kampala. 

Your Excellency, 

Re: -tian for ~ h a n c i a l  Asgistrmce 
for ~gricultural sect04 

I rrists to refer varic~rsi discrlasiana you and your 
ns%2jds bnF!z fiege llPlrtiPg wf* UgmKla m u p m e n t  B a l k  and 
the Ministry of A g r i c u l t u r e  regarding financial assistance f o~ 
the, Agrr i cu l turd l  Secter , 

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 t h i s  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 Developcient Bank to finance development projects 
in the following agriculkural 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 aupport dui-illy 

the recent Consultative Group Meeting on Uganda held in Paris 
and for the cuntinued encouragement and ?=ui=itance in our 

-Recovery Programme. 

(Arnba-ssa@r E R Kamuntu) 



BANK OF UGANDA 

1 6 t h  February, 1984. 

Hr.  lruin D. Coker, 
Hission Director, 
United S t a t e s  of  America Agency for  

I n t e r n a t i o n a l  Deualpwent (USAID), 
P,U, Box 7m7, 
K- 

Dear Hr.. Coker, 

Thank you f o r  your le t ter  of 6 th  Fabruary, 1984 Pollaw- 
ing the discusdons h d d  at Grindlaye Bank (u) Lkdt .  Kampala, 
on 23rd January between your r e p r e s e n t a t i v e  and t h e  Grindlays 
Bank, 

The sugges t ion  to include private commercial banks qs 
intermedia- a *  i n  your proposed R e h a b i l i t a t i o n  

of Productive E n t e r p r i s e s  (RPE) p r o j e c t  is acceptab le  t o  us. Aa 
r e g a r d s  tb p r o p o s ~  to  i n s t i t u t e  a C r e d i t  Guarantee Scheme ~ C L F  
smi!t33 lmmmmra, I hawe tg aduise. t h a t  the Bank of  Uaand- has 
accepted it i n  ~ r i n c i ~ l e .  As you mill apprec ia te ,  t h e  Bank m i l l  
have t o  e s t a b l i s h  a special Fund be fo re  it could go ahead with  
t h e  implementation of  t h e  acheme. I understand t h a t  t h e  meet- 
i n g  he ld  on 23rd Januasy a t  t h o  Grindlays Bank, t h e  ques t ion  of 
USAID extanding assistance t o  the Bank o f  Uganda fur bui ld ing  
t h e  Fund was r a i s e d *  I hope t h a t  t h e  ma t t e r  i a  engaging your 
a t t e n t i o n ,  We would apprec i a t e  any a s s i s t a n c e  Prom USAID t o  
supplement our effurts i n  t h i s  difect ion,  

* W e ,  I have adv i sed  the Dirsctrrr oP the %& 
Development finance Department t o  a t t a n d  t b w  masting u b n  it 
is convened by you. 

Yours s i n m e l y ,  

H* (3, R.. 8. E l  g o t )  
DEPUTY GOVERNOR 



Mr. Winston M. McPhie 
Project  Design Officer 
United Sta tes  Agency fo r  
lPternational  Development 

2 % n + ~ m s m / b  0 1  &. 6 .'& - 
G.V. Ramamurthy, Director, 

UPTK OF OGAITa4 - E % m I T C E  IB HATDIZ?!G EXTE:EZfPSi 'ID 

The Bank of U g W  has been i x m l v e d  closely mith both Vorld UEmk and I.D.4.. 

. Recmrtruction Credfts to Ugmde, lLb,lost; of t 3 e  technical  work i n  pro- 

cessing t h e  c red i t s  is  handled by the External Debt ?:?gement Office 

(E,D.R.o, ) of the  Bank. 

The k i d  Co-ordination Unit i n  E.D.IbT.0. works closely ni th  Aid Co-ordinztion 

both i n  the I ' inistm of P i rmce  and the 3"inistry Planning and Econonic 

Develaonert, The Depcctment keeps full, records of all the Let ters  of Credit 

opened by importers. It z l so  l i a i s e s  closely with the PIorld %ak ofPice i n  

Kairobi and ;7ashin&on t o  keep accurete records of disbursenents of funds 

bg the  70rld B W -  The of f i ce r s  ir. t he  kid Co-ordinztion U n i t  physically 

visit the  various ir.porters t o  resolve p r o b l e ~ s  z?d t o  -re s ~ e e d y  ut i -  

l i sz tLon of the  'Torla Bank funds. There l o c a l  cover i s  due t o  be pzid t o  

t h e  'project Account, then this i s  followed up on an o ~ o i - y :  b a s s  2nd re,&zr 

r e p o r t s  a re  male t o  the  senior  I r lgemen t  of the E&nk of Ugulda an& t o  t h e  

73r i s tW of Finance. 

I n  a recent develo?aent, t he  nork of t he  -4id Co-ordimtion sec t ion  was 

ex~anded by the  e s t a b l i s h e n t  of an External. G r a r t s  Desk. Records of external  

grant aid m i l l  be kept i n  E.D.Y.O.ard close contact v,%U. be min tz ined  nith 

the Va,li_OUS donors. 2egiLar repor ts  w i l l  be prepared i n  the Department on 
the utilisat.tion of Sxternal  Grant Aid as t o  mounts received, mounts s t i l l  

due, essociated problens e.t.c. Ever7 type of external g n D t  =id nil1 be 

handled here d e t h e r  cannodi+j aid, pro:ect related ezpe-dtu,~, techniczl  
assistance and r e l i e f  z id .  

The sec t ion  on Ai i i  Co-ordination i s  presently headed by the De~utjr Director 

of a e  Departnent. %ere ax two other  o f f i ce r s  working i n  t h i s  section,  

one a t  Senior %1M.n& Officer l e v e l  end the  o ther  zt B83b1~~ Officer G n d e  

One level .  

It i s  hoped t h a t  two nore of f icers  rril3. be recrui ted  t o  t h i s  mark. 


