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A $3 million cash grant will be provided from the Economic Support Fund as budget
support, .to assist the Government of Djibouti to reduce its deficit, thereby

supporting economic and political stability in the country.

the cash grant dollars include:

and services for the Public Sector.
of the grant will require:

will be required.

The cash transfer will be dishursed by A.I1.D.
18 projected that the cash transfer will occur in May 1988.

Eligible uses of

(1) multi-Jateral debt sevvice payments,
"(2) eligible international debt scrvice payments and (3) U.S.

imports of commodities

Two conditions precedent to disbursement

(1) evidence that an 1nteroqr bearing Special Account
or tracking the cash grant has been established in a
(2) Government submission of a request letter to A.I.I.
for the cash grant dollars for REDSO/ESA approval.

commercial bank and
proposing specific uses
Ne local currency deposit
in one payment, It
GROD disbursements from

the Special Account may continue through May 1990,
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I. SUMMARY AND RECOMMENDATIONS

A, Principal Program Features

Under the Non-Project Assistance Program (NPA), an ESF cash:
grant of three million dollars will be provided to Djibouti for
budget support. The $3.0 million will be used to retire a
portion of the Government's debt to multilateral development
banks (first priority) and debt owed to entities included in
A.,I.D. Geogriuphic Code 935 (second priority). Importation from
the U.S. of commodities and services for the public sector will
also be an eligible use for the cash grant dollars. The GROD
will submit a letter proposing specific uses of the cash grant
dollars to REDSO/ESA for approval as a C.P., to disbursement.

To :he extent that dollar disbursements are linked to debt
service payments, documentation needed for dollar tracking can
be minimized.

B. Program Justification

The justification for the program rests on overall U.S.
political and strategic interests, as Djibouti's location and
its facilities are important for U.S. security interests in the
Horn of Africa and the Middle East. Djibouti's airfield is
used by U.S. Navy anti-submarine patrol aircraft; its port is
the closest Free World exit from the Red Sea and is used by
French and U.S. navy ships. The NPA mechanism will enable
A.I.D. to continue to support Djiboutian development, while
scaling back on the level and cost of maintaining an A.I.D.
presence in the country.

C., Program Risks

Djibouti achieved independence just over ten years ago., Despite
its efforts at development, it remains heavily dependent on
external technical assistance (largely French) and budget
support. Its institutions are developing but not yet strong;
~nor is trained Djiboutian manpower adequate to take over full
responsibility for managing its own development. Therefore
there is some risk associated with the A.I.D. decision to
switch from project assistance managed by a USDH, two PSCs, two
FSNs, and two A.I.D.-financed technical assistance teams, to
non-project assistance. The transition may take place at the
expense of on-going A,I.D. activities which may not be
continued, at least not without considerable disruption.



D. Management and Staffing

The NPA will be managed by REDSO/ESA Nairobi. Reducing the
A.I.D. presence from its current status as a Schedule B Mission
to a single individual located in the Embassy, but on personal
services contract to REDSO, will be considered. This would
require considerable support from the REDSO Projects Division,
at least initially. At the outset it would be necessary to: (1)
Scale back the Djibouti A.I.D. office; (2) identify a
contractor to assist the Djibouti Government to make the
transition from receiving project assistance to non-project
assistance; and (3) help current technical assistance teams to
make the transition from A.I.D.- to GROD-financing, if Djibouti
chooses to continue the fisheries and energy agtivities. If
needed, this PSC would be funded by a separate ESF allocation,

B, Statutory Requirements

The statutory checklist is attached and no legal issues have
been identified.

F. Conditionality

The conditions precedent to disbursement of the cash grant
include (1) a requirement for GROD establishment of an interest
bearing sSpecial Account for deposit and tracking uses of the
cash grant dollars, and (2) a requirement for GROD submission
of a letter proposing specific uses of the cash grant dollars
for REDSO/ESA review and approval,

For the environmental determination, a categorical exclusion is
attached. A delegation of authority to approve the IEE was
provided to the REDSO Director (STATE 323416).

A,I.D./W approved the NPA PAIP in FY 1986 (see approval cable,
- Annex A), leading to the development of the NPA PAAD in PY

1987-1988. Authority to approve the PAAD was delegated to the
REDSO Director (STATE 219661). Assuming PAAD approval by the

REDSO Director, the NPA should be ready for obligation during
the third quarter of FY 1988.

G. Recommendation

Despite the reservations reflected in Section I. C. *Program
Risks" above, the design team considers implementation of the
NPA feasible as designed. It is therefore recommended that
A.I.D. authorize $3.0 million of ESF funds to be supplied in
the form of a cash grant to support U.S. political and
strategic interests in Djibouti by helping to meet GROD debt
servicing and public sector import requirements.



II}. PROGRAM BACKGROUND AND RATIONALE

A. Context / Political Overview

Djibouti, formerly the French territory of the Afars and Issas,
became independent in 1977, Situated between two aggressive
neighbors with a history of beligerence toward one another,
Djibouti's strategic location and facilities make it important
to U.S. security interests in the Horn of Africa and the Middle
East,

Djibouti is virtually devoid of natural resources and lacks
trained manpower, "he country has no permanént surface water
flow; thus land under cultivation is limited to a few small
garden plots and experimental tracts. There is some artisanal
fishing (largely fostered by A.I.D.'s project in this sector)
and nomads herd livestock in the hinterlands, However,
practically all food and other commodities are imported. The
service sector dominates the economy, providing about
three-quarters of the gross domestic product, while
agriculture, livestock, fisheries, and industry together
account for the balance.

The country faces an immediate and continuing need for
budgetary support. Since 1983, Djibouti has run recurrent
budget deficits, amassed an increasing public debt, and
exhausted almost all of the country's free foreign exchange
reserves, The budget deficits are attributable to stagnation ia
tax revenues and modest budget increases in a period of
regional economic slow-down. Despite a variety of budget and
administrative reforms which the Government (GROD) undertook in
1984-85, continued serious shortfalls in funds are projected,
caused by inevitable spending increases attributable to debt
servicing, local counterpart fund contributions to development
projects, and the need to replace French technical advisors
with Djiboutian personnel.

As a former French colony, Djibouti retains close military and
economic ties with France. Prench forces assure the security of
the state, while French technical assistants remain essential

to the continuing operation of the government and the economy.
However, France hopes to reduce aid levels and phase down

budget support. There has been no recent increase in Arab grant
assistance,

B. GROD Development Strategy

Although Djibouti does no. have a development plan, the
Ministry of Finance has committed itself to establishing a
planning unit over the next several years with the assistance



of French advisors. Its aim is to irstitute a planning process
which will result in a plan for the 1989-1993 period.

Given its paucity of resources, Djibouti's development strategy
apparently aims at further expanding the service sector through
manpower development and infrastructural upgrading. In November
1983, the Government proposed to the donor community a $500
million investment program for 1984-88, whict included a
shopping list of seventy-two projects. Investment was to be
focused on the primary and secondary sectors -- water
resources, agriculture, livestock and fisheries, and a number
of agro-industrial and import substitution small- and
medium~scale manufacturing enterprises. The World Bank
subsequently recommended, however, chat the development
projects be scaled back considerably, in part as a result of
falling reserves in 1982-83 and the initiation of a financial
recovery program to reduce the resource gap. A donors'
conference attempted to raise pledges worth $180 million, in
addition to bilateral aid for programs already underway. New
developments have included the opening of a container port in
1985. The main emphasis of the donors, however, remains on
prudent financial management and efforts to maintain aid flows
at the level needed to sustain a viable and expanding economy.

C. U.S., Assistance Strategy

The A.I.D. strategy in Djibouti is based on overall U.S.
political and strategic interests in the country, as Djibouti's
facilities and its location are important for U.S. security
interests in the Horn of Africa and the Middle East. The GROD
follows a moderate foreign policy, se2king to play a
peace-keeping role in the region. It has had some recent
success in that regard by fostering the establishment of the
Intergovernmental 2uthority on Drought and Development (IGADD)
in BEastern Africa and facilitating face-to-face discussions
between Somali and Ethiopian leaders., Further, Djibouti is
strategically located on the Bab el Mandeb Straits and the
Government accords the U.S, Navy use of its port and airfield
for refueling, Djibouti's airfield is used by U.S. Navy
anti-submarine patrol aircraft; its port is the closest Free
World exit from the Red Sea and is used by French and U.S. navy
ships. Therefore, it is considered important to the U.S. to
limit the risks of political instability arising from any
potential budget crisis in Djibouti.

The United States has encouraged Djibouti to assess its own
situation objectively and exploit potential strengths. Prior to
the decision to move toward non-project assistance, A.I.D.
financed specific project activities, including:



(1) Pisheries: Strengthening the artisanal fishing

+ industry by improving production and marketing

techniques of a fishing cooperative (including
‘exports by air to Reunion), in association with IPFAD.

(2) Energy: Institution building, prototype development,
and education to promote energy conservation
techniques and energy-efficient construction,

(3) Urban Infrastructure: Upgrading urban housing through“
financing residential sites and servires, in
cooperation with the World Bank.

(4) Manpower Development and Training: Short- and

medium~-term training to ufgrade the capability of
Djiboutians to manage their national development

programs,

More recently, A.I.D. has sought to modify its assistance
strategy by moving away from financing projects, and focusing,
instead, on alleviating Djibouti's budget constraints through
non-project assistance (NPA) which is scheduled to begin in FY
1988. The change will increase the flexibility of A.I.D.'s
support to Djibouti with minimal A.I.D. management requirements.

Though U.S. strategic and political interests provide the
primary rationale for the A,I.D. program in Djibouti, providing
budget support through the NPA assistance mechanism will have a
positive developmental impact, without requiring A.I.D.
involvement in macro-economic policy reform. NPA assistance
will ease the way for continued IMF/GROD dialogue on economic
policy reform,



‘III. MACROECONOMIC BACKGROUND AND ANALYSIS

A, Economic Background

Contraction of Djibouti's transport based service economy was
offset in the early 19808 by an expansion in the urban real
estate sector., However, by the mid 1980s this expansion
resulted in anp oversupply of residential and commercial
properties, ana finally, a general contraction in the real
estate sector. As a result, growth within the Djiboutian
economy, never especially strong ard self-reliant, slowly
ground to a halt., Since 1984, real GDP has been stagnant or
contracting. With a population growth rate estimated at three
percent per year, the contraction in real, per capita GDP has
been even more pronounced,

During the same time, the country has faced increasing
financial imbalances. The trade deficit remains large while
the surplus on the services account is diminishing. The
overall deficit is softened by high levels of both unrequited
official transfers and long-term official capital inflows,
Without this flow of external assistance, the country would be
insolvent, On the budget side, the picture is equally bleak.
Unable to fund its development budget out of domestic
resources, the Government of the Republic of Djibouti is also
unable to fund its recurrent budget in its entirety. The ratio
of budget deficit to Gross Domestic Product is high., After a
short-term reduction to 11 percent of GDP, the deficit soared
to 18 percent of GDP. This increasing deficit has adverse
implications for public sector indebtedness, as well: external
foreign debt more than tripled between 1983 and 1987, and
increased by a factor of five between 1982 and 1987, Dramatic
changes, in the nature of expenditures and the collection of
revenues, are required to move the budget into a more balanced
position.

Finally, the Djiboutian franc is pegged, at a fixed exchange
rate, to the US dollar. This has generated a series of
difficulties for the country over the last few years. As the
dollar appreciated and then deprecieted markedly, the
Djiboutian franc value of French franc-denominated aid flows
became unstable in spite of fairly constant French aid levels,
This instability exacerbated the already difficult budgetary
deficit. The Government of Djibouti is looking into this
problem in conjunction with the IMF and is considering a move
to an exchange rate determined by a basket of currencies,



‘B. Balance of Payments

It should be aoted that the Djiboutian government does not yet
collect statistics which can be used for balance of payments
estimates and analyses. Balance of payments problems exist,
but the government does not have the administrative resources
to collect and analyze such statistics. To remedy this
situation, the Government has requested tachnical assistance
from the IMF to institv:ionalize the collection and analysis of
statistics in the country,

In spite of the lack of basic data, estimates for the balance
of payments are prepared on an annual basis by the IMF's
Article IV Consul:tation Team. The most recent estimates are
presented in Table 1, Annex B. An analysis of these statistics
shows that while the deficit on the trade account has been
relatively stable, or indeed diminishing, over the last five
years, there have been reductions in the volume of imports to,
and re-exports from, Djibouti,. The trend of declining
re-exports is highlighted by the fact that, in percentage
terms, re-exports for 1987 are expected to be only 73 percent
of the 1983 level. This is consistent with the observations
that port and rail activities, especially those services
directed at providing flows of goods to Ethiopia, have
diminished as the Assab port and rail line have become
operational. As re-exports have diminished, imports have also
fallen in percentage terms. For 1987, the nominal level of
imports, valued f.o.b., is estimated at just 79 percent of the
1983 level. As most investment goods as well as consumer goods
are imported into Djibouti, the contraction of the import
account reflects declining real investment and consumption.

On the services account, the picture is no more promising.
Though still in a surplus situation, the balance is falling;
for 1987, the nominal net value on the services account is
estimated to be just 70 percent of the 1983 level. This
decline has followed reduced sales of services to the large
expatriate military and civilian communities in the country,
and diminished investment income. As the reduction in service
inflows has fortunately been matched by falling freight and
insurance charges, the overall impact on the services surplus
has been softened.

Unrequited transfers, essentially French assistance payments
and debt forgiveness, have remained fairly constant over the
last five years. The capital account, on the other hand, has
shown tremendous variation concomitant with the strong
fluctuations in both short and long term capital flows.

|0



In general, the overall balance has worsened over the last five
years, In 1983, the overall balance was sufficient to generate
slight increases in the country's reserve position. For 1987,
however, even increased levels of unrequited transfers will be
insufficient to generate an overall balance. As a result,
reserves are being drawn down. Reserves are now sufficient to
finance just over 17 weeks of the diminished level of imports
now in effect.,

C. GROD Budget

During the past five years, the combined capital and recurrent
budgets for Djibouti have been nearly constant in nominal
terms, but this constancy belies a growing shift in favor of

the recurrent budget. 1In 1983, the proportion of the total
budget attributable to recurrent activities was 66 percent,

leaving 34 percent for the capital budget., 1In the 1987 budget
proposal, the recurrent budget's share of the total budget was
73 percent. This left only 27 percent for the development
budget. On the recurrent budget, most expenditures are
ascsociated with personnel costs. 1Indeed, wages and salaries
accounted for approximately 60 percent of the recurrent budget
over each of the last five years,

Overall revenues increased by approximately five percent over
the last five years, This increase was led by a 6.5 percent
increase in tax revenues. Non-tax revenues, principally
customs charges and user fees, fell by nearly four percent,
thereby offsetting much of the gain in tax revenues. As noted
earlier, combined tax and non-tax receipts are insufficient to
cover the governmert's recurrent budget. Therefore, budgetary
assistance from external sources and public sector borrowings
supplement the revenue requirements. This external reliance
generates two problems,

The first problem is the reliance on external, unrequited
transfers for recurrent budget support. France, since 1980,
has been the major source of such financing. Although
budgetary shortfalls were made up by contributions from France
and Saudi Arabia for 1987, the French government plans to
eliminate such budgetary support by 1990, and Saudi Arabia does
not plan to make annual contributions to the recurrent budget.
Thus, in the very near future, the GROD must face the problem
of covering recurrent budget shortfalls by reducing costs,
increasing revenues, or increasing borrowing,

The second problem is the increasing reliance on foreign
external debt to finance budget expenditures. The overall
budget deficit is high when compared to GDP: it rose from 11,2
percent of GDP in 1985 to 17.6 percent of GDP in 1986. This is



considerably greater than the normally accepted levels of four
to five percent. Should the GROD maintain such deficits in the
face of diminishing unrequited transfers, the country will be
forced to increase its debt. For 1987, external foreign debt
is estimated to be 340 percent greater than 1983, and 500
percent greater than 1982, As a result of this rapid
expansion, the ratio of outstanding external debt to GDP rose
from seven percent in 1982 to 36 percent in 1986. The debt
service ratio also expanded rapidly over this same period,
rising from 2 percent in 1982 to 6 percent in 1986,

External debt attributable to public enterprises has also grown
rapidly, and by 1987 accounted for 62 percent of public debt
and interest payments. The major loss-making enterprises are
the national airline - Air Djibouti, the alrport, a state-owned
hotel in Djibouti, and the Society des Eaux de Tadjourah which
produces and bottles mineral water,.

The principal development projects currently represented in the
development budget are the Djibouti-Tadjourah road, school
construction, urban development, tube wells, agropastoral
research, geographic/geologic mapping, and geothermal
exploration, Combined, these activities are expected to
require over two million dollars of financing in 1987,

D. concerns

Three major concerns are apparent in examining Djibouti's
economic health, First, the sustained budgetary deficit
undermines the country's capacity to plan for its development
needs and to seek funding for these needs in a consistent and
effective manner. In an effort to approach this problem
directly, the public sector has undertaken a series of
austerity measures over the last few years which include
restrictions on new hiring, elimination of wage increases, and
reduction of capital and development expenditures. Further
steps are required to reduce costs (e.g. by reducing the number
of civil servants and military personnel and divesting the
major loss-producing parastatals) and to increase revenues
(from both tax and non-tax sources). As part of its efforts to
control and rationalize its expenditures and to bring
extra-budgetary activities on-budget, the Government is
establishing a planning capacity within the Ministry of
Finance. This GROD effort will be supported by A.I.D.'s
decision to change its development assistance package from
extra-budgetary project assistance to an on-budget, non-project
assistance mechanism,

Related to the deficit is the problem of public indebtedness.
Djibouti is forced to borrow to cover both operating and
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development expenditures. In addition, public debt is
increasing to cover parastatal losses and inefficiencies. The
combined impact of this borrowing has been to increase the
value of public sector indebtedness by a factor of five over
the 1982 to 1987 period. Efforts to reduce the recurrent
budget and parastatal deficits are required to ensure that
borrowings are used only for those activities which generate a
positive return for the country's development,

Finally, there are structural problems apparent in the balance
of payments statistics. With its natural resources constrants,
it is difficult for Djibouti to increase exports to move
towards a more balanced position on the trade account. Rather,
the country has historically looked towards the services sector
to generate the surpluses required to pay its import bill, For
this to continue, Djibouti must expand its services sector.
This comes at a difficult time, given the construction by
Ethiopia of the Assab port and related railroad. Further
opportunities appear to exist for the expansion of financial
services, thus taking advantage of Djiboutli's stable political
and financial atmosphere, and her convertible currency, in an
otherwise unstable region., Government officials are now trying
to familiarize potential investors with the advantages of
operating in Djibouti, and these efforts should continue,

E. Other Donor Assistance

Djibouti's reliance on foreign aid flows for both recurrent and
capital budget expenditures results in a high level of aid per
capita., By 1984, total bilateral and multilateral aid flows
amounted to over $100 million, or approximately $250 per
capita., This is an amount almost equal to per capita GDP
(estimated by the IMF at $299 per person in 1985), Over the
period 1980 to 1984, roughly 80 percent of foreign aid flows to
Djibouti were from bilateral sources. The major bilateral
donor, France, has contributed an average of $35 million, or 60
percent, of bilateral aid flows annually during these years,
French assistance has been utilized for budgetary subventions,
development activities, technical advisors, and military
assistance. The second largest bilateral donor is the OPEC
group, led by Saudi Arabia. Saudi Arabia has provided general
budgetary support, financed the Tadjourah mineral water plant,
and been the major donor financing the country's first earth
satellite station. The USA and Federal Republic of Germany are
near equal contributors to Djibouti, with average annual
assistance programs of two to five million dollars. Other
bilateral donors include China, which will construct a national
stadium financed by a long term loan, and Japan, which will
fund rice imports for the refugee population and a road



- 1) =

maintenance program, Iraq and Kuwait have also pledged support
for a cement works and dairy, respectively,

Multilateral assistance has amounted to approximately 20
percent of foreign assistance flows over the 1980s. Though
OPEC has recently been the source of increased assistance
levels, the UNHCR has been Djibouti's main multilateral funding
source during the 1980s. Related to Djibouti's refugee
problem, the FAO has been the recent source of food aid for the
refugees., The European Community, through the Lome III
convention, has also been a large multilateral donor. 1In
addition, the World Bark Group, throuah IDA, has been funding a
series of activities in Djibouti throughout the 1980's, These
activities include technical assistance for planning and
statistics (1982), highvay development (1983), geothermal
exploration (1984), urban development (1984 in conjunction with
A.I.D.), and support for education (1985). Combined, these
activities represent $31.35 million in IDA credits, of which
$18.55 million remained undisbursed as of April 30, 1987, The
GROD has no IMF debt.

The most recent event in multilateral assistance has been the
establishment of the Djibouti-based Intergovernmental Authority
on Drought and Development (IGADD). In addition to Djibouti,
members include Ethiopia, Kenya, Somalia, Sudan, and Uganda.
IGADD is beginning to attract funds from the donor community,
mainly from Italy, for anti-desertification activities within
the member countries. A.I.D. plans to allocate $300,000 for
support to IGADD in FY 1988,

A summary of donor assistance levels appears in Annex B.

1Y
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IV. PROGRAM DESCRIPTION

A. Program Activity

The FY 1988 $3 million cash grant will help the GROD meet its
international debt servicing and public sector procurement
requirements,

B. Cash Grant

A.I.D. will make a dollar grant to the GROD for budget
support. First priority will be assigned to servicing the
GROD’s debt to multilateral development banks, with second
priority to debt to U.S. Geographic Code 935 entities. Public

sector purchases of commodities and services from the U.S. will

also be eligible uses of cash grant dollars.

Three million dollars will be deposited into an
interest-bearing Special Account in a commercial bank of the
Government's choosing. With A.I.D. approval, these funds will
be used to service a portion of the Government's external debt
and/or for U.S. imports for the public sector. Immediately
following utilization of the grant proceeds, the Government
will document their usage, to fulfill A.I.D.'s tracking
requirements.

Local currencies will not be generated by the cash grant. The
dollar grant assistance provided as direct budget support by
the NPA will help alleviate Djibouti's current budget

problems. A requirement for the transfer of funds from the
operating budget to a special local currency account for the
financing of development activities previously funded by A.I.D.
would negate the essence of that budget support, and might
overtax limited GROD managerial capacities. This justification
for not generating local currencies from the NPA cash transfer
was accepted by the African Bureau. (See cables 87 Djibouti
3464 and 87 State 338220 in Annex G.)

c. Illustrative Budget

.International Debt Servicing & ;. ; $3,000,000
‘Public Sector Importation- Cash Grant

TOTAL $3.000.000
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V. PROGRAM IMPLEMENTATION

A.- Responsibilities

l. Government of Djibouti

The grant will be negotiated with the Ministry of Foreign
Affairs and Cooperation which will determine which portion of
Djibouti's debt to multi-lateral banks and U.S. Geographic Code
935 entities and/or which public sector importation of U.S.
commodities and services will be retired with the cash grant. A
commercial bank of the Government's choosing will be the
repository for the cash grant. It is anticipated that dollar
assistance will be tracked to end use through monthly bank
statements on this account, supported by supplementary payment
verification submitted to A.I.D. on a quarterly basis by the
GROD. The GROD may choose to assign implementation
responsibilities to the Ministry of Finance.

2. American Embassy/ Djibouti

In response to the Embassy's concerns about U.S. assistance to
Djibouti, A.I.D. has agreed to consider hiring a US PSC with a
separate ESF allocation, to help with the transition from
project assistance to the NPA. The Embassy would
administratively support this PsC.

3, A.I.D.

REDSO/ESA, with the assistance of the American Embassy in
Djibouti, will have primary responsibility for administration
of the cash grant. A REDSO Project Committee, chaired by a
Project Development Officer, will backstop implementation of
the program. The REDSO Project Development Officer (PDO) will
monitor NPA implementation and assist with host country ’
negotiations during TDY's in Djibouti as needed.

A US PSC may be hired by A,I.D. to work out of the American
Embassy, Djibouti, to assist the GROD to make the transition
from receiving project to non-project assistance for up to 18
months, This individual would be on contract to REDSO/ESA
financed with a separate ESF allocation, He/she would be
supervised by the REDSO Project Development Office, but would
be supported directly by the Embassy, including the provision
of housing, office space, local staff support, and local
transportation services. The U.S. PSC and local staff's PSC
contracts would include adequate funding for these costs, in
addition to salary, differentials, benefits, shipping, and the
cost of periodic travel to Nairobi to consult with the REDSO
Project Committee.
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‘B. Implementation Arrangements and Procedures

The program will be obligated by grant agreement by the end of

April 1988 with funds disbursed upon satisfaction of conditions

precedent (see Section VI.C.). The proceeds of the grant will
be placed in an interest-bearing Special Account in a
commercial bank of the Government's choosing. The Government
will request A.I.D. approval to use the proceeds for
international debt servicing, and possibly public sector
purchase of U.S. commodities and services, and will report to
A.I.D. on a periodic basis, with a summative report when the
dollar Special Account has been liquidated. There will be no
requirement for local currency generations. The grant
agreement will require that interest earnings be retained in
the Special Account and be used in the same manner and for the
same purposes as the U.,S, dollars granted under this agreement,

An illustrative implementation schedule appears on the
following page.

C. Program Monitoring, Reporting, and Evaluation

A.I.D, will monitor the progress of the NPA. This will include
creation of a Special Account for the cash grant which will be
followed to the point of end use for international debt
servicing, and possibly importation of public sector
commodities and services. The NPA will be monitored through
periodic visits to Djibouti by the REDSO PDO and other staff,
as needed, and possibly on a day-to-day basis by a U.S. PSC.

Reporting will be submitted by the commercial bank which is the
repository of ESF cash grant proceeds through the GROD Ministry
of Finance (MOF). The bank will provide the Government and
A.I.D. with monthly statements reporting all deposits and
withdrawals until such time as the cash grant is fully utilized
and closed. As appropriate, the MOF will provide one or more

quarterly reports on the Special Account until it has been
liguidated.

REDSO will evaluate the NPA before the end of FY 1988 as part
of the process of preparing a PAIP and PAAD for the anticipated
FY 1989 NPA. Inasmuch as the evaluation is planned to be an
in-house management review, no funds from the grant have been
budgeted for this purpose.

In addition to providing for an annual evaluation, A.,I.D. will
retain the right to audit and inspect the NPA, including
verifying how the cash grant was utilized.

)
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D. Illustrative Implémentation Schedule

DATE

January 1988

April 1988
April 1988
May 1988

May 1988
May 1988
May 1988

June 1988

September 1988

September 1988
October 1988

EVENT
Advertise for US PSC

- PAAD Approvea

Grant. Obligated
US PSC Selected

sSpecial Account

Established for Grant

CPs Met and Specific

Uses of Cash Grant
Dollars Approved

Cash Grant Disbursed
1st Bank Statement Sent?*
Us PSC moves to Djibouti

1st Quarterly Financial
Report on Cash Grant-

Sent*

FY 88 NPA Review:/
FY 89 PAIP Preparation

RESPONSIBLE PARTY.

REDSO/ESA
REDSO/ESA |
REDSO/ESA/GROD
REbsO/EsA

GROD.

GROD/REDSO/ESA"

REDSO/ESA

GROD

REDSO/ESA/Amembassy |

Djibouti

MOF

REDSO/ESA/AmMEmb/T

* Thereafter, monthly bank statements and quartetiy financial"
reports will be prepared and forwarded to A.I.D. until the cash
- grant is fully disbursed.
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VI. SPECIAL CONSIDERATIONS

A, Environmental Examination

A Categorical exclusion is attached as Annex E.

B.  Grant Conditions and Negotiating Status

Two special conditions precedent will be included in the grant,
as follows: '

(1) Prior to the disbursement of the cash grant, the
Government will provide A.I.D., with evidence that it
has opened an interest bearing Special Account in a
commercial bank of its choosing into which the
proceeds of the grant will be deposited; and

(2) Also prior to disbursement of the cash grant, the
GROD will submit a letter proposing specific uses for
the cash grant dollars to REDSO/ESA for approval,

Initial agreement has been reached between A.I.D., on the one
hand, and the GROD and American Embassy/Djibouti, on the other,
on all major aspects of the NPA. These include proposed uses
for the cash grant, and arrangements for possibly maintaining
an A,I.D. presence in Djibouti.

No serious problems are anticipated in either signing the Grant
Agreement as soon as funds are made available, or in
implementing the program.
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REPUBLIQUE DE DJBOUTI @H’.‘ 1’“”‘? ;
Unité — Egaiilé ~ Paix NI TR

Ministére des Affaires étrangeres o ~ (] '."l':"‘: - ey
et de'la Coopération . i
| Gatilly 2101 3,055

LE MINISTRE

rm"

Djibouts. e ;5'__4'_5;FEVO__1988___' R R

Monsieur le Chargé d'Affaires.,

Jtai | '"honneur de porter & votre connaissance que’
le Gouvernement de la République de Djibouti souhaite obtenir
du Gouvernement des Etats Unis d'Amérique une subvention d'assis-
tance non-projet d'un montant de 3 millions de dollars americains
dans |le but soit de poursuivre les projets en cours ou de
soutenir la balance des paiements.

Vous serez informé de 1la destination. definitive
dans les prochaines semaines.

D'autre part, en relation avec cette subvention,
le Gouvernement de la République de ‘Djiboutli vous - demande
en plus de rendre disponible les fonds nécessaires pour maintenir
la présence de |'A.,1.D. é Djibouti au moin$ pour une période
de quatre ans. '

Je vous pre;dg croire, Monsieur le Chargé d'Affaires,
a |'expression de ma:‘haute considération. '

A -

MONSIEUR LE CHARGE D'‘AFFAIRES
DE L'AMBASSADE DES ETATS UNIS
D'AMERIQUE A DJIBOUT!



Ministry of Foreign Affairs
and Cooperation

‘The Minister
‘No. 55/AMB/88 MAEC

Djibouti-15 February 1988

Mr., Charqge d'Affaires,

I have the honor to bring to your attention thaﬁ the Government
of the Republic of Djibouti wishes to obtain from the Govern-
ment of the United States of America a grant of non-project
assistance in the amount of three million American dollars for

the purpose of pursuing the type of activities already in pro-
gress or to support the balance of payments,

You will be informed in the coming weeks how the money will

be spent.

Moreover, concerning this grant, the Government of the Republic
of Djibouti requests you in addition to make available suffi-
cient funds to support the presence of A.I.D. in Djibouti for

a period of four years.

Please accept Mr. Charge d'Affaires, the expression of my

high consideration.

(signed) Moumin:Bahdon Farah

N

[
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(lalllhaal <av Dyibouti fran. B=1

1963 1984 1985 1986 17

* Total revenue C 10l 192 A7 1690 19986
Tax revenue . 16372 14900 17744 17041 17428
© Noatax revenue o CWI9 T w2 M 185 8
Tatal expenditure and net lending 29935 25584 27381 29207 z?ma
Current budgetary expenditure 19783 19831 20984 23640 2182
Of which: wages and salaries 11540 11949 12580 13138 13023
goods and services b667% 5910 0982 834 512
Capital expenditure 10184 6810 611 5867 9184
Of which: extrabudgetary ‘
expenditure 4590 988 3900 4080 7ol
Net lending -3 -8 = -0 -1
Overall surplus (4)/deficit (<) :
on a coenilsent basis - .
(befare grants) -10924 7042 -beA3  -10387  -98%2
Changes in arrears (reduction -) 2 1 589 032 -1564
Overall deficit (cash basis) -lO?Q{, -6966 5954  -I315 1140
eants 4738 {1y SR A U 7 I ¥
Overall surplus(¢}/deficit (~) ' ‘
lafter grants) ble4  -1871 2620  -4372  -%EAd
Financing b1&4 Jan 2620 475 Bl
Fareiga 01 218 2201 23 48l
Drawings 3 Al 2484 865 5490
Asortization =30 -9 -85 -539 - -609
Dosestic 3643 1633 e 28 10
Change in treasury deposits , _
{increase-) 3374 %81 434, 218 1210
Monkank financing 25 65 1% - -197.
Other 3/ LT I 043 168
Nesorandus ites:
Overall deficit (comsitaent basis)
as 2 percentage of GDP 18.2 1.7 1§ P R VY T % I

Sources: INF Staff estimates: Data provided by the Djibouti autharities; and staff estisates and projectior
1/ Includes settlesent of cross-debl arrears by public enterprises.
2/ Reisbursesent of principal and interest previously paid to the French Caisse tenlrah de
Cooperation Economique.
3/ This is a residual itea cosprising unidentified financing and, sore significantly,
adjusteents required to sake financing data (12-sonth basis) confors to reveue ind

expenditure data (13 sonths)

N



fable'la, Djikoulis Financial Operalions of Lhe Cenlral Buver ~aenl, 1903-87 - - B=2
“ (US Dollars aillions, BI 177.72=US S 1)

1983 1904 1983 1984 1987
Est,  Proj.

Total rev 107 i m 106 112
Taz rev 92 "o 100 9% ()
Nontax 5 5 10 14

Total exp 168 1% IS¢ 165 148

Current 111 112 118 13 123
Of wh (4] ) n n n
o 38 1 19 " n
Capital 57 13 Y] B 52

9f which: extrabudgetary
exp 2b 2 2 a8 Ay

Net len 0 0 -1 -1 =1
Overall surplus (+) /deficit (-)

on a coamitaent basis '
{befo =41 -4 -3 -38 -3%

Changes i 0 0 S A

erall d  -61 % U -4 W

Geants 2 1 19 15 31
Overall surplus{+)/deficit (-
(after 35 -2 -5 -2% -33

Firancing ) Q2 15 b B

Foreigpn 3 12 1 18 0
Drawi 3 3 W 16 I
Asort 0 -1 B 4

Dosesti 32 9 2 @3 &
Change in treasury degosits. ,
o 3 & 2 3 7
Noab 1 0 R T
Othe 0 4 4 ! et

Resorandua ites:

Overall deficit (coasitsent hasis)
a  18.2 1.7 11.2 17.4 18.3

Sources: IMF Staff estimates: Data provided by the Djibouti authorities; and staff estisites and projectio
1/ Includes settlesent of cross-debt arrears by public enterprises.
2/ Reisbursesent of principal and interest previously paid to the French Caisse Centrale de

Cooperation Econosique.
3/ This is a residual ites cosprising unidestified financing and, sore significantly,
adjustaents required to eate financing data (12-sonth basis) confora to revenue aad

expenditure data (13 aonths),

19



dlei; Diabput s, Financial dperatsp s oii'the Central’ boverdaenty Av6osy, ‘
(Index values) - B-3

1983 1984 1985 1988 1987

Est. Pfo’o
Total revenue 1002 1031 1091 17 B (11}
- Tax revenue 1001 1031 1081 1042 1061
Nontax revenue 1002 1001 1131 01 %1
Total expenditure and net leading 1ooi 891 nt ) 1001
Current budgetary expenditure . 1001 1001 1067 1191 101
Of which: wages and salaries 1002 1042 1092 1141 1131
goods and services 1001 881 1052 141 m
Capital expenditure 1001 871 631 ) S (1)}
0f which: extrabudgetary
expenditure 1002 871 85 88T - 1682
Net lending -1001  -1481  -b291  -T041 ’-35061"
Overall surplus {#)/deficit (<)
on 2 ccasitaent basis _

{befare grants) -1001  -641 <611 91 -901
Changes in areears (reduction -) 1002 ALHL R 1A S TAD B L
Overall deficit (cash basis) <1001 -p1 -SS1 471 -1031
brants 1001 631 70t 381 in
Overall surplus{+)/deficit (=) ' v
(after grants) : 1001 =631 -1 M1 -
Financing 1001 631 a1 n 951
Fareign 1001 U319 dMT 980T
Dranings 100 W61 Mel W1 103
Aeortization -1001  -4931  -9501 17971 -22631
Dosestic 1001 ral) n 0 M

Change in teeasury deposits

lincrease-) 1001 101 -81 21 Al
Nonkank financing 1001 201 841 -g8t -p81
Other 3/ 1001 9801 1031 2631 ‘oo
Hesarandun itea:
Overall deficit (comsiteent basis)
as a percentage of 60P 18.2 1.7 11,2 17,6 16,3

Sources: [NF Staff estisates: Data provided by the Djibouti authorities; and staff estimates and projectior

1/ Includes settlesent of cross-debt arrears by public enterprises.
2/ Reisbursesent of principal and interest previously paid to the French Caisse Centrale de

Cooperation Econosique.
3/ This is a residual ites cosprising unidentified financing and, sore significastly,

adjustaents required to sake financing data (12-soath basis) confors Lo reveaue ind
expenditure data (13 sunths)

o



, T$ble 2a, Djiboutit Balance of Paysents, 1993-87
(In aillions of US Dollars)

1983 1984 1985  1986e

(1SIR=XiUS® 1,069 1,025 1015 1173

Balance of trade - -83 -9  -83.3 -79.5
Exports, f.0.b. 1/ 98.8 91.9 87.3 82.1
Isports, f.0.b. -168.0 -188.4 -170.6 -161.7

Services (net) 4,2 22,1 20.6 18.8
Freight and insurance =351 =353 -30.2  -20.5
Dther transportation 12,2 13.3 16,3 14.8
Perchases by non residents 2/ 3.9 30.8 28.6 28,6
Investaent incose 12.4 10.4 5.6 6.9
Interest -1,2 -1.3 -2.2 -3.1
Dther 2.0 2.4 2.4 2.0

Balance on goods and services -05,0 -74,§ -62.6  -50.8

Unrequited transfers (net) 32.1 21.8 26,6 19.0
Official 32.2 21.9 26,7 19,1
Private -0.1 -0.1 -0.1 =0.1

Current account =32, -52.6 -36.0  -41.8

Capilal account 10,0 52.0 35.0 33.9

Long-tern official capital 12.3 38.4 2.9 19.4
Drawings 15,4 4.4 3.6 23.6
Raortization -3.1 -3.0 -1.7 -4.2

Short-term, including errors
and omissions =2:3 13.3 5.2 14.5

Overall balance -22.9 -0.6 -1.0 «1.9

Financing 2.9 0.4 1.0 1.9

Reserves 2.9 0.4 1.0 1.9

Hemorandus itess:
Bross official reserves

In millions of US Dollars 83.1 62.4 61.3 LMY

In weeks of isports 17.4 17.2 18,7 17.2
Djibouti francs

per SDR (period average) 189.98 182.17 1B0.45 208,50

1987
1,241

'89-1
83.1
-174.2

20.0
-30.8
16,0
28.3
1.4
'3-3
2.5
“69.1

34.0
340
-0.1
=351

37.4
28.4
3.1
-814
8.8
2.4

'2-‘
'2.‘

NA
NA

224,00

Sources: INF Staff estimates: Data provided by the Djibouti authorities; and

staff estimates and projections

77



Table de. Diibouci: Jalance

{Index values)

Balance of trade
Bxports, f.o0.b, Y/
Iaperts, f.0.b.

Services inet)
Preight and insurance
QOther tranosportation
Purchasas by aon residents 2/
investaent incoae
interest
Qther
Balacce on goods and services

nrequited transfers {net)
Official
Private
Current account

fapital ccount
Long-zerm official capital
Jrawings
Axertization
Short-tera, including errors
and saissicns

Overall balance

financing
geserves

Yezorandum items:
Gross sfficiai reserves
Tndex value
In weeks of iaports
Djibout: franmcs
er S0R {period average)

198 19

-100.00% -112.93%
100.00%  97.38%
~100.00% -104.508

100.00%  95.38%
=100.00% -104.84%
100,90% 114.34%
100.00% 100.87%
100.00%  87.07%
~100.30% -118.18%
100,308 121.0%%
=100.00% -119.57%

100.008  71.20%
100.00%  71.10%
=130.00% -100.00%
-100.09% -166.56%

100.00%  £39,36%
109,308 320.51%
100.30% 376.71%
=100.00% -100.00%

100,308 373.31%

=100.00%  -2.80%

100,008  2.90%
130,208 2,808

100,008 203.22%
174 173

i89.98  182.17

af ‘Payaencs, 194341

1985 1986  1987p

90,208 -81.20% -84.670
$.07% 75,768 7).05%
95,518 -78.34% -78.57%

39.82%  70.80%  70.35%
-95.81% -78.39% -78.71%
11.23% 110.50% 111.40%

94.63% 76,178 75.34%

{7.41%  50.36% 50.86%

-200.00% -236.35% -236.,36%
26.32%  83.47% 105.26%
-101.48% -£5.20% -90.13%

§7.33% 54,008 90.00%
§7.38% 54,158 89.70%
-100.00% -100.20% -100.00%
-115.26% -115.58% -90.26%

387.03% 107.45% J15.96%
381.28%  141.00% 194,028
13,018 137,80y 201.37%
-58.623% -1 148 21008

a1y 539,10 304.35%

-.67% -31.31%  5.80%

£.67% 31018 -8.80%
{67y JL1Y -3.88%

102.37%  77.29% n
18.7 17.2 n

130.45  208.50 224.98

Sources: INF Staff estisates: Data provided by the Djibouti authorities: and
staff estimates and projections

!/ Consiscs almost entireiy of re-exports, since exports of domestic origin are

insignificant

3/ Sales af services to expacriate civilian and ailitary personnel. .
3/ Includes reimbursement of debt service payaents [SDR 6. ailiion) on debt

sanceled by ?rance.



" Table 3:-. Gross Official Developaent Assistance
‘ ‘ o ($ an)

1980 1981 1982 193 1984

Bilateral 83,4 51.3 7.4 50 83.0
- of whichs ‘
France 21.0 J1.4 0.4 362 38.2
USA 3.0 3.0 3.0 2.0 5.0
Hast Gersany 3.5 2.7 1.9 2.8 2.3
Dpec Countries 310 13.4 L7 114 333
Multilateral 8.4 4.4 12.6 13.1 20,3
of which:
Arab Opec agencies - v 0.8 2.2 2.2 9.8
UNHCR o 4.4 44 34 34 33 .
EC S 2.7 4.4 2.4 L5 23
Total 3.7 83.9 60.1 674 1033
of which grants: : 58.1 63.8 4.8 S2.% .4

Source: The Economist Intelligence Unitj Djibouti Country Profile, 198487,



Table 4:° Djiboutis Relations with the Norld Bank Group (concluded)

T{Statui vs Bank Group Operations in Djibouti
1DA Credits (as of April 30, 1987) 1/

US$ aillion 2/

Year. Purpose Credit ' Undi;“ﬁﬁ_r sed

1982 Technical assistance for

~planning and statistics 340

1983 Highway ‘7545‘
:1985 Geotheraal explorat.on 1.4
1984 Urban developaent 6.3§
1985 Education bbb

Total 31,35

0f whichs his{béen repaid {==)-

Sources World Bank.

1/ Djibouti has received no Bank loan A
2/ At exchange rate of SR 1 = US$1,30626 (as of Apeil 30, 1987).-
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ANNEX D

STATUTORY CHECKLIST



"S$C(1) -. COUNTRY CHECKLIST

Listed below are statutory criteria applicable
to: (A) FAA funds generally: (B)(l) Development
Assistance funds only; or (B)(2) the Economic
Suppo. ’. Fund only.

A. GENERAL CRITERIA FOR COUNTRY
ELIGIBILITY

1., FY 1988 continuing Resolution Sec. 526.

' Has the President certified to the
Congress that the government of “the
recipient country is failing to take
adequate measures to prevent narcotic
drugs or other controlled substances
wvhich are cultivated, produced or No.
processed illicitly, in whole or in part,
in such country cr transported through
such country, from being sold illegally
within the jurisdiction of such country
to United States Government personnel or
their dependents or from entering the
United States unlawfully? '

2., FAA Sec. 481(h). (This provision applies
to assistance of any kind provided by
grant, sale, loan, lease, credit,
guaranty, or insurance, except assistance

from the Child Survival Fund or relating Not applicable.

to international narcotics control, Djibouti is not a
disaster and refugee relief, or the major drug-producing
provision of food or medicine.) 'If the or drug transit
recipient is a "major illicit drug country.

producing country" (defined as a country
producing during a fiscal year at least
five metric tons of opium or 500 metric
tons of coca or marijuana) or a "major
drug-transit country" (defined as a
country that is a significant direct
source of illicit drugs significantly
affecting the United States, through
which such drugs are transported, or
through which significant sums of
drug-related profits are laundered with
the knowledge or complicity of the
government), has the President in the
March 1 International Narcotics Control
Strateqy Report (INSCR) determined and
certified to the Congress (without



Congressional enactment, within 30 days

of continuous session, of a reesolution
disapproving such a certification), or

has the President determined and
certified to the Congress on any other
date (with enactment by Congress of a
resolution approving such certification),
that (a) during the previous year the
country has cooperated fully with the
United States or taken adequate steps on
its own to prevent illicit drugs produced
or processed in or transported through
such country from being transported into
the United States, and to prevent and
punish drug profit laundering in the
country, or that (b) the vital national
interests of the United States require
the provision of such assistance?

Drug Act Sec. 2013. (This section
applies to the same categories of
assistance subject to the restrictions in
FAAR Sec. 481(h), above.) 1f recipient
country is a "major illicit drug
producing country" or "major drug-transit
country" (as defined for the purpose of
FAA Sec 48l1’h)), has' the President
submitted a report to Congress listing
such country as one (a) which, as a
matter of government policy, encourages
or facilitates the production or
distribution of illicit drugs; (b) in
which any senior official of the
government engages in, encourages, Or
facilitates the production or
distribution of illegal drugs:; (c) in
which any member of a U.S. Government
agency has suffered or been threatened
with violence inflicted by or with the
complicity of any government officer; or
(d) which fails to provide reasonable
cooperation to lawful activities of U.S.
drug enforcement agents, unless the
President has provided the required
certification to Congress pertaining to
U.S. national interests and the drug
control and criminal prosecution efforts
of that country?

Not Applicable.



FAA Sec. 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 government?

No.

FAR Sec. 620(e)(1). If assistance is to

a government, has it (including any

government agencies or subdivisions)

taken any action which has the effect of
nationalizing, expropria+ing, or

otherwise seizing ownership or control of No..
property of U.S. citizens or entities
beneficially owned by them without taking

steps to discharge its obligations toward

such citizens or entities?

FAA Secs. 620{a), 620(f), 620D; FY 1988
Continuing Resolution Sec. 512. Is

recipient country a Communist country? (a) No
If so, has the President determined that

assistance to the country is vital to the (b) N/A
security of the United States, that the

recipient country is not controlled by (c) No
the international Communist conspiracy,

and that such assistance will further (d) No

promote the independence of the recipient
country from international communism?
Will assistance be provided directly to
Angola, Cambodia, Cuba, lIraq, Libya,
Vietnam, South Yemen, Iran or Syria?

Will assistance be provided to
Afghanistan without a certification?

FAA Sec. 620(j). Has the country

permitted, or failed to take adequate The country has
measures to prevent, damage oOr not permitted such
destruction by mob action of U.S. damage.

property?

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

N
—_D



10.

11,

12.

FAA Sec. 620(0): Fishermen's Protective

Act of 1967 (as amended) Sec. 5. (a) Has
the country seized, or imposed any :
penalty or sanction against, any U.S.
fishing vessel because of fishing
activities in international waters?

(b) If so, has any deduction required by
the Fishermen's Protective Act been made?

FAR Sec. 620(q); FY 1988 Continuing
Resolution Sec. 518. (a) Has the
government of the recipient country been
in default for more than six months on
interest or principal of any loan to the
country under the FAA? (b) Has the
country been in default for more than one
Year on interest or principal on any U.S.
loan under a program for which the FY
1988 Continuing Resolution appropriates
funds?

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

FAA Sec. 620(t).' Has the country severed

diplomatic relations with the United
States? If so, have relations been
resumed and have new bilateral assistance
agreements been negotiated and entered
into since such resumption?

(a). No’

(b) Not Applicable
(a) No.

(b)fNot?Applicable

Yes, taken into
account by the
Administrator at the
time of approval

of Agency OYB.

(a) No..

(b) Not Applicable.

24



13,

14,

15,

16.

17'

18.

FAA Sec. 620(u). What is the payment
status of the country's U.N.

obligations? If the country is in
arrears, were such arrearages taken into
account by the A.I.D. Administrator in
determining the current A.1.D. '
Operational Year Budget? (Reference may
be made to the Taking into Consideration

-memo. )

FAA Sec. $20A. Has the President
determined that, the recipient country
grants sanctuary from prosecution to any
individual or group which has committed
an act of international terrorism or
otherwise supports international
terrorism?

FY 1988 Continuing Resolution Sec. 576.
Has tne country been placed on the list
provided for in Section 6(j) of the
Export Administration Act of 1979
(currently Libya. Iran, South Yemen,
Syria, Cuba, or North Korea)?

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

FAA Scc. 6566(b). Does the country
object, on the basis of race, religion,
national origin or sex, to the presence
of any officer or employee of the U.S.
who is present in such country to carry
out economic development programs under
the [FAA?

FAA Secs. 669, 670. Has the country,
after August 3, 1977, delivered to any
other country or received nuclear
enrichment or reprocessing equipment,
materials, or technology, without
specified arrangements or safeguards, and
without special certification by the
President? Has it transferred a nuclear
explosive device to a non-nuclear weapon
state, or if such a state, either
received or detonated a nuclear explosive
devicer (FAA Sec. 620E permits a special
waiver of Sec. 66Y for Pakistan.)

(é)'Current‘through

(b)' No

~end of 1987
(b) Yes
No
‘No
No
No
(a) No’

?§£7



19, FAA Sec., 670. If the country is a
non-nuclear weapon state, has it, on or
after August 8, 1985, exported (or
attempted to export) illegally from the .
United States any material, equipment, or “No .
technology which would contribute .
significantly to the ability of a country
to manufacture a nuclear explosive device?

20. ISDCA of )981 Sec. 720. Was the country

represented at the Meeting of Ministers (a) Yes

of Foreign Affairs and Heads of o

Delegations of the Non-Aligned Countries (b) Taken into

to the 36th Genera: Assembly of the U.N. ~account by the
on Sept. 25 and 28, 1981, and did it fail Administrator
to disassociate itself from the at the time of
communique issued? If so, has the Agency OYB.

President taken it into account?
(Reference may be made to the Taking into
Consideration memo.)

21. FY 1988 Continuing Resolution Sec. 528.
Has the recipient country been determined .
by the President to have engaged in a
consistent pattern of opposition to the No.
foreign policy of the United States?

22. FY 1988 Continuing Resolution Sec. 513.
Has the duly elected Head of Government
of the country been deposed by military (a) No
coup or decree? If assistance has been
terminated, has the President notified
Congress that a democratically elected (b) Not Applicable
government has taken office prior to the
resumption of assistance?

23. FY 1988 Continuing Resolution Sec. 543.
Does the recipient country fully
cooperate with the international refugee
assistance organizations, the United Yes
States, and other governments in
facilitating lasting solutions to refugee
situations, including resettlement
without respect to race, sex, religion,
or national origin?




B. FUNDING_SOURCE CRITERIA FOR_COUNTRY
ELIGIBILITY

1. Development Assistance Country Criteria

FAA Sec. 116. Has the Department of

‘State determined that this government has (a) N/A
engaged in a consistent pattern of gross .
violations of internationally recognized (b) Not Applicable

human rights? {f so, can it be
demonstrated that contemplated assistance
will directly benefit the needy?

FY 1988 Continving Resolution Sec. 538.
Has. the President certified that use of
DA funds by this country would violate
any of the prohibitions against use of
funds to pay for the perfornace of.
abortions as a method of family planning,
to motivate or coerce any person to
practice abortions, to pay for the .
performance of involuntary sterilization N/A
as a method of family planning, to coerce
or provide any financial incentive to any
person to undergo sterilizations, to pay
for any biomedical research which
relates, in whole or in part, to methods
of, or the performance of, abortions or
involuntary sterilization as a means of
family planning?

2. Economic Supnort Fund Country Criteria

FAA Sec. 502B. Has it been determined

that the country has engaged in a

consistent pattern of gross violations of (a) No
internationally recognized human rights? (b) Not Applicable
1f so, has the President found that the

country made such significant improvement

in its human rights record that

furnishing such assistance is in the U,S.

national interest?

FY 1968 Continuing Resolution Sec. 549.
Has this country met its drug eradication

targets or otherwise taken significant YEs
steps to halt illicit drug production or
trafficking?

Yl



3(A)2 - NONPROJECT ASSISTANCE CHECKLI1ST

The criteria listed in Part A are applicable
generally to FAA funds, and should be used
irrespective of the program's funding source.
In Part B a distinction is made between the
criteria applicable to Economic Support Fund
assistance and the criteria applicable to
Development Assistance. Selection of the
criteria will depend on the funding source for
th- program.

CROS5S REFERENCES: IS COUNTRY CHECKLIST UP 170
' DATE? HAS STANDARD ITEM
CHECKLIS1 BEEN REVIEWED?

A. GENERAL, CRITERIA FOR_NONPROJECT ASSISTANCE

1. FY 1988 Continuing Resolution Sec. 523; Congressional committees have

FAA Sec. 634A. Describe how been informed through the
authorization and appropriations Congressional Presentation
committees of Senate and House have and subsequently through
been or will be notified concerning advice of program change. A
the project. Congressional Notification
: was sent to the Hill, and
2. I'AA Sec. 61)(a)(2). If further letter was cleared without
legislative action is reguired within objection on 2/8/88.

recipient country, what is basis for
reasonable expectation that such action

will be completed in time to permit

orderly accomplishment of purpose of the N/A
assistance?

3. FAA Sec. 209. 1Is assistance more
efficiently and effectively provided
through regional or multilateral
organizations? If so, why is assistance
not so provided? Information and
conclusions on whether assistance will N/A
encourage developing countries to
cooperate in regional development
programs.

(Vs



FAMA Sec. 60l(a). Information and
conclusions on whether assistance will
encourage efforts of the country to:

(a) increase the flow of internation::
trade; (b) foster private initiative and
competition; (c) encourage development
and use of cooperatives, credit unions,
and savings and loan associations;

(d) discourage monopolistic practices:

(e) improve technical efficiency of

industry, agriculture, and commerce; and
(f) strengthen free labor unions.

FAA Sec. 601(t). 1Information and
conclusions on how assistance will
encourage U.S, private trade and
investment abroad and encourage private
U.S. participation in foreign assistance
programs (including use of private trade

channels and the services of U.S. private

enterprise).

FAA Secs. 612(b), 636(h); FY 1988
Continuing Resolution Secs. 507, 509.
Describe steps taken to assure that, to
the maximum extent possible, foreign

currencies owned by the U.S. are utilized

in lieu of dollars to meet the cost of
contractual and other services.

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

FAA Sec. 601(e). Will the assistance.
utilize competitive selection procedures
for the avarding of contracts, except
where applicable procurement rules allow
otherwise?

FAA 121(d). If assistance is being
furnished under the Sahel Development
Program, has a determination been made
that the host government has an adequate

system for accounting for and controlling

receipt and expenditure of A.I.D. funds?

By reducing Djibouti’'s
outstariing debt, financing
for commercial audit and
international trade will

be enhanced.

N/A

The U.S. does not own
excess Djiboutian currency.

No. -

Competitive procedures
will be utilized to recruit
and hire PSC position.

N/A



B.

FUNDING CRITERIA FOR _NONPROJECT ASSISTANCE

1.

- Nonproject Criteria for Economic Suoport

Fund

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

b. FAA Sec. 531(e). Will assistance
under this chapter be used for military
or paramilitary activities?

c. FAA Sec, 531(d). Will ESF funds:-made
available for commodity import programs
or other program assistance be used to
generate local currencies? If so, will
at least 50 percent of such local
currencies be available to support
activities consistent with the objectives
of FAA sections 103 through 1067

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

e. FY 1988 Continuing Resolution., If
assistance is in the form of a cash
transfer: (a) are all such cash
payments to be maintained by the country
in a separate account and not to be
commingled with any other funds? (b)
will all local currences that may be
generated with funds provided as a cash
transfer to such a country also be
deposited in a special account to be used
in accordance with FAA Section 609 (which
requires such local currencies to be made
available to the U.S. governnent as the
U.S. determines necessary for the
requirements of the U.S. Government, and
which requires the remainder to be used
for programs agreed to by the U.S,
Government to carry out the purposes for

| which new funds authorized by the FAA

Yes

No

(a) No

(b) Not Applicable

N/A

(a) Yes-:

(b) N/A



would themselves be available)? (c) Has

Congress received prior notification -
-providing in detail how the funds will be (c) Yes.
used, including the U.S. interests: that

will be served by the assistance, and, as
appropriate, the economic policy reforms

that will be promoted by the cash

transfer assistance?

f. FY 1988 Continuing Resolution. Have

local currencies generated by the sale of

imports or foreign exchange by the

government of a- country in Sub-Saharan

Africa fron funds appropriated under

Sub-Saharan Africa, DA been deposited in .
a speclal account established by that N/A
government, and are these local

currencies available only for use, in

accordance with an agreement with the

United States, for development activities

which are consistent with the policy

directions of Section 102 of the FAA and

for necessary administrative requirements

of the U. S. Government?

2. Nonproject Criteria for Development
Assistance

a. FAA Secs. 102(a), 111, 113, 28Bl(a).
Extent to which activity will (a)
effectively involve the poor in
development, by expanding access-to
economy at local level, increasing .
labor-intensive production and the use of N/A
approprlate technology, spreading
investment out from cities to small towns
and rural areas, and insuring wide '
participation of the poor in the benefits
of development on a sustained basis,

using the appropriate U.S. institutions:
(b) help develop cooperatives, especially
by technical assistance, to assist rural
and urban poor to help themselves towarad
better 1life, and otherwise encourage
democratic private and local governmental
institutions; (c) support the self-help
efforts of developing countries; (4d)
promote the participation of women in the
national economies of developing

countries and the improvement of women's
status; and (e) utilize and encourage
regional cooperation by developlng
countries?




'b. FAA Secs. 103, 103A, 104, 105, 106,
.120-21. 1Is assistance being made
available (include only applicab'~
paragraph which corresponds to source of
funds used; if more than one fund source
is used for assistance, include relevant
paragraph for each fund source):

(1) [103] for agriculture, rural
development or nutrition; if so

(a) extent to which activity is
specifically designed to increase
productivity and income of rural poor;
[103A]) if for agricultural research,
account shall be taken of the needs of
small farmers, and extensive use of
field testing to adapt basic research
to local conditions shall be made; (b)
extent to which assistance is uesed in
coordination with efforts carried out
under Sec. 104 to help improve .
nutrition of the people of developing
countries through encouragement of
increased production of crops with
greater nutritional value; improvement
of planning, research, and education
with respect to nutrition, particularly
with reference to improvement and
expanded use of indigenously produced
foodstuffs; and the undertaking of
pilot or demonstration programs
explicitly addressing the problem of
malnutrition of poor and vulnerable
people; and (c) extent to which
activity increases national food
security by improving food policies and
management and by strengthening
national food reserves, with particular
concern for the needs of the poor,
through measures encouraging domestic
production, building national food
reserves, expanding available storage
facilities, reducing post harvest food
losses, and improving food distribution.

Rl



(2) [104) for population planning

under Sec. 104(b) or health under Sec.
104(c); if so, extent to whi~h activity
emphasizes low-cost, inteqrated

delivery systems for health, nutrition - N/A
and family planning for the poorest '
people, with particular attention to

the needs of mothers and young

children, using paramedical and

auxiliary medical personnel, clinics

and health posts, commercial

distribution systems, and other modes

of conmunity outrearch.

(3) [105] for education, public
administration, or human resources
development; if so, (a) extent to'which
activity strengthens nonformal
education, makes formal education more
relevant, especially for rural families N/A-
and urban poor, and strengthens
management capability of institutions
enabling the poor to participate .in
development; and (b) extent to which
assistance provides advanced education
and training of people of developing
countries in such disciplines as are
required for planning and
implementation of public and private
development activities. .

(4) ([1l06]) for technical assistance,

energy. research, reconstruction, and N/A
selected development problems; if so, »
extent activity is:

(i)(a) concerned with data collection
and analysis, the training of skilled
personnel, research on and
development of suitable energy
sources, and pilot projects to test
new methods of energy production; and
(b) facilitative of research on and
development and use of small-scale,
decentralized, renewable energy
sources for rural areas, emphasizing
development of energy resources which
are environmentally acceptable and
require minimum capital investment;

)


http:participate.in

(11) concerned with technical
cooperation and development,
especially with U.S. private and
voluntary, or regional and
international development,
organizations;

(iii) . research into, and evaluation
of, economic development processes

and techniques;

¢iv): reconstruction after natural or

nanmade disaster and programs of
disaster preparedness;

(v) for special develorment
problems, and to enable proper
utilization of infrastructure and
related pro;ects funded with earlier
u.s. assistance;

(vi) for urban development,
especially small, labor-intensive

enterpirises, marketing systems for
small producers, and financial or

other institutions to help urban poor

participate in economic and social
development.

(5) [{120-21] for the Sahelian region;
1f so, (a) extent to which there is
international coordination in planning
and implementation; participation and
support by African countries and
organizations in determining
development priorities; and a

long-term, multi-donor development plan

which calls for equitable
burden-sharing with other donors; (b)
has a determination been made that the
host government has an adequate system
for accounting for and controlling
receipt and expenditure of projects
funds (dollars or local currency
generated therefrom)?

c. FAA Sec. 107. 1s special emphasis
placed on use of appropriate technology
(defined as relatively smaller,
cost-saving, labor using technoclogies
that are generally most appropriate for
the small farms, small businesses, aud
smali incomes of the poor)?

N/A



'd. FAA Sec. 281(b). Descridbe extent to
which the activity recognizes the
‘particular needs, desires, and capacities
of the people of the coun.ry; ytilizes
the country's intellectual resources to
encourage institutional development; -and
supports civic education and training in
8kills required for effective
.participation in governmental and
political processes essential to
self-government, '

e. FAA Sec. 10l(a). .Does the activity
give rcasonable promise of contributing
to the development of economic resources,
or to the increase of productive
capacities and self-sustaining econonic
growth?

N/A

N/A



ANNEX E

INITIAL ENVIRONMENTAL EXAMINATION DETERMINATION
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INITIAL ENVIRONMENTAL EXAMINATION

Project Country: Djibouti

‘Project Title and: No: anfproject Assistance (603-002§i t

Funding: $3.325 million FY: 1988

IEE Prepared by: Dr. Edward McGowan, Regional Environmental
Officer ’ o

Environmental Action Recommended: Categorical Exclusiof

Jugstification: This activity is a cash grant for structural
and budget support, which will be used for payment of external
debt or procurement of goods and services from the U.S. The
portion of the cash grant which will be spent for repayment of
debt falls within Section 216.2(c)(l) Reg. 16, as an activity
with no effect on the natural environment. It thus is within a
class eligible for an exclusion from further environmental
review notwithstanding provisions of 216.2(c)(3). As for any
portion of the grant which may be used for commodity imports,
(where assistance is provided under a commodity support
program) the activity would fall under the exclusion category
216.2(c)(2)(1X) - again not withistanding Section 216.2(c)(3).

Approved by: f;éiCEE. Date: 11/Lb[§3/
— o

Clearance: MKMWO?;YL%, PZA Dpate: -9 /96



ANNEX F

AA/AFR ACTION MEMO ON ELIGIBLE DEBT SERVICE PAYMENTS



ACTION: AID-3 INFO: ECON RLO

VZC2ZCNACS47
00 RUEHNR

DE RUFEC #7871 £820033

ZNR UUUUU ZZE
0 22¢23¢Z MAR 88
"FM LECSTAIE WASHDC

TO RUEHNR/AMEMBASSY NAIROBI IMMEDIATE 7655
INFO RUQMILJ/AMEMEASSY DJIBOUTI IMMEDIATE 7784

BT
UNCLAS STATE 087871

“AIDAC, NAIRORI FOR REDSO/ESA

E.0. 12356:  N/A

UNCLASSIFIED' “““~§Th1S " gavgv1’

22~-MAR-88 TOR: ©4:23

MAR22 1989

'DJIBOUTI NON-PROJECT ASSISIANCE (623-0¢22)
ON MARCH 18, 1988 THE AA/AFR APPROVED TEE USE OF U.S.

DOLLAR DISBURSEMENTS FROM THE FY 1988 ESF CASH TRANSFER

70 DJIBOUTI TO SERVICE DEBT OWED BY TEE GOVAZRNMENT OF
DJIBOUTI 170 MULTILATFRAL DEVELOPMENT PANKS AND A.I.D.
GEOGRAPHIC CODE 935 ENTITIES AS FOLLOWS:

CREDITOR
ORGANIZATION OF
PETROLEUM EXPCRTING
COUNTRIES FUND
(OPEC FUND)

1FAD
ARAB ECONCMIC -
AND SOCIAL DEV.
FUND (FADES)

"ISLAMIC DEVELOPMEN 1
BANX (BID)

AFRICAN DEV
FUND (FAD)

BID
BID

IFAD
CALABRESE "

(ITALIAN SUPPLIER)
IBRD/1DA

"GROD TEBT

PURPOSE

0IL IMPORTS,
AGRICULTURAL DEV.,
AND GEOTHERMAL
ARTISANAL FISHERIES

- CATTLE FEED
PROCESSING

"FISHE PIER STUDY

GEOIHERMAL

IRRIGAIION
INDUSTRIAL DEV.

" SIUDIES

ARTISANAL
ISHERIES II

"URBAN SANITATION
EQUIPMENT

PLANNING

UNCLASSIFIED

121,922
721,790
39,029
9,994

62,572
5,866

6,485

243,757

21,224

"STATE @87871

CN:" 9426
CHRG: AID
DIST: AID
ADD:

1

Info ‘,

N

o e
U ’\‘al\ ]
S —
|

gt Bt = ¢ GEGESt— ———

REMC
EXC/CR:

AUI u”

|1z
CHROM | afi

“REPLY
DUE

Ve

ACTION |
TAKEN

DATE

INHMLS‘

NN
A



SHUL 12
BT
#7871

NNNN

. UNCLASSIFIED

UNCL;SSIFIED

STAIE 087871

ASSISTANCE

IBRD/IDA ROAD
. MAINTENANCE 56,655
IBRD/IDA GEOTHERMAL ' 46,245
IBRD/IDA Ui 8AN DEVELOPMENT 26,434
IBRD/IDA SCHOOL CONSTRUCTION 38,038
EQUAIOR BANK PURCHASE OF FOEING 567,010
NAIROBI 727 FOR AIR DJIBOUTI
FAD URBAN SANITATION 43,202
SUBTOTAL 2,278,190
" PUBLIC' ENTERPRISE/PARASTATAL DEBT

CREDITOR PURPOSE US DOLLARS
FADES PORT DEVELOPMENT 536,491
EUROPEAN ELECTRICAL NETWORK
"INVESTMENT BANK EXTENSION 134,903
AFRICAN DEV. FUND URBAN WATER SYSTEMS 48,638
(FAD)
ISLAMIC DEV. BANK ELECTRICAL PLANT 323,706
(BID) EXPANSION

SUBTOTAL 1,053,738

GRAND TOTAL $3,331,928

STATE p87871



ANNEX G:
CABLES APPROVING DECISION
NOT TO GENERATE LOCAIL CURRENCIES



“GRCLASSIFLET TiBCUT™ "2u3424/21 “ F (HOD=YY
ACTION: AID~3 INFO: ECON RLO

YZC2C1AQE33 12-N0V-87 TOR: 15:01
RR RUZENR CN: 25€E5
DE RUMDJ #3464/01 3141339 ‘ CERG: AID
ZNR UTUTU Z2Z% . DPIST: AID
R 1012522 NCV €7 ADD:

FM AMIM3ASSY LJI305T(
PO RUZEC/SEICSTATT WASEDC 7448

INFO 2U=7NR/AMEMEASSY NAIROBI 9327 0398 IXPECTED MCN

BT :

UNCLAS SFCTION 21 OF 92 DJIBOUTI 3464

AIDAC - NOV 121092,

DEPT FOR AF/Z AND AT/EPS
VASHEDC FOR AID/W
NAIROZI FOR REDSO

E.0. 12356, N/A | : "
SURJ: DJTEOUTI-NONPROJECT ASSISTANCE (683=#@22) PAAD DESIGL

REDSO | Action | Info
REPS: A) NAIROBI 36255, B) STATE 33822¢ ouz- _4
1. IN A 17/27 MEETING WITH THE GROD DIRECTOR OF THE DIOR - | !
PRESIDENTIAL CABINIT AND THE GENFRAL SFCRETARY CF THE !
MINISTRY OF FOREIGN AFFAIRS, TAZ REDSO NPA TEAM AND | AGR | |
EE AID REP WERE INFORMZD THAT TEE SROD STILL PREFERS AT ]
DEVELCPMELET P30JEC™ ASSISTANCE TO PROGRAM ASSISTANCE, [ | Z
AND TEAT T3®RE IS DISAPPOINTMENT wITH THE DOLS 3 |ch0 |
MILLION LZVEL OF OYB CURRENTLY UNDER DISCUSSION. '[aco ' — ‘
2. IN VIE¥ OF DJIBCOTI’S LOW PER CAPITA INCOME, I7S ENGR
STRAPEGIC IMPORTANC?®, AND PPESSING HUMAN RESOURCE
DEVILOPMEX™ NEEDS, APTESR ONLY TEN YEARS OF FFPO |
INDEPENTENCE, IN  ADDITION TO IS DISAPPOINTMENT YITH o [P
RESPECT T0 THE PROPCSED CHANGE IN THE FORM AND
SURSTANCE OF AMERICAN ASSISTANC®, AS WFLL AS TH® RLA 1
CLCSIXG OF TSE AID OFFICE AND THE TERMINATION OF THE
TEVZLOPMELT ASSISTAXCE TEAT THAT OFFICE FAS PROVIDED LIBRARY |
CVER TEE T3ARS, THYI GROD REQU2STS A SUBSTANTIALLY KAGAI
BIGHER OYE. — —1
3. AS THE 2POD CONSIDERS TET OYBR ALREADY T0 FE 700 EXO/PER
10W, I® SOGLD NCT BF WILLING TO SZ5 A PORTION CF THAT
FINANCIAL ASSISTANCE GO FOR PAYING THXZ EXPENSES OF A ADMIN
PSC FIRZD ™0 ASSIST TAFM WITH THZ MANASFMENT OF A ‘cron |- —
ALTZIRNATIYZ AID DEVELOPMENT PROGRAM, A FUNCTION THEY
SIE AS A SUBSTITUTE FOR THE CURRENT AID OFFICS. &E;W il 12
4. CN TET OTEFR HAND, THE GROD REPRESENTATIVES . ACTION HQL
INDZNTIFIZD ABOVE RZCOCNIZ?D TFA™ AN NPA PROGRAM GYARTD TAKEN
TO SFRVICING DJI®ROCTI’S INTIRNATICNAL LERT WOULD BE A DATE {37
VALUAILE A%D ESTIMTD FORM OF ASSISTANCZ, WHICE ¥0OULD
BZ APPRRCIATED EY TEE GROD. TEEY NO™ED THAT COLLAR INTALS | 1
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DI3T SOULT 27 PARTICGLARLY ¥ELCOMZ AS ASSISTANCT OF
TIAT KATYPE WOULD S7LP ALLFVIATE DJICUBI’S CURRENT
BUDGET PRGELIMS. (FYI A™ TEL 12/18 TXTPACRDINARY
MEZEITIFG OF ™3IZ COUICIL OF MINISTZRS ON TEZ 1988
BUDGET, TEZ SERVICING OF INTEZRNATIONAL DEBT, ALCNG
WITE T9E GOVTREYMINT PAYROLL AND RECURRENT OPTRATIONS,
WAS CITED BY THE MINISTER OF FINANCF AS A ZRINCPAL-
BURLEN CN 7HT 1C0EQ 3UDGET.

« THE GROD OFFICIALS CBSERVED ‘THAT DOLLAR ASSISTANGS
TOVARD TEZ PAYMENT CF INTZRNATIONAL DZBT WOTLD )
"CONSTITUTFL DIRFC™ RUDGET SUPFCRT, BUT TEX TRANSFEIR OF
FUNDS FROM TEE OPERATIN? BUDGET TO A SPECTAL LGCAL
CUREENCY ACCOUNT FOE TER FINANCING OF .DEVELOPMENT .
ACTIVITIES PREVIOUSLY FINANCEZD BY AID ¥OULD NEGATE TEZ
. BSSZNCE OF 3CIGFT SUPPCRT. TEDY OBSERVED FURTHER TEAT

CLOSUREZ OF TFE AID OFFICE AND ¥ITHDRAYAL CF DIRECT AID,
PROJECT TECENICAL ASSISTANCE WCULD DEPRIVE THZ GROD OF
ESSENTIAT WANAGEMFNT ASSISTANCE REQUIRED TO CONTIKUE
EFFCTIVELY SUCH DEVELOPMINT ACTIVITIES.

6. IN SUMMATION, TEE GROD OFFICIALS GAVE TESTIMCNY TO
TEZ VALURZ CT.THF CNGCING ALD PROJZCTS AND THZ DESIRE
TO STE SAID ACTIVITIES CONTINUE ALONG YITHE THE AID
.OFFICZ, 3UT TZAT THI GROD WOULD NOT TURN UP ITS NOSE
AT BUIGET SUPPCR? IN TEX ¥ORM OF DEBT SERVICING.
TIEIR TINAT PLEA VAS TEAT, IF INDEED, TEE USG CEOOSES
FOR ITS OVY REASONS, TO ALTFR ITS ASSISTANCE TC
DJIECUTI TC TEAT OF TEBT SERVICING, PLEASE DC SO
"WITACUT CCYPLICATING SAID ASSISTANCE YITH OTHER
MEANDATORY tPPUYNDAGES, PARTICULARLY IN SUCE TFASEION AS
TO TASZ THE GRCD’S LIMITED MANAGERIAL CAPACITIES.

7. PARAGRATE 3, RIZFTEL B, CITES A GC/AFR OPINICN TO°
TIE EFPICT THAT AS LONG AS THEZRE ARE S0UND
PROGRAMMATIC REASONS FOR NOT CENIRATING LOCAL
CURRENCIZS, SZICTION 531(D) LCES NOT RECUIRZ IT. TEER
SAMZ RIFZRINCET GOES 0§ TO INLICATS THAT CN POLICY
GROUNIS TH: AFRICA RUREAU HAS NO C3JECTICN TO NOT
GENZIRATING LOCAL CURRENCY IN DJIBOUTI.

8. NIVIRTUILESS, PARAGRAPH 5, HEFTEL C, SUGGZSTS THAT
TAE PAAD WILL R3QUIRI TER GENERATION OF LOCAL CTRRENCT
AND TEZ TRAC:LING OF SAME.
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9. GIVEM BOTE TYE AID/YW AND GROD POSITIONS INDICATZD
ABOVE, IT 5CULD APPIAR APPROFRIATE TBAT, IN LIEU C}
MANDATORY CONLITIONS, THE PAAD MEIRZLY SUGGFST TEAT TMHZ
GROD ¥ILL, PERHAPS, EVENKTUALLY DZCIDE UNILATEZRALLY T0°

{CONTIIBUTS VOLVN“A”ILY TQ THE CCNTINUATION OF .
DEVBLOruENT INITIATIVSS ORICINATING WI'CE TEZ PPICP AID:
PROGRAM. PAAD LANGWTAGE COULD GO ON TC INDITCAT: TEAT
ASSURANCZS TC THAT ZFrZCT ARE IMPOSSIELE, GIVEN THA
PRCSLEMATIC STATE CF DJIB0UTI’S 23CLGET, W" ¥ZLL AS THE
GROL’S LIMITED CAPACITY TO CONTINUZ SUCE INITIATIVES
WITEOCT DIRECT MANAGIRIAL AND TECHNICAL ASSISTANCE TO
THAT END.

1¢. THE GROD’S INCLINATION TO GFNERATE LOCAL dUERENCi
FROM TH™ NPA LOLLAR GPRANT WOCLD, ALSO, BR T3IMPERED BY
THE EVENTUAL MAGNITUPE AND TIMING OF TEE LATTER..

11. PURTHZRMORE, IF YE REQUIRET THE GROD TO GYNERATE
LOCAL CUGRRZNCY TC FUAD DZVELOZMENT TUYE GROD TO GFRERATE
LOCAL CURRENCY TC FUND DEVETOPMENT ACTIVITI=S, YT
"WOULD BE LTAVING OURSZLVES OPIN TO GREATEIE CRITICISM,
THAN OTHERVISE, WERE TEE IMPL MENTATION OF TEOSE:
JACTIVITIES TO RUh INTO DIFFICULTY FOR ANY OF A VARIETY
OF RE!SOHS, P.G., TNSUFFICIENT FUNTING MAGNITUDE,
UNTIMELY AVAILABILITY OF FUNDS LACT OF MANAGSRIAL
"CAPABILITY, EIC.

12. IN SEQUENCE TO THE "AROVE, IT IS BECOVML&DED TEAT
G.A. LANGUACE GO NO FURTEZR TEAN T0 INVITE THE GRCD 10
CONSIDER LCCAL CURRINCY GENEZRAION AS A ‘MTANS BY WHICH
"IT MAY KISE TO CONTINUE UNILATERALLY DEVELOHMEAT
ACTIVITIES INITIAT®D BY THFE FORMER AID PROGRAM. TEZ
GROD IS LIYZLY TO EALL AT ANY CONDITICNALITY OF NPA
MORE DEMANDING.

13. ESSENTIALLY, THE BASIC IDSA OF THE NPA DOLLAR
GRANT IS TO MASE A PCLITICAL GISTURE OF FRIENDSEIP.
POR INTEZRNAL MANAGEMENT POLICY RFASONS, ¥E ARE NOT
GIVING TEZ GROD WHAT THIY WANTED IN THEZ FIPST PLACE,
I.E., PROJTCT ASSISTANCZ AND TEF DEVWLCPMENT DIALOGUZ
' INTRINSIC TO THF CONTIHTJATICN OF TIE AID OFFICT. -¥E -
SEOULD STRIVE, THEIN, TO MAYE AS PALATART® AS PCSSIBLZ
CtUR UNILA“LnALLY CEOSEX ALTERNATIVE, YEICE IN FACT
COULD STIMULATZ GROD SATISFACTION, IF PRESENTZD
ATTRACTIVLLY
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00 RUZHNR CN: 21755
TE RUEHC #8222 3232338 CHRG: AID

ZNR UUUOUD Z2E Eéth AID
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FM SECSTATE WASHDC

TO RUERINR/AMEMBASSY NAIROBI IM4EDIATY 2183 o :
INFO RUQMIJ/AMEMBASSY LJIBOUTI IMMETIATE 7262 l“J:’

BT . |
UNCLAS STATE 336223 . w ﬂ

AIDAC NAIRORI FOR REDSO RLA
. | o OCT3O
£.0. 12356: N/A | %
TAGS: ' ' . :
SUBRJECT: TJIBOUTI NFA-FAA 531(D) AND LOCAL CURRENCY .
~ENERATIONS ' e e
_ | REDSO | Actién ! frd-
F¥: - 10/28 EANSEN-ELEINJAN TELCON DR [
. "IN REF TELCON RLA INQUIRED ¥PETHER TEERE WAS D/DR | ‘
NYTEING IN T3E SINATE LIGISLATIVE AISTCRY OF FAA AR
CTION 531 (D) THAT COULD REQUIRE 7% DJIBOUTI '{PA CASH ! ;
‘RANSFFR T0 GZINERATE LOCAL CURRENCT. PEIS WILL BE A ANA | =
JOLLARS Z MILLION ESFFUNDZL CASA3 TRANSFER. RoMO 1
o | T
>, FAA SECTION 531(T) STATES THAT "TO TIE MAXIMUM RCO T
SXTENT TIASIBLE, FUNDS #ALT AVAILASLE oRSTANT TO TIIS —
“EAPTFR (TSF) FOR COMMOIITY IMPORTPROGRAMS OR OTHER ENGR
>ROGRAM ASSISTANCE SEALL BEZ USiD 0 GINITATE LOCAY ol —
SDRRENCITS, NOT LESS THAYN =@ PERCINT ¢® WEICS SHALL BE '
AVAILABL® TO SUPPORT ACTIVITITS CONSISTEZHNT ¥WITI T1F Pod P
0EJECTIVES OF SECTION 183 TFROUGH 186 % 7913 ACT, AND AT I
ADMINISTIRED SY TUE_AGENCT PRIMARJLY RESPONSIBLE FOR '\
ADMINISTIRING PART I OF THIS ACT. (PARTNTISTICAL . LISRALY
ATLDED). BOTH TZT SENATI RTPORT (N0. S934, APRIL 19, o~ T
108E) ANT TEE CONFRRENCE REPORT (I CONE 3PT. NO. 95-237, * KAG/L
JULY 29, 1985) STATE TZAT TEE pROVISION "DIRECTS THAT, RFMC
70 THE MAXINUM EXTE4T FEASIBLE, COMMOLITY IMPORT P203RAMS |ERC/RRi
(CIP) AND OTFER RELATED PROCRA:S GINIRATE LOCAL CURRENCY | apmin -
OF WHICH AT LSAST 52 PERCINT SHOULD BE DROGRAMYED TO : |
DEVELOPHINT ACTIVITIES,...  AS NOTED REF TELCO%, THE J CHRON | -

[REPLY

DUE ([l {os
ACTIGN :
TAKEN :

$ THERE-IS NO

PROVISION WAS ATLED BY T3E SENATE AND TEU

RELEVANT HOUSE LEGISLATIVE EISTORY.

3. SECTION 521 (D) HAS ELEN INT®RORETEL TC APPLY T0 CASH

TRANSFERS &S WELL AS t0 CIPS. AS APFEARS FROM TEE ABOVE

‘QUOTATION, TRE LEGISLATIVE HISTORY DOES NCT ELAEORATE 2N
TH Ti BELITVSS TZAT 0N

JEAT IS MEANT 3Y FTASISIle. THUS GC/A
g ;‘i" 19 I rrs —SF u! ‘5‘ 3 ¥ i J:‘“‘ RO e '. .' ' LA i
GRrtBL s 5’}),55},5;{; e M el b iom
MR TR BALE: #'fgﬁ- SR SRIB NI, ; AR IAES
¥ o Y iy, Dt {2 3, T ~;v_'_ A viigta LW
‘@ e AT ’ Qﬂﬁs yoi 1)

R

HOdTIR, 17 e S 15T 1N MAYAZ ING T3IS
N IVITY, FOR BULGETARY RZASONS USE OF OF FUNIS T) FAY W]
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FOR HIi{{/SER IS UNACCEFTAEL®., AATHER, LOCAL CURRENCY
GENERATIONS SEOULL BE USZL FOR THE PSC.~

4. THIS CABLE COMMENTS ONLY ON SECTION 531(D). NO dTHER_
CURRENTLY APPLICABLY STATUTE WOULD REQUIRE GENERATION OF

ggCAL CURRENCY IN THIS SITUATION. SHULTZ
#8220
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ANNEX H

DRAFT GRANT AGREEMENT



-Date::

~ A.I.D. Grant No.:

AGREEMENT
BETWEEN
THE GOVERNMENT OF THE REPUBLIC OF DJIBOUTI

AND

‘THE GOVERNMENT OF THE UNITED STATES OF AMERICA

ACTING THROUGH

THE AGENCY FOR INTERNATIONAL DEVELOPMENT

s



_ AGREEMENT, dated between the
Government of the Republic of Djibouti ("Grantee") and the
Government of the United States of America, acting through the
Agency for International Development ("A.I.D."), together
rzferred to as the "Parties."

ARTICLE I

The Grant

Section 1.1 The Grant

For the purpose of assisting in the reduction of the budget
deficit and thereby supporting the economic and political
stability of Djibouti, A.I.D., pursuant to the Foreign
Assistance Act of 1961, as amended, hereby grants to the
Government of the Republic of Djibouti under the terms of this
Agreement not to exceed Three Million United States Dollars
(U.S. $3,000,000) (the "Grant"). ’

ARTICLE II

Conditions Precedent to Disbursement

Section 2.1 cConditions Precedent to Disbursement

Prior to the disbursement of the Grant, or the issuance by
A.I.D. of documentation pursuant to which disbursement will be
made, Grantee will, except as the Parties may otherwise agree
in writing, furnish to A.I.D., in form and substance
satisfactory to A.I.D., the following:

(a) An opinion of counsel acceptable to A.I.D. that
the Agreement has been duly authorized by, and executed on
behalf of, the Grantee and that it constitutes a valid and
legally binding obligation of the Grantee in accordance with
all of its terms.

(b) A statement by the Grantee representing and
warranting that the person (or persons) named therein have the
authority to act as the representative (or representatives) of
the Grantee pursuant to Section 6.2, together with a specimen
signature of each person certified as to its authenticity.



-2~

(c) Evidence that the Grantee has established a
separate interest-bearing Special Dollar Account in a _
commercial bank of the Grantee's choosing into which the Grant
funds under this Agreement are to be disbursed by A.I.D. :

(d) A letter from the Grantee to A.I.D. containing
the proposed specific uses of the Grant funds provided by this
Agreement for A.I.D.'s approval.

Section 2.2 Notification

When A.1.D. has determined that -the conditions precedent
specified in Section 2.1 have been met, it will promptly notify
the Grantee.

Section 2.3 Terminal Date for Meeting Conditions Precedent

If the conditions specified in Section 2.1 have not been met
within ninety (90) days from the date of this Agreement, or
such later date as A.I.D. may specify in writing, A.I.D., at
its option, may terminate this Agreement by written notice to
the Grantee.

ARTICLE 1II

Disbursement

Section 3.1 Disbursement of the Grant

(a) After satisfaction of the conditions precedent and upon
receipt of a Financing Request (FR), A.I.D. will deposit in a
bank designated by Grantee, the sum of Three Million United
States Dollars (U.S. $3,000,000).

(b) Unless otherwise agreed by A.I.D., the Grant funds under
this Agreement will be allocated to (1) payment of Djiboutian
debt service to multilateral banks; (2) payment of Djiboutian
debt service to eligible entities in countries included in
A.1.D. Geographic Code 935; and (3) the public sector for the
importation from the United States of technical assistance, raw
materials, intermediate and capital goods, and spare parts.

Section 3.2 Date of Disbursement

Disbursement by A.I.D. will be deemed to occur on the date 
A.I.D. makes the deposit in accordance with Section 3.1 herein.

by



-3-

Boction 3.3 1Interest on Disbursed Funds

In the event the U.S. Dollar funds deposited into the Special
Dollar Account earn interest prior to their disbursement by the
Grantee for eligible transactions, such interest earned shall
be retained in the Special Dollar Account and be used in the
same manner and for the same purposes as the U. S. Dollars
granted under this Agreement.

Section 3.4 Terminal Date for Requesting Disbursement

If the Grantee has not requested disbursement of funds provided
herein within one hundred eighty (180) days from the date of
this Agreement, or such later date as A.I.D. may agree to in
writing, A.1.D., at its option, may terminate this Agreement by
written notice to Grantee.

ARTICLE 1V
Covenants

Section 4.1. Use of Funds

Grantee agrees that- the funds provided under this Grant shall
not be used to finance military or paramilitary requirements of
any kind, including the procurement of commodities and/or
services for these purposes, or for luxury goods, or for the
repayment of military debt.

Section 4.2 Separate Account: Commingling

Grantee agrees that the Special Dollar Account established
pursuant to Section 2.1(c) of this Agreement shall be
maintained as a separate account and, except for interest which
may be earned on Grant funds deposited into the Account, as
indicated in Section 3.3 of this Agreement, no funds other than
the U.S. Dollar funds disbursed under this Agreement shall be
deposited into this Account.

Section 4.3. Books and Records

Grantee will maintain, or cause to be maintained, in accordance
with generally accepted accounting principles and practices
consistently applied, such booka and records relating to the
Special Dollar Account as are necessary to show adequately,
without limitation, the deposit into, and disbursement of funds

v
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from, the Account by the Grantee for agreed upon purposes. The
specific records to be maintained by the Grantee to support
allocations of funds from the Spe~ial Dollar Account will be
prescribed by A.I.D. Such books and records will be audited
regularly and in accordance with generally accepted auditing

standards, and shall be maintained for three (3) years after
the date of last disbursement under this Grant.

Section 4.4 Right of Inspection and Audit

A.I.D., or any of its authorized representatives, shall have
the right to inspect and audit at all reasonable times the
books and records maintained by the Grantee relating to the
Special Dollar Account.

Section 4.5 Refunds

In the event A.I.D. determines that any disbursement from the
Special Dollar Account has been made for a use other than as
authorized under the terms of this Agreement, or for a
transaction which does not meet the requirements of this
section, or which is unsupported by valid documentation as
required by A.I.D., or which is in violation of United States
law, the Grantee will redeposit into the Special Dollar Account
a sum in U.S. Dollars equal to the amount of such disbursement
within sixty (60) days after receipt of a request therefor from
A.I.D. This right of refund shall continue, notwithstanding
any other provision of this Agreement, for three Years from the
date of the last disbursement of U.S. Dollar Grant funds under
this Agreement.

Section 4.6 Reports

The Grantee will provide quarterly reports on disbursements
into and out of the Special Dollar Account, monthly bank
account statements, and such additional information as A.I.D.
may request from time to time relating to the activities
financed from the Account. These reports will contain such
irformation and include such supporting documentation as nay be
required by A.I.D.

Section 4.7 Taxation
This Agreement and the amount granted hereunder shall be free

from any taxation or fees imposed under any laws in effect in
the Republic of Djibouti. ‘
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ARTICLE V

juspension, Termination and Cancellation

Section 5.1 Suspension
If, at any time,

(é) the Grantee fails to comply with any provision of this.
Agreement; or

(b) An event occurs that A.I.D. determines to be an
exceptional situation that makes it impossible for the purpose
of the Grant to be attained, or for the Grantee to be able to
perform its obligations under this Agreement; or

(c) Any disbursement by A.I.D. would be in violation of the
legislation governing A.I.D.,

then A.I.D. may suspend disbursement of Grant funds under this
Agreement by giving notice to the Grantee. 1In the event of
suspension, the Parties agree to consult with each other in
order to discuss the reasons therefor and to resolve any
differences there may be between the Parties. if, within sixty
(60) days from the date of any suspension of disbursements, the
cause or causes thereof have not been corrected, A.I.D. may
cancel any part of the Grant which has not been disbursed.

Section 5.2 Termination

Either party may terminate this Agreement by giving the other
party thirty (30) days written notice. This Agreement may also
be terminated by mutual agreement of the Parties at any time.
ARTICLE VI
Miscellaneous

Section 6.1 Implementation Letters

From time to time, for the information and guidance of both
Parties, A.I.D. will issue Implementation Letters describing
the procedures applicable to the implementation of the
Agreement. Except as permitted by particular provisions of
this Agreement, Implementation Letters will not be used to
amend or modify the text of this Agreement.

7



Section 6.2 Representatives

For all purposes relevant to this Agreement, Grantee will be
represented by the individual holding or acting in the Office
of Minister of Foreign Affairs and Cooperation and A.I.D. will
be represented by the individual holding or acting in the
office of Director, Regional Economic Development Services
Office (REDSO/ESA), Nairobi, each of whom, .by written notice,
may designate additional representatives for all purposes.

The names of the representatives of the Grantee , with specimen
signatures, will be provided to A.I1.D., which may accept as
luly authorized any instrument signed by such representatives
in implementation of this Agreement, until receipt of written
10tice of revocation of their authority.

3ection 6.3 Communications

(a) Communications submitted by either party to the other
inder this Agreement will be in writing or by telegram or
>able, and will be deemed duly given or sent when delivered to
such party at the following addresses:

To the Grantee: Ministry of Foreign Affairs and Cooperation

To A.I.D.: REDSO/ESA

C/0 American Embassy

Djibouti
(b) All such communications will be in English, unless the
Parties otherwise agree in writing. Other addresses may be

substituted for the above upon the giving of written notice.

Section 7.4 Amendment

This Agreement may be amended by the execution of written
amendments by the authorized representatives of both Parties.



IN WITNESS WHEREOF, Djibouti and the United States of America,
each acting through its duly authorized representative, have
caused this Agreement to be signed in their rames and delivered
as of the day and year first above written.

GOVERNMENT OF THE UNITED STATES OF AMERICA
REPUBLIC OF DJIBOUTI

By: By:

Title: Minister of Foreign Title: A.I.D. Representative
Affairs and Cooperation Djibouti

0968v U{/
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SIGNED AND AGAIN VWHEN GRANT AGREEMENT SIGNED. WHEN
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REQUIREMINT ON ESP CASF TRANSFERS STATED IN STATE
£€3298. IN ADDITICN SEND COPIES OF BOIE LOCUMENTS 10
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