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U. S. AID MISSION TO DOMINICAN REPUBLIC

AMERTCAN TMBALLY 10 Q) e B
SASTLOY DOING O HOMINICAN REPUBLIC

PROJECT AUTHORIZATION

FOR U. 5. CORRESPONDENTS:
U. S. AID MISSION
APO MIAMI 34041

Name of Country : Dominican Republic

Name of Project Small Industry Development

Number of Project : 517-0150
Number of Loan : 517-T-040 )
517-W-041

1. Pursuant to Sections 103 and 106 of the Foreign Assistance Act of
1961, as amended, I hereby authorize the Small Industry Development
project for the Dominican Republic (the "Cooperating Country") involving
planned obligations of not to exceed Five Million United States Dollars
(35,000,000) in loan funds ("Loan") and Eight Hundred Fifty Thousand
United States Dollars ($850,000) in grant funds ("Grant") over a two (2)
year period from the date of authorization, subject to the availability
of funds in accordance with the A,I.D. OYB/allotment process, to help in
financing foreign exchange and local currency costs for the project.

2, The project ('"Project") consists of a program to establish an
institutional mechanism, capable of providing a continuous source of
credit, technical assistance and training to small entrepreneurs in the

Dominican Republic.

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

a. Interest Rate and Terms of Repayment

The Cooperating Country shall repay the Loan to A.I.D. in U.S.
Dollars within twenty~five (25) years from the date of first disbursement
of the Loan, including a grace period of not to exceed ten (10) years.
The Cooperating Country shall pay to A.l1.D. in U.S. Dollars interest from
the date of first disbursement of the Loan at the rate of (i) two percent
(2%) per annum during the first ten (10) years; and (ii) three percent
(3%) per annum thereafter, on the outstanding disbursed balance of the
Loan and on any due and unpaid interest accrued thereon.



b, Source and Origin of Goods and Services (Loan)

Goods and services, except for ocean shipping, financed by
A.I.D. under the Loan shall have their source and origin in the
Cooperating Country or in countries included in A.I.D. Geographic Code
941, except as A.I1.D. may otherwise agree in writing. Ocean shipping
financed by A.I.D. under the Loan shall be financed only on flag vessels
of the Cooperating Country or countries included in A.I.D. Geographic
Code 941, except as A.I1.D. may otherwise agree in writing.

c. Source and Origin of Goods and Services (Grant)

Goods and services, except for ocean shipping, financed by
A.I.D. under the Grant shall have their source and origin in the
Cooperating Country or in the United States, except as A,I.D. may
otherwise agree in writing. Ocean shipping financed by A.I.D. under the
Grant shall be financed only on flag vessels of the United States, except
as A.I.D. may otherwise agree in writing.

d. Conditions Precedent to Loan Disbursements

i. First Disbursement. Prior to the first disbursement under
the Loan, or to the issuance by A,I.D. of documentation pursuant to which
disbursement will be made, the Cooperating Country, will, except as
A.I.D. may otherwise agree in writing, furnish to A.I.D. in form and
substance satisfactory to A,I.D.:

(a) An opinion of the legal advisor to the Cooperating
Country that this Agreement has been duly suthorized and/or ratified by,
and executed o behalf of, the Cooperating Country, and that it
constitutes a valid and legally binding obligation of the Cooperating
Country in accordance with all of its terms;

(b) A statement of the name of the person who will
represent the Covperating Country and of any additional representatives,
together with a specimen signature of each person specified in such
statement;

(¢) The name of the Cooperating Country's project
coordinator who will be able to contribute adequate time and effort for
the successful implementation of the project;

(d) Evidence of the establishment of (1) a prcject office
within the Central Bank and the assignment of adequate staff to support
activities planned under the project, and (2) a Small Industry
Development Credit Fund within the Borrower to support activities planned
under the project;



(e) A detailed operational plan for sublending for the
first sublending period of the project;

(£) Evidence of the establishment of a coordinated program
of technical assistance and credit between the Central Bank and local
small industry assistance organizations inqluding detailed policies,
procedures and eligibility criteria to be followed under that program.

ii, Disbursement for Each Program Sublending Year. Prior to
any disbursement, or the issuance of any commitment documents under the ;
Loan in each progr.am sublending year, beginning with the year October 1, :
1983 to September 30, 1984, the Cooperating Country shall, except as
A.1.D. may otherwise agree in writing, furnish in form and substance i
satisfactory to A.I.D. a detailed report which (a) sets forth sublending
activities planned for the next program sublending year, (b) evaluates
the effectiveness of the credit resources and sublending policies,
procedures and eligibility criteria used during the previous sublending
periods and (c) evaluates the effectiveness of the technical assistance
resources provided to small industries and the effectiveness of the
policies, procedures and eligibility criteria used to manage these
resources during the previous sublending periods.

e. Conditions Precedent to Grant Disbursements

i. First Disbursement. Prior to the first disbursement under
the Grant, or to the issuance by A.I.D. of documentation pursuant to
which disbursement will be made, the Cooperating Country will, except as
che Parties may otherwise agree in writing, furnish to A.I.D. in form and
substance satisfactory to A.I.D.:

(a) An opinion of the Legal Advisor to the Cooperating
Country that this Agreement has been duly authorized and/or ratified by,
and executed on behalf of, the Cooperating Country, and that it
constitutes a valid and legally binding obligation of the Cooperating
Country in accordance with all of its terms;

(b) A statement of the name of the person who will
represent the Cooperating Country and of any additional representatives,
together with a specimen signature of each person specified in such
statement; and

(c) The name of the project coordinator for the project
together with evidence that the coordinator will contribute adequate time
and effort for the successful implementation of the project.

ii. Disbursement for Technical Assistance System Component.
Prior to any disbursement under the Grant, or the issuance by A.I.D. of
documentation pursuant to which disbursement will be made to support the




activities include under the Technical Assistance System project
component, the Cooperating Country will, except as the parties may
otherwise agree in writing, furnish to A.I1.D. in form and substance

satisfactory to A.I.D.:

(a) Evidence of the esteblishment of a coordinated program
of technical assistance and credit between the Central Bank and local
small industry assistance organizations including the detailed policies,
procedures and eligibility criteria to be followed under that program;

(b) Evidence of the establishment of a Central Assistance
Facility (CAF) within the Central Bank with the necessary supporting
staff, equipment and other resources to administer the CAF activity;

(¢c) A detailed operational plan for the technical
assistance center activities for the first project year (approximately
September 1982 to September 1983).

iii. Disbursement in Each Project Year. Prior to any
disbursement or the issuance of any commitment document under the grant
in each project year, beginning vith the year October 1, 1983 to
September 30, 1984, the Cooperating Country shall, except as A.I.D. may
otherwise agree in writing, furnish in form and substance satisfactory to
A.I.D.:

(a) A detailed report on the technical assistance
activities planned for the next project year; and

(b) a detailed evaluation report on the effectiveness of
the technical assistance resources provided to small industries and the
effectiveness of the policies, procedures, and eligibility criteria used
to manage these resources during the previous project years.

f. Special Covenants {or Loan

i. Project Evaluation. The Cooperating Country shall
establish an evaluation program as part of the Project. Except as A.I.D.
may otherwise agree in writing, the program will include annual
evaluations during the implementation of the Project and at least one
more at the project conclusion. The evaluation will include, but not be
limited to: (a) evaluation of progress toward attainment of the
objectives of the Project; (b) identification ard evaluation of problem
areas or constraints which may inhibit such attainment; (c) assessment of
hcw such information may be used to help overcome such problems; and (d)
evaluation, to the degree feasible, of the overall development impact of
the Project.



ii. Evaluation Plan. Except as A.I.D. may otherwise agree in
writing, the Cooperating Country will prepare and submit to A.I.D. within
12 months of the signing of this Agreement a time phased plan for
evaluation.

iii. Use of Loan Funds. Except as A.I.D. may otherwise agree in
writing, the Cooperating Country agrees to (a) deposit 211 subloan
reflows of principal generatedunder this project in the Small Industry
Credit Fund and use such funds in accordance with the poiicies and
critéria of the Fund; and (b) make available effective sublending
interest rates and risk reduction incentives, used under this projéct for
sublending to small business with other than program resources.

g. Waiver

i. Motorcycles financed by AID under the project and having a
total value of not to exceed $25,000 may have their source and origin in
countries included in AID Geographic Code 899. Exclusion of procurement
from Free World Countries other than the cooperating country and
countries included in Code 941 would seriously impede attainment of U.S.
foreign policy objectives and objectives of the foreign assistance
program. :

)ﬁﬁiip R. Schwab, Director
USAID Dopinican Republic
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International Executive Service Corp.
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Instituto Superior de Agricultura (Higher Agricultural
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Instituto Dominicano de Tecnologfa (Dominican Institute of
Technology)

Private Financial Institution

Programa de Asistencia a la Pequefla Empresa
Technical Assistance Center

Universidad Catélica Madre y Maestra

UN Industrial Development Organization
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Government of the Dominican Republic.
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BIUMMALRY AND RECOMMENDAT LONS
A. Face Sheet

B. Recommendations

The Project Committee recommends that the Director,
USAID/Santo Domingo, approve the following loan/grant to finance the
Small Industry Development Project.

AID Loan

Terms: 25 years, 24 interest during
a ten year grace period, 3% interest
during remaining 15 years. $3.5
million of the AID loan will be used
for sublending activities in rural
areas.

Counterpart Contribution

Counterpart contribution, will be in
local currency resources.
Disbursement will be over a three
year period, with the intention that
AID and counterpart funds will be
disbursed simultaneously.

AID Grant

U.S. dollars will finance technical
assistance, evaluation, and training.
local currency, will finance TAC
operating costs, local training,
technical assistanc? and commodities.

Project Total
(including counterpart)

Di sbursement Period
(for revolving fund)

Implementation Period
(for technical assistance)

c. Summary Project Description

1. Borrower/Grantee

$5,000,000

$2,000,000

$ 850,000

$7,850,000

Three Years

Five Years

The Borrower for loan funds and the Grantee will be the

The Central Bank will be the

primary executing agency, acting through the Fund for Economic
Development (FIDE).



2. Project Summary

The Dominican Republic is a country with a substantial
entrepreneurial potential. large numbers of undercapitalized small and
poorly managed industries struggle for survival and growth in many lines
of business in all parts of the country. These enterprises are labor
intensive and typically link significantly to agricultural production and
to larger industrial, construction, tourism and commercial enterprises.
Most small industries face a severe shortage of working capital and lack
access to institutional credit of any kind. It is estimated that 80% of
the credit available to firms is provided by private lenders at interest
rates often double those charged by institutions. Entrepreneurs
typically are plagued by deficiencies in business administration and
technical knowledge, effective access to markets, and inefficient
production technology. The fact that so many of these enterprises do
survive under these conditions suggests that with technical assistance
and access to credit at reasonable rates, very significant increases in
productivity, employment, and production can be achieved.

The Goal of the Project is to increase the per capita
income and employment in the Dominican Republic, by improving the
performance of the private sector. The Purpose of the Project is to
establish an institutional mechanism, capable of providing a continuous
source of credit, TA, and trsining to small entrepreneurs in the
Dominican Republic. Accordingly, the project includes:

a. Credit

A $7 million Small Industxy Revolving Credit Fund
will be established in the Central Bank, under the general management of
FIDE. The credit will be made available to small entrepreneurs through
participating financial institutions (PFl), qualified to do business with
FIDE. PFIs will have final approval for subloans and will certify that
the loan meets eligibility criteria of the program. The PFI will make
the initial disbursement, whenever possible, directly to the supplier of
goods and services. The PFI will then submit the loan documentation and
a reimbursement request to FIDE which will reimburse the PFI within 24
hours.

Subloans will not exceed $50,000 nor be less than
$2,000. Cooperatives and Group Associations will be eligible for
subloans, the total amount of which mav not exceed $100,000. Funds will
be available for the purchase of capital goods, working capital,
inventory financing and any other purpose deemed necessary to assure the
viability of the enterprise. Loans for the acquisition of capital goods
and production credit will be for a period of not more than 6 years
including a one year grace period; loans for working capital will be made
for a period of up to 3 years with a 6 month grace period.



b. Technical Assistance

The technical assistance component is designed to
provide a self-sustaining network to service the business development
needs of small entrepreneurs. Two mechanisms will be provided: (1)
Technical Assistance Centers (TAC) will provide the small industry
borrowers with needed assistance in loan analysis and document
preparation and in basic mansgement and operational techniques; (2) a
Central Assistance Facility (CAF), located in FIDE, will provide TACs
with technical assistance during the start-up phase and, upon request,
specialized assistance needed by TAC clients.

3. Summary Findings

The Project Committee has reviewed the project for its
institutional, fii.ancial, ecoaomic and social soundness. The Committee
believes that the Project, as developed, can help to alleviate the
constraints to successful small industrial development in the Dominican
Republic by opening up formal institutional credit mechanisms to small
enterprise participation and providing sound and timely assistance in
business administration and management.

D. Participants in the Preparation of the Project Paper

Mission Project Committee

Ronald F. Venezia, Assistant Director
Tim Hammann, CRD

Aaron Benjamin, UDD, Project Manager
Debra De Witt, CRD

Benito Henriquez, CRD

Rose Veith, OPE

John Chang, OPE

Donald Soules, OPE

Henry Welhouse, OPE

Cecile Adams, CON

Mission Support Staff

Clara Kirmse, CRD
Mercedes De ia Rosa, CRD

AID TDY Assistance

Michael Lofstrom, LAC/DR
Michael Farbman, S&T/SEE
Bob Burke, LAC/DR

Consultants

Onofre Torres, Interamerican Management Consulting Corp.
Peter Fraser, Private Consultant



II. BACKGROUND

A. Role and Characteristics of Small Business in the Economy

Small business plays an important role in the Dominican
economy. Although the exact number of small businesses is not known,
there are at least 5,000 small businesses registered with the Secretariat
of Industry and Commerce and it is estimated, at least 8,000 unregistered
businesses in the Dominican Republic. According to results obtained in
1981 from a study on Dominican industry conducted by the United Nations
Organization for Industrial Development (UNIDO), approximately 45 percent
of the manufacturing labor force (or 26,000 persons) is employed by small
business. In 1981, small business contributed approximately 56 percent
of the total manufacturing output (excluding sugar) or $365 million to
the economy.

Small businesses in the Dominican Republic are defined as
having between RD$10,000 and RD$250,000 in assets, wiih highly variable
levels of sales. A small business employs an average of twenty workers,
although manufacturing firms with RD$10,000 to RD$50,000 in assets,
employ on the average between five and ten workers. These enterprises
are particularly active in the food processing, light manufacturing
(e.g., furniture, shoemaking, metalworking, etc.), handicraft, service,
and commercial/trading industries.

B. The Problems and Needs of Small Business

The recently completed INTEC study of small businesses in the
Dominican Republic; the 1980 AITEC/DDF micro-entexprise survey; the UNIDO
study; the CONADEPI survey; and extensive discussions with people with
knowledge of this sector, have enabled a picture of the needs and
constraints of Dominican small business to emerge. In particular there
are five areas which are identified for attention in this Project Paper:
credit, management, production, marketing, and the policy/legal
environment. (See Section C.2 and D.1 for details on studies cited.)

1. A Reliable and Economic Source of Credit

Since most private finance companies find that loans to
small businesses are too risky, and too costly per dollar lent, they
rarely extend credit to small eaterprises. As a result, the small
entrepreneur must seek loans from private lenders and non-formal
sources. Since these loans are usually very short term, they generally
are only used for short term working capital needs. In most cases, terms
are very unfavorable at more than twice the formal market rate, well
beyond those permmitted by statute.

Without credit or access to credit, small industry is
unable to invest. 1In many cases, modest needs such as short-term working
capital to assure steady production have not been satisfied through the



formal financial market. The recent INTEC study indicated that 72.4% of
all small businesses surveyed had an urgent need for credit to finance
both working and fixed capital investment. Similarly, 93.1% of
respondents in the AITEC/DDF study identified lack of credit as the
primary obstacle to business expansion.

The "whv" of the credit constraint, revealed in these
studies, is also of considerable interest. In both manufacturing and
non-manufacturing sectors and particularly in the lower end of the
business scale, the absence of experience and inability to conform with
formal banking institution requirements - e.g. lack of understanding of
application procedures, lack of audited statements, inability to
demonstrate positive cash flows and repayment capability, etc. — were the
limiting factors. In fact, these reasons were cited more frequently even
than collateral or guarantee deficiencies for not obtaining credit.

2. Administrative Knowledge

Knowledge of business administration is rare and commonly
learned by hard experience. Based on information from the INTEC atudy
and from a recent survey of its members by CONADEPI (a national small
business association), it is known that accounting and record-keeping
systems are irregularly maintained. Therefore, a businessman may have
little knowledge of his actual assets and liabilities, his costs of
production or his profit margin. As the small entrepreneur has numerous
responsibilities and typically, a limited formal education, his chances
of learning enough about administration and management before losses are
suffered are relatively slim. Worse, the small entrepreneur often "dc:s
not know that he does not know." For example, despite the cecognition of
the entrepreneurs' inability to conform with banking requirements (dee
above), only 354 of small manufacturers and 20% of small
non-manufacturers surveyed responded that they had ever sought technical
asgistance. The main reason for not seeking technical assistance, cited
by 94% of the respondents, was that they "didn't think it was necessary."

Beyond simple loan-packaging services, Dominican small
businesses have a need for direct technical assistance which will
increase the entrepreneur's awareness of the utility of administrative
controls and procedures, and provide rudimentary training in these
areas. Perhaps the greatest need of small business is for accounting and
record-keeping systems. In order to plan for growth and expansion, the
entrepreneur must firet know where his money is going. Only in this way,
and with an eye toward the future, can he make rational decisions on
procurement, production, sales, etc., with which to maximize his chances
of survival, not to mention profit.

3. Production Knowledge

Systems of production ugsed by small businesses often
underutilize both labor and capital. Equipment is often outdated and



unreliable. Typically, there are production techniques and equipment
available which would increase production efficiency, of which the
entrepreneur is unaware. Alsg, unskilled workers may be trained to raise
their level of productivity thereby increasing the output of the
business. Technical assistance, working directly with the enterprise,
can uncover these shortcomings and make recommendations for improvement
as well as provide guidance for implementation of recommended
improvements. Amongst small manufacturers surveyed by INTEC who
responded that they had sought technical assistance, around fifty percent
claimed to have been intereated in receiving production-oriented TA, such
as for new machinery and its installation, and for quality control.

4. Marketing Knowledge

Many, if not most, small entrepreneurs do not have the
resources to buy supplies in large quantities and at reduced rates nor do
they have the marketing knowledge to get the best price for his product.
The result often is that the small entrepreneur must buy high and sell
low in smaller quantities than is optimal. A broader, understanding of
raw material sources, retail chaunnels, and marketing information will
provide the entrepreneur with several choices from which he may improve
his purchasing, bargaining and marketing power.

There are few enterprises anywhere that could not benefit
considerably from better marketing practices. Enterprises poised at the
brink of survival - as many Dominican small enterprises are - can least
afford foregoing market opportunities and advantages that may be open to
them, whether local or export-oriented. Recognition of this reality was
revealed by the INTEC survey, wherein 'marketing' and "publicity" were
accorded high priority among TA categories, particularly by service and
commercial enterprise respondents. All of the loan packaging, managerial
and production assistance in the world is worthless if the final product
cannot be sold profitably.

5. Major Pclicy and Legal Constraints

There are many laws and regulations now on the books that
were intended either to provide incentives or to regulate business. Each
govermment administration has had its own policy in promoting and/or
regulating the private sector. As a result, the entrepreneur faces a
legal enviromment in which laws are complex, full of loopholes, and often
incongistent, or contradictory. Laws affecting small business are often
not effectively implemented. A few of the important laws affecting small
bugsinesses and their constraints are presented in Annex G-1,

The CODR is becoming aware of these constraints. Some
laws, in effect, benefit the larger enterprises and those with the most
political influence (usually not the small businessman), making
significant change very difficult. Dealing effectively with these
constraints and reforming the existing laws and regulations affecting
small business is a long term process involving much analytical and
political effort. Private sector organizations are addressing many of
these issues with the new government.



C. Government and other Donor Response to Small Business Problems

1. GODR Response to the Problem

The GODR has recognized that small business is an
important source of employment. However, GODR interest in promoting
small business has been focused largely on the Dominican Industrial
Promotion Corporation (CFI), a govermment entity, rather than promotion
through private sector mechanisms. President Salvador Jorge Blanco has
indicated a strong preference for ilabor intensive, small industry and
economic decentralization, placing emphasis on the creation of new jobs
in construction and agro industry, principally in the rural areas and
secondary cities, thereby reducing migration to the capital and improving
income distribution. This project reflects the growing recognition on
the part of the GODR that small business promotion is best handled by the
private sector with the support of the government rather than directly by
government agencies. The following scction reflects GODR participation
in the business sector.

Small Industry Promotion and Job Creation

The Corporacién de Fomento Industrial (CFI) is the
only public institution providing credit for small industry. When
created in May 1962, CFI was the institution responsible for managing the
government enterprises which were obtained from the Trujillo family. Law
288 of June 1966 modified the principal functions of CFI and assigned to
this institution the following major responsitilities: (1) promotion of
industrial development in the country by stimulating productive sectors;
(2) acsisiing in the rehabilitation of economic activities i; promoting
new industries and the development of those already existing; (3)
granting credits to the industrial sector; and (4) development of
research and investment projects to stimulate industrial development.

In 1979, with a $6 million credit from FIDE, CFI
launched a large scale lending program designed to finance and assist the
development of small induatry. During the first year CFI made 319 loans
for a total of RD$13.6 million, primarily with funds from FIDE. With
approximately 40~50 percent of its small industry loans directed to small
industries in the interior region, the Corporation continued its high
rate of loan disbursement until mid 1981 by making 635 loans for a total
of RD$15,000,000. Of this total, 449 (70%) were for loans of less than
RD$25,000; 125 (19.7%) were for loans between RD$25,000 and 50,000; and
61 (9.6%) were for loans from RD$50-100,000. However, by mid 1981, CFI's
rapid lending rate was greatly reduced reflecting, among other things,
serious reservations about the soundness of CFI lending practices. Since
November of 1981, CFI has been without any funding from FIDE and has
virtually not made any loans.



CFI has not been successful in collecting loan
repayments and has provided relatively little technical assistance. A
recent institutional analysis of CFI by AID indicated that of the total
outstanding loan portfolio of RD$17 million of which 90 percent consists
of loans to small industries, only 50-60 percent is considered to be
collectable under the best of circumstances, that is to say that at least
40 percent is not recoverable through regular collection procedures.
Although the analysis recommends against channeling financial assistance
directly to CFI at this time, it recognizes the pressing need for capital
and technical assistance to the small industry subsector at this time.

2. Other Donor Activities

Most of the international assistance to small industries
(in addition to AID contributions) has come from three multilateral
donors: 1) the United Nations (UNIDO and ILO); 2) the World Bank; and 3)
the Inter-American Deveiopment Bank (IDB).

The United Nations Industrial Development Organization
(UNIDO) is conducting a study of small and medium-sized industries, in
conjunction with the Secretariat of Industry and Commerce, which will
result in: 1) a definition and characterization of small and medium
industries; 2) the design of a system for development and assistance to
small industries; 3) recommendations for the organization of a small and
medium industry unit in the Secretariat of Industry and Commerce; 4)
identification of projects and activities for that unit; and 5)
collaboration in acquisition of technical experts.

Beginning in 1980, a joint effort by the World Bank
(which provided financing) and the International Labor Organization (ILO)
(which provided technical assistance) was initiated to develop the
National Inatitute for Technical and Profeasional Formation (INFOTEP).
This Institute is responsible for: conducting studies to determine
training needs; providing technical support to institutions involved in
worker training; offering technical assistance to private enterprises;
and organizing training centers for workers in industry, commerce, and
agriculture and training of blue collar workers. It is anticipated that
the resources of INFOTEP will be tapped by the TACs working in
conjunction with this project.

In September 1981, the Inter—-American Development Bank
(IDB) made a $7.5 million loan to the Investment Fund for Economic
Development (FIDE) to aid industrial establishments which were damaged by
the 1979 hurricanes. Credit is directed towards construction and
reconstruction of industrial plants, as well as acquisition of machinery,
equipment, and technical assistance. Credit is not available under this
operation for working capital. The loan has not disbursed rapidly
because of the limitation on the purposes for which it is available as
well as perceived obstacles in FIDE mechaniams which, under the proposed
project, will be subject to modification.



On June 6, 1980, the IDB approved & $.5 million loan for
Small Projects for the Development Association of the Province of
Espaillat (Moca). Agriculture was the primary focus of this loan,
however, 354 or $175,000, was to be used for loans to micro industries
(maximum of 10 workers). Sub loans did not exceed $5,000. The loan fundi
is completely disbursed.

The IDB is in the process of negotiating a $.5 million
loan with the Development Association of Santiago. The money will be
ugsed to finance subloans for micro and small industries. The proposed
eligibility criteria include sub-borrowers whose businesses have annual
sales of not more than $25,000; assets of not more than $15,000; an
investment/employment ratio of not more than $3,000; and at least two
years experience. Subloans will be for not more than $5,000 at an
interest rate of 12% plus 1% commission. The interest rate for loans can
be revised if permitted by law or corresponding authority.

The activities proposed under the Small Business
Development Project will not conflict :vith these other donor activities;
on the contrary, they will serve to reinforce these efforts.

D. AID's Activity in Small Business Sector

There have been several attempts by AID in the past to promote
small industry in the Dominican Republic through lending programs. These
attempts met with mixed and often disappointing results. In 1978 AID
funded an employment policy study. (A summary of these activities is
included in Annex G-2).

1. Promoting Small Business to Generate Employment

Recently AID has financed studies on the characteristics
and needs of small business in the Dominican Republic. Much of the
analysis and direction of this project is a result of these studies.

a. Dominican Development Foundation Micro—Industry
Sector Assessment

AID provided a small grant to the Dominican
Development Foundation (DDF) - a non-profit Dominican organization = to
undertake an assessment of the micro-industry sector in the Capital and
six secondary cities. Completed in October 1980, involving interviews
with 322 micro-enterprises, the study compiled data on micro-level
business and industry including physical location, principal
characteristics, problems and needs. (For purposes of this study, a
micro-business or industry is defined as having a fixed capital
investment of $10,000 or less, and six employees or less.)
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As a result of the study's findings, in FY-1981, AID
approved an OPG to the DDF in the amount of $498,810, for a three-year
program of institutional development including loans and technical
assistance in management to micro~enterprises. This amount is being
matched by a local counterpart contrihution of $597,029, for a total
program value of $1,095,839. The program will provide 250 loams to
individual borrowers (micro empresarios) and 310 loans to small groups
(solidarioa). It is anticipated that 500 new jobs will be created and
will reinforce 1,860 existing jobs. DDF has also obtained a $1 million
line of credit from FIDE to support this program.

b. Santo Domingo Technical Institute (INTEC) Small
Industry Sector Analysis

In September of 1980, a small industry sub-sector
analysis managed by the Santo Domingo Technical Institute (INTEC) was
initiated with joint financing by AID and the Association of Industries.

Its purpose is to develop a strategy and program to
increase employment opportunities in small enterprises. The project
supports the establishment of a comprehensive and cooperative
GODR/private sector effort to develop small industry. This effort begins
with a nationwide assessment which is studying and analyzing
capital/employment ratios of selected companies; their installed
capacity; production and supply of raw material; laws and regulations
that govern industrial operations. Also, being examined is public sector
industrial policy; industrial interrelationships; existing business
promotion assistance programs; energy constraints; and the economic and
social impact on employment and foreign exchange of various problems
facing Dominican business.

The assessment which will be completed in September
1982, will develop recommendations for increasing employment and will
include a strategy or action plan for the public and private sgectors to
promote economic growth and employment for the poor by providing capital
and technical assistance to small business through both public and
private financing institutions. New initiatives for public and private
sector cooperation will be developed as a result of this analysis.
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1Lk, PBROJECT DESCRLPTION
A. Introduction

The Small Business Project will provide credit and technical
assistance and training to approximately 1,000 small firms. The project
will establish two coordinated institutional mechanisms to service the
business development needs of small entrepreneurs, through a credit
component and a self sustaining technical assistance network. A Small
Industry Credit Fund will be established in a division of the Central
Bank, the primary executing agency. The credit will be channeled to
small buginesses through a number of qualified participating banks and
financieras. Technical assistance and training will be provided through
a network which will include three existing technical assistance
organizations and may include two more organizations during project
implementation. This TA network will also include a Central Assistance
Facility (CAF) located in FIDE to provide TACs and end borrowers with
assistance during the project.

B. Borrower/Grantee/Terms/Conditions

The borrower of the $5 million loan will be the Government of
the Dominican Republic (GODR). The Central Bank will be the primary
executing agency acting through FIDE, a division of the Bank. Terms of
the loan will be 2 percent during the ten year grace period and 3%
interest during the remaining 15 years of the 25 year term. A five year
implementation period is contemplated. The borrower will provide $2
million in counterpart contribution. The borrower will pass the loan and
counterpart funds to FIDE to be used as the basis for a permanent
revolving credit fund. The borrower will also agree to deposit all
reflows generated under the program in the Small Industry Credit Fund and
will make the sublending incentives available to PFI's who wish to lend
to small businesses with new project funds. All AID loan funds will be
disbursed within threr years.

A grant of $850,000 will also be provided through the GODR to
FIDE to assist in technical assistance operations.

c. Goal/Purpose/Outputs/Inputs

The goal is to increase the per capita income and employment
in the Dominican Republic, by improving the performance of the private
sector.

The purpose is to establish an institutional mechanism,
capable of providing a continuous source of credit, TA, and training to
small entrepreneurs in the Dominican Republic.

Outputs will be: significant changes in small business
interest rates, guarantee levels and other incentives; loans to small
. entrepreneurs by PFI's; atrengthened existing small business technical
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assistance centers (TAC's); and creation ¢of new small business technical
assistance centers in various Dominican cities.

Inputs will include small business credit; technical
agsistance; salaries and other operating costs of the technical
assistance centers; and a small amount of commodities including
motorcycles, office equipment and furniture.

D. Project Activities

1. Credit Component (AID Loan - $5 Million; GODR - $2 Million

a. General

Under this project activity, a $7 million Small
Industry Revolving Credit Fund will be established in the Central Bank.
General managemer: of the fund will be by the "Fondo de Inversiones para
el Desarrollo Econ&mico" (FIDE), a division of the Central Bank of the
Dominican Republic. The credit will flow through participating financial
institutions (PFI), banks and finance companies, nowmally qualified to do
business with FIDE. As a special incentive to PFI participation, FIDE
has agreed to raise the level of guarantee from 50% to 75%. $3.5 million
of the AID loan funds will be used for sublending activities outside
Santo Domingo.

b. Promotion, Application, Approval and Disbursement of
Credit

FIDE will undertake the initial promoticu: of the
program. An Operations Manual will be prepared by FIDE. This manual
will clearly state the purpose of the loan, eligibility criteria for
sub-borrowers, rules and vregulations on types and tems of loans,
operating procedurcs and types and operations of technical assistance.
The Manual will be made available to eligible PFls, TACs, Business
Associations, and the media. In addition, the folliowing actions are
congidered prerequisites to assure successful implementation of the loan:

1) Introductory sessions for the personnel of
the PFI aund TACs. These would serve to explain criteria, terms and
conditions and mechanisms of operation. They would also assist in
developing uniform criteria for review of loan applications, emphasize
the innovative elements of the credift policies and provide a forum for
discussions of operating problems which would be of common interest to
personnel of the FIDE, PFIs and TACs. These would be conducted by
technical consultants as required and personnel from FIDE.

2) Prometional sessions with potential
sub-borrowers groups, trade associations, church leaders, Peace Corps
Volunteers, GODR Agencies, Area Development Agencies and the media.
These sessions will provide the broad informatinnal base necessary ton
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reach all potential sub-borrowers, provide for effective cocordination at
the local level and assure that all potential sub-borrowers become
familiar with the loan objectives. These sessions would be directed by
the technical and managerial staff of FIDE and TACs.

Potential borrowers may either be
channeled through the TACs to the financieras or they apply directly to
the PFI. Technical assistance, provided through TACs, is an important
element of project design although it is not a prerequisite to
participation in the lending program. In the first year of project
implementation, 85% of all sub~lending funds will be channeled to
projects using the technical assistance services of the TACs. (Based
upon the results of the first year project evaluation, this allocation
may be revised.) It is estimated that 75% of the loans channeled through
the TACs will require technical assistance.

The TAC will conduct an initial evaluation
of the business to determine if technical assistance is required. If
required, the TAC will develop a business development plan in
collaboration with the entrepreneur. The TAC will estimate the required
TA needs of the client and prepare a TA budget based on cost guidelines
which are to be established by FIDE. Technical assistance will often
begin before disbursement of credit for working capital or equipment in
order to assure that basic control systems are in place.

Both the loan package and the TA budget
will be presented to the financiera for final approval. The financiera
will review the loan proposal and the proposed TA budget and if
satisfied, approve a loan for the total amount of the credit requirements
plus the amount indicated on the TA budget. The financiera will approve
a loan based on the business development plan, and the feasibility study
if appropriate,

Upon approval of a subloan, the PFI will
make the initial disbursement to the sub-borrower or whenever possible,
directly to the supplier of goods and services. The PFI will then submit
the loan package, promissory note, duly endorsed, the repayment schedule,
and a reimbursement request to FIDE, Within 24 hours of receiving the
request the PFI will be reimbursed the initial disbursement. At the time
of the initial disbursement the PFI will make a payment of 3% of the
total loan package to the TAC for loan packaging and for any technical
assistance services delivered to the sub-borrower.

FIDE's audit process will ensure PFI
adherence to established eligibility criteria and will take place after
funds have automatically been reimbursed to the PFI. If the borrower is
found not to meet the eligibility criteria, then FIDE may debit the PFI's
account and withdraw its funding, whereupon the PFI would, if it chooses,
fund the loan with its own sources.
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FIDE will automatically debit the account of the PFI
for payments due under the loan repayment schedules thereby capturing the
reflow into the fund. In the event of uncollectibility of the loan, the
PFI will liquidate its collateral, if any, and submit a claim to the FIDE
loan guarantee program for up to 75X reimbursement of the PFI's losses of
principal and legal expenses.

c. Sublending Terms and Criteria

Subloans will not exceed $50,000 or be less than
$2,000. Subloans will be made available to cooperatives and Group
Associations which are essentially associations of micro-businesses and
will be restricted to a total loan of up to $100,000. Sublending funds
will be available for purchase of capital goods, working capital,
inventory financing and any other purposes deemed necessary to assure the
viability of the enterprise. Loans for capital goods and production
credit will be made for a period of up to 6 years including a one year
grace period. For working capital, loans will be made for a period of up
to 3 years with a 6-month grace period. Of the total loan Fund it is
estimated that 704 will be for working capital and 30% for production and
expansion. For new cowpanies or start up projects, or new equipment for
existing businesses, the PFI may not finance more than 807 of the total
investment requirements. FEligible subloans made subsequent to the
signing of the Project Authorization may be financed under this project.

Those clssses of loans to businesses that would have
a significant adverse effect on the environment will be specifically
excluded from funding under the terms of the loan agreement. These
include loans for the manufacture, importation, distribution or
application of pesticides, loans for wmining coral reefs, and loans which
would contribute to the exploitation of endangered species. In addition,
funding will not be made for activities normally ineligible for AID
financing, such as gambling. These activities are detailed in Handbook
1B, Chapter 4 and will be tranemitted to the borrower by Implementation
Letter. FIDE will also not approve credit for those activities which are
considered of low priority by the GODR, e.g., plastic firms. Also
ineligible under the provisions of this loan are subloans for commercial
credit, the cultivation and harvesting of crops, the purchase or lease of
land, the refinancing of debts, the construction of houses and the
construction of social centers or offices for cooperatives or other group
agsociations.

Notwithstanding the general definition of a small
industry included in the Background Section, only firms with less than
$100,000 in fixed assets (equipment and machinery) can participate,
including firms involved in agro~industry and the exportation of goods
and services. Firms must also be owned and operated by the
sub-borrower. The estimated job investment ratio will be approximately
$10,000 or less per job created.
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Funds will be made available, on the average, at a
nominal interest rate of 16% (which is equal to an effective interest
rate of 18, assuming a six month grace period). This nominal interest
rate includes a technical agsistance fee of 2X* on the outstanding
balance of the loan, and 2% for the guarantee fund. The remaining 12%
collected by the PFI is divided in the following way: 1) a 4% margia to
the PFI on subloans made in Santo Domingo and Santiago, and a 6% spread
on those loans outside of the Capital; 2) an 8% cost to the PFI on the
use of FIDE project funds for loans in Santo Domingo and Santiago, and 6%
for loans made outside of the Capital.

The GODR has agreed to keep the program sublending
rates as high as the law will permit. Thus, when increases in the
overall sublending rates are permitted, the program sublending will also
be increased in the same amount. FIDE has agreed that the sublending
rates and guarantee incentives made available under this program will be
available to all financial intermediaries for small business lending
outside of this project. As a result of these incentives for lending to
small businesses, the project anticipates that PFIs will become more
interested to tap this new market using their own funds. This
demonstration effort will ease the way to greater private fund lending as
the risk has been greatly reduced.

Any bank or private financing company currently
licensed for business in the Dominican Republic and which is subject to
regulation by the Superintendent of Banks may participate in the program.

d. Inputs

AID will provide $5 million and the GODR will
provide $2 million to finance the Small Industry Credit Fund. The
sublending funds will, to the extent possible, be disbursed
simultaneously.

* Initially, all sub-borrowers will be charged a 3% fee for loan
packaging and closing costs which will be paid for, in advance, to
the TAC as part of the principal of the loan.
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2. Technical Assistance Component (AID Grant - $850,000)

The Technical Assistance Component will include:
Technical Assistance Centers (TAC) to provide the small industry
borrowers with needed assistances in loan analysis and document
preparation and in basic management and operational techniques; and a
Central Assistance Facility (CAF) located in FIDE to provide TAC with
technical assistance during the startup phaae and, upon request by the
TAC, specialized assigtance needed by TAC clients.

a. Technical Assistance Centers (TAC) (AID $430,000);

Basic Design

The TAC will be & bridge between the financial
institution and the entrepraneur and in many senses an advocate for small
businesses. Each TAC will work closely with the local PFIs and with the
local business and deveiopment association. The TAC will help the small
industry client solve problems of access to credit, and provide technical
assistance in administration, marketing, production technology and
procurement,

TAC clients will be selected through:

. Self identification (firms that come to
the Center for help).

. References by the Secretary of Industry
and Commerce, the CFI, various small
industry associations.

. Participating financial institutions.

Services to be Provided

The TAC will conduct an initial evaluation
of the candidate firm. If the applicant is suitable, the TAC will
prepare a business development plan and recommend an integrated package
of technical assistance, financing and training for the client. On the
basis of this plan, the client would be directed to a PFI. The TAC would
nomally proceed with a technical assistance program in coordination with
the PFI. If the TAC cannot resolve any particular technical problems of
the fim, it may seek specialized help from other organizations such as
INDOTEC, ISA, IESC, UCMM, INTEC or INFOTEP paid for by CAF.

Direct technical assistance to the clients will
be complemented by a series of courses and seminars in business
administration, accounting, production technology, personnel
administration, distribution and marketing. The TAC will collaborate
with INFOTEP, UMM and INDOTEC in these activities either directly or
through the FIDE Central Technical Assistance Facility.



17

In sum, each TAC will:

. Provide consultation and technical :
assistance directly to the small
entrepreneur, on organization,
administration, accounting, finance,
marketing, production, appropriate
technology, and plant layout.

. Give short courses and seminars in
business management.

. Obtain or, if necessary, prepare training
materials covering technical and
administrative issues affecting small
industries.

. Prepare business development plans and
feasibility studies.,

. Work with advocacy groups to identify
small business development opportunities
in their regions.

TAC Operations and Structure

Payments for assistance will be made on
the basis of charges to the cliernts directly or through an arrangement
with the financiera to include the charge in the total loan amount, as
discussed previously. The financiera will have the right of review of
the technical assistance budget presented (if it will be added to the
loan) and can negotiate what it feels would be most needed. In this way,
it is expected that bidding up the cost of assistance when not essential
will be avoided,

The size of the TAC will vary from region
to region depending on the nature and size of the market. On the
average, however, it is expected that the TAC supervisor would have at
least a bachelor's degree in business administration or the equivalent
and at least 5 years experience in private industry. Each TAC will
probably have at least one promoter and one secrstary. Staff members
should be well versed in the fields of administration, accounting,
production, marketing, and general business development.

Initially three TAC models will be used:
the Dominican Development Foundation (DDF) in Santo Domingo; the Center
for Small Business Assistance (CEPESA) in Santo Domingo; and the Program
for Small Business Assistance (PROAPE) in Santiago. During the second
and third year of the project it is anticipated that two additional TAC's
will be included in the program. Possible TAC models will be studied
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further by FIDE with the assistance of of f-shore TA advisors. The final
gselection of the additional TACs will depend upon the results of the
first project evaluation of the TAC models and upon a detailed analysis
of the proposed TAC's institutional objectives and structures.

With assistance provided by the CAF, the
TAC will prepare a detailed plan for developing and providing its
institutional services to its small business clients. These plans will
be submitted to FIDE and AID for review and approval. 1In addition, the
TACs will submit to FIDE and AID their detailed operational procedures to
be used under the program. The effectiveness of these procedures will be
reviewed by project funded TA advisors.

The rate of which the TAC network can be
developed nationwide is largely dependent upon how successful the project
supported TAC are at becoming self-sufficient. Self-sustaining technical
assistance services based on user charges is a highly desirable goal, but
one which may not be easily attained. Accordingly, the project will help
finance the start—-up costs and support of operating costs for that period
of time until optimal efficiency is achieved. AID will guarantee full
funding for the first year of TAC operations based on a 12 month budget.
It is also anticipated that TACs will seek financing from other sources.
TAC progress in achieving self~sufficiency will be a key element in the
annual evaluation of the project. Subgsequent disbursement of grant funds
to TACs will be contingent upon demonstration of adequate progress in
this area.

b. Central Technical Assistance Facility (AID $420,000)

A Central Technical Assistance Facility (CAF) will
be established in FIDE. It will provide technical assistance to the TACs
during the course of operation, and especially during the start-up
phase. The CAF will act as a special implementation unit for project
activities. It will be the recipient of requests for assistance by the
TACs either for themselves or for their clients. The CAF will provide
assistance to the TAC in TAC program design and management. The CAF will
conduct the annual evaluation of the TACs to assess their progress. The
CAF will provide training to TAC staff in areas affecting program
development and internal management. This could be supported by
of f-shore technical assistance including, for example, the International
Executive Service Corps, which has permanent offices in the Dominican
Republic and has already been working with various entrepreneurs. The
Central Facility would algo have access to the facilities of INFOTEP,
INDOTEC and other national TA and advocacy organizations interested in
this field.

It is expected that the CAF Office will have a staff
of two or three local employees paid by FIDE to coordinate TAC requests
for assistance. They will also assist in the year—end evaluation of the
TACs. It is also expected that 12 parson-monthe of lonyg Lerm TA and 3
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months of short term TA (spread over the life of the project) in the area
uf amall buslnecae prumulion sml syrtems deavelopment, will be necessary to
support the TACs and FIDE in the development of the TAC/CAF network.
These advisors will provide key assistance to the TACs in: training for
the technical/managerial astistance function, and training on internal
planning, control, and evaluation. Tn addition these advisors will
assist the TAC's in developing effective opera:ing procedures, in
developing more cost effective methodologies, and in developing systems
for accessing local small business entrepreneural talents. (See Annex
G-3.) .

FIDE has agreed to pay for all of its own
administrative costs through the revenues generated by the sublending
spread. This office would have no responsibility with regard to review
of specific loan applications or supervision of the individual loans.

Procedures, controls and criteria for technical
assistance, which are linked to lending criteria, are subject to
discussion and will be developed and testad by FIDE with the assistance
of project funded consultants. These procedures will be submitted to AID
for review and approval prior to disbursement of funds to the TAC's.

C. Inputs

AID will finance the estimated TAC operating costs
in excess of revenues, motorcycles for TAC promoters, office equipment,
the cost of an off-shore technical assistance and the costs of project
evaluation. Also included in the A.I.D. funding to the CAF are amounts
for training visits, in—country short courses, local TA through INFOTEP,
and contingency funds. The GODR will finance the costs of the operation
of the CAF with the revenues generated from the sublending spread.
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Iv. PROJECT ANALYSES

A, Institutional Analysis

1. Methodology

In examining the institutional feasibility of the
project, a substantial amount of analysis was carried out. An important
part of this analysis included identifying the principle obstacles to
small business to financial resource utilization and swall business
credit access. Michael Lofstrom, LAC/DR, analyzed the institutional
capability of FIDE. Peter Frasecr, a private consultant on small business
development, analyzed the proposed sublending and technical assistance
mechanism. During this analysis numerous interviews were conducted with
many of the bankers in the Dominicen financial system. Additionally,
meetings were held with Dominican research institutions, advocacy and
technical assistance groups to obtain a broader perspective on the
financial environment and the problems of small businesses. Research was
also done in cooperation with the TACs to develop preliminary budgets and
cost estimates. Finally, a series of discussions were held with FIDE at
the Central Bank and a financial model coupled with an institutional
support network was developed. (The detailed prcject reports prepared by
these consultants are available in the Mission files).

2. The Institutional Design

a. General

From the outset of the development of this project a
basic objective has been to develop an institutional design which could
effectively deal with the credit and technical assistance constraints
facing small businesses in the Dominican Republic. During the intensive
review of the project, the Miession explored various alternative designs
to deal with these two major constraints. As previously indicated, ome
alternative which was examined was to channel the credit and technical
assistance through CFl directly to the small businesses. The
institutional and financial analysis of CFI, however, indicated that this
approach was not feasible at this time. Another approach examined was to
establish a direct lending and technical assistance cperation with one
Dominican finance company. This approsch proved not to be feasible for
lack of maintenance of value guaranty, lack of government repayment
guaranty, and the desirability of having a wider participation in its
financial community. Finally, it was decided that the basic
institutional design which offered the most promise was that of using
FIDE to channel the project inputs through the private financial
intermediaries and technical assistance organizations providing services
to the small businesses. Using this basic design, it is believed that
the needed credit and technical assistance can be effectively provided to
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small businesses through & system which is market oriented and can
eventually become self-sufficient. The system can also provide a vast
additional market for the private banking system. The proposed
institutional design reflects this orientation at each level of project
structure. -
b. Fondo de Inversiones para el Desarrollo Econémico
(FIDE)

At the top level of the institutional structure will
be FIDE which will manage the overall program. It will lend to the
finance companies, who will, in turn, lend directly to the small
businesses. FIDE will also manage the grant funded technical assistance
program. The purpose of the TA is to help both the TACs and the sub
borrower.

FIDE was established within the Central Bank in 1966
for the purpose of channeling resources, through intermediary lending
institutions, to the key productive sectors of the economy: agriculture,
livestock and industry. FIDE funds are provided both from GODR (Central
Bank) resources and from foreign private and public financial
institutions. Since 1966, FIDE has made loans totaling over $406
million. Its lending level in 1981 was about $64.2 million. These funds
are apportiorn:d, about equally, among agricultural production, livestock
production and industrial activity.

FIDE has demonstrated a high level of competence in
project analysis and loan recuperation., As pointed out in the detailed
institutional analysis report prepared by the consultants, FIDE's staff
of technicians, who number 42 at present, is viewed by the recipient
financial intermediaries as efficient and fully qualified. In support of
the proposed project, FIDE has also agreed to provide a staff of four to
five full time assistants for the managing of the project credit
activities and for the operation of the Central Assistance Facility. The
Mission believes that there is no question as to FIDE's capability to
manage the lending program contemplated under this project.

Beyond the staffing needs of the institutional
structure, FIDFE har apreed to modify a number of key policieca and
procedures to make the proposed program feansible in terms of eventual
program self-gufficiency and in terms of PFI and end borrower
participation (a more detailed discussion of these policy and procedural
modifications is discussed in the Financial Analysis section). These
include:

(1) FIDE will require that the end borrower pay the
highest effective interest rate (to include
commissions and fees) allowed under the law.
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(2) The project loan fund will provide for
increased pecuniary incentives teo the PFIs through
increases in the spreads available to the PFI
participants in the program;

(3) The project loan fund will operate in a manner
which minimizes the daily decision making
requirements in the management of the fund at FIDE,
thereby maximizing the efficiency of the fund's
operation and providing for some reduction in
transactions costs;

(4) 1In order to further reduce the risk on the part
of the PFls, FIDE will increase the guarantee
coverage of the subloans under the program from 50 %
to 75 %.

(5) Finally, to reduce the risk associated with
small business lending, the project will provide for
technical assistance to the small business borrower
through the use of Technical Assistance Centers
(TACs). At the central level, FIDE will play a key
role in the operation of this TAC system. FIDE will
establish a Central Assistance Facility (CAF) to
monitor and evaluate the progress of the system and
to provide technical assistance to the TACs during
the course of operation, and esnecially during the
start up phase. With the assistance of project
funded consultants, FIDE will develop detailed
operating procedures for the CAF., These include
procedures for the approval and control of the
technical assistance and the other inputs provided
to the TACs and procedures to assure that the
technical asaistance received by the small busineas
is adequate. These operating procedures will be
submitted to AID as a Condition Precedent, and the
project funded advisors will assist in the testing
of these procedures during the annual evaluations.

The Technical Assistance Centers (TACs)

At the subborrower level, the TAC will be the key

link between the small business and the private financial intermediaries.
The TACs will be the conduit for potential borrowers to the PFI. They
will identify clients and as discussed previously, they will provide the
small industry subborrowers with needed assistance in loan analysis and
document preparation and in basic management and operational techniques.
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During the intensive review a number of potential TAC models were
analyzed. Based upon this analysis three models were selected to be used
initially under the project: the Dominican Development Foundation (DDF);
the Center for Small Business Assistance (CEPESA); and the Program for
Small Business Assistance (PROAPE). It is believed that the number of
TAC's should be limited to these three TACs during the early part of the
program to maximize the opportunities for the TACs to generate sufficient
income, thus helping to assure early achievement of self-sufficiency.

The rationale for the selection of these models
includes many factors. First, they are all existing models which have
demonstrated genuine interest in small business groups. Second, they
have the capability for developing into a self-sufficient model to
provide continued assistance to small business. Third, each model will
serve a different small business market, thus avoiding duplication of
effort. Fourth each TAC model already has close ties to the banking
community with whom they will work. (The TAC either is controlled by a
financiera or has strong banking community representation on its board).
Thus, credit support of TAC clients by the financiera should generally be
good., Finally, each TAC model offers real potential for replication.

While the final selection of the additional TACs has
not been made, much preliminary identification work has been completed
and a number of real possibilities appear to exist. Some of the
possibilities are: the Development Association for Moca; the Institute
for the Development of the Southwest, INDESUR, in Azua; and the
Development Association for San Francisco de Macorfs. These
possibilities will be studied further by FIDE with the assistance of
off-shore TA advisors. Using the same basic rationale for selection of
the initial TACs the final selection of the additional TACs will depend
upon the results of the first project evaluation of the TAC models and on
a detailed analysis of the proposed TAC's institutional objectives and
structure.

The following are the designs of the three TAC
models to be included intially under the project:

(1) DDF: The Dominican Development Foundation was
founded in 1966. The DDF is a private non-profit community development
organization to assist the rurcal poor to fcrm associations for economic
and social self-improvement. The DDF TAC model is largely a result of an
AID QPG for $498,000 approved in January 1981 for the purpose of
developing a mechanism to provide technical assistance and financing to
micro level businessmen in Santo Domingo and in a number of secondary
cities. DDF will provide technical assistance in management
administration, and accounting to those clients receiving credit through
DDF under the project. DDF will work with the very small businesses
using a methodology which includes very heavy pre-loan managerial
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assistance. The DDF will also provide direct loan financing through a
line of credit with a financiera(s). The DDF staff in the TA portion of
this project will consist of a Manager, 1 Chief of Division, a secretary,
and four promoters.

The majority of DDF's loans (60-70 X) will be for
working capital. Maximum total fixed assets will be RD$30,000. Average
loan size will be on the order of RD$3,000-8,000. DDF is planning to
assist 110 entrepreneurs during the first year of operation. While DDF's
operating costs per client are higher than the other models, development
of more cost effective methodologies with the assistance of project
funded TA could permit adequate cost reductions over time. (See Annex
H=3).

(2) PROAPE: PROAPE was founded in June 1981 and it
provides administrative and financial assistance to small businesses
located in Santiago and the surrounding communities. PROAPE is well
acquainted with the Fundacién Carvajal project in Cali and has designed
their model around the methodology used there. PROAPE's current program
includes accounting, administrative management, and assistance in
obtaining financing. A basic cbjective of the PROAPE program is to
improve administrative capability through short courses. Under the
PROAPE model initial promotion, business identification, a very simple
analysis, a short course in accounting (approximately 2 hours an evening
for 5 sessions) and loan packaging will be provided before the loan is
disbursed, After the loan is made, PROAPE will assume no loan management
function., PROAPE has developed a relationship with Financiera Dominicana
and another finance company in Santiago to channel the loans. PROAPE has
made a concerted effort to organize carefully its job schedule and is
becoming increasingly confident as it gets more experience. It is
attempting to be more aggressive in its promotion activities and wishes
to expand its offerings beyond strictly accounting to marketing and
production. Staff for this project will consist of a Director, one
Division Chief, one promoter and a secretary.

The average loan nize is expected to be
$8-9,500 with 40 loans during the first year of the project increasing to
126 new loans per year by Year 5. (See Annex H-3.)

(3) CEPESA: CEPESA, a creation of the Corporacion
Financiera Dominicana (CFD). CEPESA is located in Santo Domingo and is
just beginning its operations. It has no staff officially hired as of
now but has been preparing for start-up. The objective of CEPESA will be
to help small industries solve their problems of technology, finance and
administration; thereby increasing efficiency, increasing production and
improving the quality of the products and services of small industries.
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CEPESA will provide technical assistance directly to the small
industrialists. It will also prepare and present short courses and
seminars in business management organization and administration. It will
probably begin using a methodclogy similar to that of PROAPE and will
operate primarily in Santo Domingo. Services will probably be more
intensive due to the large and more complex businesses in its target
clientele. It will only do promotion and TA and will not assume loan
administration tasks. CEPESA, because of its affiliation to CFD will
initially work with this PFI.

As CEPESA is a new organization, the first
months of project implementation will be directed towards organizational
and staff development. Therefore, only 30 loan clients are projected to
be served during the first year. Loans will be larger than the DDF and
PROAPE models, the average loan being approximately $25,000.

CEPESA seems to have a clear sense of what must
be done to eventually be self-sufficient. CEPESA staff will consist of a
Director, a manager, 3 promoters, and one secretary. (See Annex H-3.)

The three initial TACs all seem to have a good
relationship among each other. They seem to recognize that each will
have its limitations and special abilities and that collaboration would
be in the best interests of all concerned. Based on preliminary
discussions with the three TACs it appears that adequate inter-TAC
collaboration should occur (i.e., there may be a case where DDF
identifies a client which really needs CEPESA's services or visa versa).
In sum, the proposed TAC models seem to be realistic and feasible.

3. Conclusions

The basic institutional design of the project has been
discussed extensively with the leaders of the participating financial
institutions and the TACs. During meetings, which included high level
representatives from all these organizations, it was agreed that the
basic institutional design presented herein provides adequate incentives
and provisions for a successful small business program. The operating
procedures for the institutional systems will be developed by FIDE with
the assistance of project funded consultants and will be reviewed and
tested periodically by these technical advisors and based upon the
results of these tests, revised accordingly. Thus, it is concluded that
the proposed institutional design is feasible.
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B. SOCIAL SOUNDNESS ANALYSIS

1. Methodology

For this analysis, several methods were used. First
there was a general review of the literature which included materials
provided by the DDF, PROAPE, Interamerican Foundation, and the PISCES
STUDY. Second, materials from the CONADEPI survey and the Financiera
Dominicana case studies were anslyzed. Third, a limited number of
interviews and field vigits were conducted.

2. Survey of Small Industries

The National Corporation for Development of Small
Industries (CONADEPI) recently conducted a study of its members, totaling
159. (Table 1). Although the sample cannot be considered necessarily to
be representative of small industries for the whole republic, it can
serve here as an illustrative sample of potential beneficiaries. For
example, to become a member of the CONADEPI, applicants must have at
least $10,000 in fixed capital investments (although these were a few
isolated cases in this study where the amount of capital invested was
actually less than that). Although there is no capital "ceiling" per se,
there were only 4 cases in which assets exceeded $150,000.

a. Characteristics of the Small Industries Surveyed

The industries surveyed have been divided into
eleven groups, (Table I and 11) characterized by industry activity. The
industries with the largest representation are: f{urniture and carpentry
(69); machine shops and foundries (32); concrete blocks and comstruction
materials (18); and bakeries and confectionaries (13). The remaining
categories with less than 5% of the sample should not be considered
representative of the whole industry, but will be used here for
illustrative purposes.

All of the industries, with the exception of dairy
and food processing, had at least one enterprise located in the capital.
In addition, all of the enterprises represented from San Juan (located in
the central-west) were involved in furniture production. This is also
the predominant activity in Hato Mayor and a significant activity in San
Pedro de Macor{s, (which are located in the eastern D.R.). It should be
noted that the Cibao area was not represented in the survey.

Approximately one fifth (20.7%) of those surveyed
claimed to have an established accounting system. Although there is not
a strong correlation indicated, the general trend was that the larger the
business (measured by the amount of capital invested) the more likely the
company is to have an accounting ayntem,
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The number of employees per firm averages 5.7, with
a relatively high number for the block industries (9.8) and a very low
figure for garment makers (2.2). The amount of fixed capital invested
ranges from an average of $11,600 for electrical products firms to
$75,000 for dairy and food processing firms. There was an overall small
industry average of $34,200 in capital investments. The degree of
capital intensity is important here, since employment generation is a
desired objective. The overall average is $6,000 of capital invested per
person employed, which is up considerably from the micro-industry level
of $1,000 or less.

This wide range in capital intensity appears to
relate to the specific nature of the business. Furniture makers may
require a considerable amount of machinery, but will require a relatively
large number of workers to make and assemble the furniture parts.

Deiries and food processors, on the other hand, have & high potential to
become almost completely automated. Therefore, the degree to which
employment is generated under this project may be a direct result of
which industries become the beneficiaries.

b. Demand for Credit and Technical Assistance

The survey showed very hign levels of demand for -
credit (96.2%) and for technical assistance (89.3%).

A relatively low number (28.2%) request technical
assistance in production, as compared to a higher number requesting
administrative TA (67.9%) and marketing TA (62.9%). Notably, the
bakeries and dairies showed a significantly higher request for production
TA than did their counterparts. Concerning requests for administrative
TA, it appears that it made little difference if the firms already had an
accounting system or not - many of those that did have one, apparently
wanted to strengthen it; while some of those who did not, were perhaps
unaware of the need for one. But since the demand was consistently high
for both administrative and marketing TA, the project should concentrate
in those two areas, and bring in industry - specific production
specialists only for those industries where the demand for production TA
was particularly high. The International Executive Service Corp could be
used for this industry specific production assistance.

The demand for credit was extremely high, with the
exception of the chemical productr industry. Overall, the demand for the
various types of credit showed a significant descending order, with
89.3% requesting working capital, 73.0% requesting credit for equipment,
and 50.2% requesting credit for expansion (primarily construction). For
working capital, only the chemical producers and the dairies fell below
the 80X level, perhaps indicative that some firms in these industries
currently have sources of working capital available. By comparing the
demand for credit for equipment with the degree of capital intensity, an
interesting trend arises — in all cases where the degree of capital
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intensity is above the average, the demand for equipment is below
average, while in all cases (except for lsundries) where the degree of
capital intensity is below the average, the demand for equipment capital
is above the average. This could indicate that some of the capital
intensive industries already have the equipment they need. On the other
hand, the less capital-intensive industries apparently perceive the
purchase of more equipment (and perhaps a more capital-intensive
approach) as an important source of growth., For expansion credit, the
bakeries, laundries, machine shops tended to have the highest demand,
while the remaining groups fell below the average.

The survey also asked how much credit was needed.
The average request for credit was for $21,000, or roughly two thirds of
the average capital invested ($34,200). There were many cases, however,
where the amount of credit requested by the firm equalled or exceeded the
total amount that the firm already had invested. This would appear to be
unrealistic, and experience has shown that small businessmen's perceived
need for credit usually exceeds the dctual need.

Those industries with larger than average requests
for credit were those with larger than average levels capital invested.
Machine shops, block producers, chemical producers, and dairies tended to
request higher levels of working capitsl, and for equipment credit.
Machine shops and furniture producers tended to have the higher requests
to cover expansion costs.

One thing appears to be clear. Although there is an
obvious descending trend in the number of requests for credit for working
capital, capital equipment, and expansion respectively, and although the
average amount in requests for each of these types of credit tends to
average around $10,000, there is & great deal of difference in the
amounts requested in each credit category from one industry to the next.
Since the total amount requested was over $3.2 million for only 153
industries, (6 did not request credit) clear criteria for the use of
credit under this project will need to be established if a large number
of small industries are going to benefit.

3. Case Studies

The Financiera Dominicana hired a small industry expert
to determine the technical assistance and financial needs of small
businessmen. The expert requested a list of "typical" businesses from
the Association of Small Industries (API). Twenty eight businesses were
vigited, most of which would fall into the categories mentioned in the
CONADEPI study. Of those studied (16), the predominant needs were as
follows:
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Technical Assistance: Number of clients Percent

1. Administrative
(including account-
ing and control of

cost of production 15 93.8
2. Marketing 11 68.8
Credit
1. Working capital 16 100
2, Equipment 11 68.8
3. Expansion of

facilities 8 50

These figures represent the opinion of an expert, as
opposed to the perceived needs of the small enterprises in th» CONADEPI
Survey. Nonetheless the overall trend of both studies is remarkably
similar. However, the expert found that in many cases where
administrative know-how was lacking, the entrepreneur was either unaware
or at least not fully aware of the need to maintain books. In those
cases, the expert would proceed to show the entrepreneurs the need for
maintaining records, and train him in rudimentary bookkeeping. No
mention was made of a possible loan, until the entrepreneur illustrated a
willingness to maintain such records. The process was slow, and often
took up to five months (with monthly visits) before the entrepreneur
would begin to fully recognize the need to control earnings and
expenditure., Even when the need was fully recognized, very few of the
"participating' clients actually kept adequate records during the period.

One very important factor that the case studies showed,
was that the process of providing TA is s slow, gradual one., In many
cases a trust between the promoter and the entrepreneur must be
established. Secondly, it often takes months to convince and train the
entrepreneur to implement improved administrative techniques.

Included in Annex 1 are three selected case studies from
the group. These were three of the more responsive clients, and
therefore more information was made available. Nonetheless they are
representative of the problems found in many other cases.

4, Relationship of Benmeficiaries to the Project

The project proposes to link credit and technical
assistance, and extend them to the amall businessman, The costs for
accomplishing this, will be born primarily by the small businessman. To
accomplish this, the beneficiary will have direct contact with both the
financial intermediaries and the technical assistance centers.
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a. Compatibility

There is an apparent high demand for both technical
assistance (especially adminiestrative and marketing) and for credit
(especially working capital). Indications are that the perceived need
for credit is over stated, but that the actual need for technical
assistance is high. The need for basic administration services is most
readily apparent.

The fact that the technical assistance will have a
cost, will most likely result in a sharp decrease in the demand 1/ for
TA, but those willing to pay for it, will more likely use it. Perhaps
some no-cost up front promotional efforts by the TACs will be required,
to convince the perspective borrowers that the benefits of the TA will be
well worth the cost.

The promoters of this project who will be extending
the TA, will need to work hard at acquiring the trust of clients. Quite
often, the initial reaction to TA is that of suspicion that the TA is
really a tax collector. Establishing confidence is a slow process,
requiring frequent visits over extended periods of time. Only then will
the client begin to respond to some of the guidance being given, such as
establishing an accounting system.

Generally speaking, the small businessman studied
had little to no contact with either finance companies, or with bona fide
technical assistants. A dcsirable long term objective of this project is
to establish the small business as a client of the finance company, and
with the hope that they will be able to acquire formal sector loans from
non-project funds.

Thus the proposed project, and the beneficiary can
be compatible if & careful, patvient, gradual approach is used.

b. Participation

Although there was relatively little participation
of the beneficiary in the actual design of the project, some meetings
were held with the small industry associations. An important source of
information for the project design however, was the experts who work
closely with the small businessman on a daily basis. Successful project
implementation should occur, if the approaches suggested in C.l. above
are utilized.

1/ Both the CONADEPI Survey and the Financiera Dominicana case
studies, technical assistance was free.
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c. Equity

The primary beneficiary of this project is the small
entrepreneur, who will increase his income from properly implemented
technical assistance and appropriately invested credit extended to him.
Another important beneficiary will be the finance company, which will
acquire an increased clientele previously untapped. The employees of the
businessman should also benefit to the extent productivity rises, there
should be an increase in income. For those industries in which expanded
production requires more labor, increased employment should result,
Generally speaking, the employees would be unskilled to semi-skilled,
representing the poor in the urban centers and rural areas.

d. Imgact

The means by which technical assistance and credit
will be extended to the beneficiary, are discussed in greater detail in
other sections of this paper. Basically, the Technical Assistance
Centers will extend three types of TA: (1) administrative TA, which
when implemented should result in more efficient use of resources; (2)
marketing TA, which will, if utilized, result in an increased demand for
products, and therefore sales; and (3) production TA, which when
utilized, should result in increased production and/or productivity, and
possibly new product lines.

Three types of credit will be extended by the
finance companies: (1) working capital, which will permit the
entrepreneur to buy in larger quantities at a lower price, and to be able
to sell on credit for longer periods of time, (and thus have a better
bargaining position) (2) equipment credit, which will result in increased
productivity of the firm, and (3) credit for expansion which will free
many entrepreneurs from the burden of paying rent, and provide sufficient
space for a cleaner, safer, better organized operation. All these inputs
point to increased production, which should translate into increased
income snd employment.

The project, is designed to provide both a self
sustaining credit fund and a self sustaining technical assistance
network., Most of the costs of doing this are passed on to the
beneficiary - the small business owner. Given that small business proves
to be a good risk, and has an effective demand for credit (at the
proposed interest rate), and technical assistance if required is
provided, the process should continue indefinitely.

5. Conclusions

The project ia considered to be socially feasible at the
small industry level. The existence of local TAC organizations and the
technical assistance programmed under the project should result in
capable organizations colleborating actively and effectively with small
entrepreneurs and PFls,
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C. FINANCIAL ANALYSIS

1. Methodologv

In completing the financial analysis for the project, two
sets of analyses were carried out. First a study was made of the
principal constraints and obstacles to financial resource mobilization
and small enterprise access to credit. This analysis was completed
jointly along with many key aspects of the institutional analysis, and,
as mentioned previously, included a series of interviews with many of the
bankers in the Dominican financial system and with resesrch institutions
and technical assistance and advocacy groups. The second set of analyses
included 2 series of detailed studies of the financial viability of the
basic project model proposed. This includes an analysis of: the cash
flow of the sublending fund and of the TACs; the adequacy of sublending
spread; the adequacy of the proposed guaranty fund; the adequacy of the
sublending terms and procedures; and the adequacy of the demand for
credit, The first set of analyses was carried out primarily by Onofre
Torres, a financial consultant with Interamerican Management Consulting
Corp. The second set of analyses was carried out primarily by FIDE
personnel, Peter Fraser, (a private consultant in small business
development), and Michael Lofstrom, LAC/DR (copies of their complete
reports are available in the Mission files).

2. Major Findings

a. The Interest Rate Constraints

Over the yesars the monetary authorities at the
Central Bank have developed a system of control of interest rates with a
view to directing credit resources toward desired development
objectives. This manipulation of interest rate levels, coupled with
political preseure to maintsin low interest rates, and given current
sustained high international intereat rate levels, have all combined to
produce an interest rate framework that does not respond well to the
forces of the market. One result is to stimulate capital flight toward
international markets where interest rate levels are more attractive.

Additionally, the interest rate framework is set up
in such a way that the larger, more well established business enterprises
pay higher effective rates of interest and smaller companies pay a lower
rate. This tiering of interest rates is based philosophically, on the
notion that larger, stronger companies can more easily afford to pay. a
higher price for credit. However, it ignores the fact that larger loams
to stronger companies inherently cmbody less risk of default and have a
lower transaction cost per dollar lent. Therefore, a second result of
the interest rate policy is that financial intermediaries (FI) prefer to
lend to larger companies. Credit is thus directed away from the small
business berrower.
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In an effort to redirect funds back to the small
business bor-swer, monetary authorities have created rediscount
mechanisms w.:reby they provide subsidized resources to the financial
intermediaries for on-lending to small businesses. Unfortunately, the
monetary authorities concern that small business borrower ultimately pay
a low (subsidized) rate of interest and that the financial intermediary
not be allowed to make '"excessive profits', has prevented any signficant
mobilization of credit resources to the small business sector.

The chart below shows how the interest rate
framework is presently established and how effective interest rate yields
are directly related to size of company, thereby directing marketing
efforts of financial intermediary away from small business lending (all
numbers are expressed as a percentage).

Loan Commis— Collat- Approx. Over-
Rates sions eral Cost of Net all
' Business Funds Spreads Effec
Rate
Small Business:
Only marginably
served by FI 9 - - 5 4 9
Medium Sized Business:
Generally served by
Finance Companies and
to a lesser extent by
commercial banks 12 2-4 - 10 4~6 14-16
Large Corporation: Generally
served by commercial banks 12 4-6 2-3 13 5-8 18-20

(Collateral Business includes letters of credit, collections, and sale of
foreign exchange. The exact net spread on large corporation loans depends
upon the volume of the compensating balances.)

b. High Transaction Costs as a Constraint to Small Business

Lending

Transaction costs per dollar of credit disbursed are
ecessarily higher In the case of small business loans., Because of the
lack of sophistication of the borrower, in many cases the FI must provide
limited forms of technical assistance to the borrower. As an example,
the banker may have to invest a disproprotionate amount of time with a
small borrower helping him to prepare a loan application that will make
sense to the loan committee. Additionally, tighter loan administration
and follow-up procedures may be required for a small borrower whereas a
large, well established corporate borrower may not require such strict
supervision.
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Another transaction cost which has been identified is
related to the level of paperwork required to process a loan disbursement
through the Central Bank's FIDE program. Some finance companies perceive
that these procedures simply increase their costs of lending to the small
business sector.

c. Perceived Incremental Risk in Lending to Small
Businesses

The lack of managerial and technical competence
which often characterizes the small business borrower generally increases
the risk in lending to this sector. As in most countries of the world,
the small business failure rate is substantially higher than that of the
larger, well-established corporations. To some extent, failures are
attributable to lack of managerial, administrative and technical skills
in the small business.

d. Effect of Inflation on Interest Rate Policy

Official figures for inflation indicate that the
rate of increase in price levels in the Dominican Republic has been
comparatively moderate relative to that of other developing countries.
During the late 70's the o0il price increases contributed to higher rates
of inflation whereas the 1981-82 worldwide recession and the recent low
commodity export prices obtained for Dominican exports have tended to
produce very moderate levels of inflation for the last two years.

OFFICIAL ESTIMATES OF INFLATION
(Expressed as a percentage)
(Source: Central Bank July 29, 1982)

1978-79 9.21
1979-80 16.75
1980-81 7.5

May 1981~ May 1982 8.92

Based on an estimated inflation rate of approximately
9%, and the assumption that depositors in the system would require a real
rate of return of 3-4% over the inflation rate, it would appear
reasonable to expect that competitive forces would establish a time
deposit rate of approxiamtely 12-13% per annum.

Since the reserve requirement on Certificates of
Deposit is fully 30%, the cost to the financial institutions of a time
deposit would translste into a marginal cost of funds of 17-18.5%. 1If a
bank were to operate under the above cost structure its lending rate
would have to be a few percentage points higher than 17-18.5 Percent p.a.
in order to cover administrative costs, reserve for bad debts and profit.
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It is apparent from examining the pricing structure
currently in place in the D.R., that only the commercial banks are capable
of achieving the required yields to cover inflation plus costs.
Fipancieras survive in the system largely as a result of utilizing
subsidized funds made available by the Central Bank through its FIDE
program.

3. Analysis of the Proposed Program to Alleviate Principal
Obstacles to Small Industry Credit Mobilization

The interest rate structure in the Dominican Republic was
found to be a principal factor in inhibiting credit mobilization to the
small business sector and that the interest rate levels in the D.R. bear
little relationship to interest rate levels which would be achieved as a
result of the interaction of market forces. Consequently, the project is
designed to: (a) force the rate of interest at which FIDE lends to the
PFIs as high as possible given tlie present legal constraints (usury laws,
etc.) in the system; and (b) transfer most of the costs of the loan
program through to the end borrower, thus providing an effective subloan
interest rate which approximates the market rate of- interest.

USAID/DR and the members of the technical advisory team
all agree that it is not reasonable to expect that major modifications to
the overall interest rate structure in the country can be negotiated
through this project. However, at the same time, negotiations are taking
place on this subject between the GODR and the International Monetary
Fund (IMF). It is possible, however, to modify certain specific interest
rate policies as they affect the small business sector so that the price
of credit to small business will correspond more closely to that which
would be determined by market forces. In addition, significant
modifications in the FIDE sublending procedures and in the provision of
needed TA to small businesses can result in a significant alleviation of
the credit constraint. The proposed project will also provide an
effective mechanism for maintaining a long term meaningful dialogue on
this issue, thus presenting many opportunities for demonstrating to the
GODR the merits of adjusting their interest rate policy. Accordingly the
project will include the following key actions:

a. Interest Rate Actions

Consistent with the idea of achieving long range
self-sustaingbility of the program, the project will require that the end
borrower pay the highest effective interest rate (to include commissions
and fees) allowed under the lsw. Thus it is expected that future
legislation to reduce interest rate restrictions will eventually permit
interest rates for lending to the small business sector which approximate
the market rate.

In order to deal with the perceived obstacles to
credit mobilization toward small business, the project loan fund will
provide for increased pecuniary incentives to the FIs through increases



38

in the spreads available to the PFIs in the program. Under the present
system FIs earn a spread of 4%, for loans made in Santo Domingo, and 5%
for loans made to sub-borrowers in rural areas. PFIs in the FIDE-AID
program will receive a spread of up to 6% which represents a 50% increase
in profitability to the PFls.

The following table presents a breakdown of the
sublending rates to be used by FIDE and tha PFIn under the project. The
Central Bank will adjust its current sublending terms to amall businesses
to permit usage of these rates by FIDE.

Proposcd Sub-lending Rates
(Expressed as a percentage)

Santo Domingo Outside Santo Domingo
and Santiago and Santiago
Return to FIDE 8% 6%
FIDE Administrative Expenses 2% 2%
Guarantee Fund Allocation 3% 3%
Surplus to Revolving ‘~an Fund 3% 1%
Return to PFI 4% 6%
Administrative Expense 1% 12
Reserve for Loans 'ngs 2% 2%
Profit 1% 3%
Commissions and Fees 4% 4%
Guarantee Fund Payment 2% 2%
*Technical Assistance 2% 2%
(Closing costs and packaging
fee paid to TAC out of loan
principal) (3%) (3%)
Nominal Interest Rate 16% 16Z
** £ fective Rate of Intereat
paid by Sub-borrower 18% 18%

* 27 fee for technical amsmsistance charged only whan needed

4% Effective rate of interest based upvon 6 month Grace Period
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As the above schedule indicates: FIDE will charge
the PFI 8% for subloans to businesses located in Santo Domingo and
Santiago and 6% for subloans made to busineses outside these areas (i.e.
rural areas) (2% for FIDE administrative expenses, 3% for FIDE's
guarantee fund allocation, and a 1-3% surplus to FIDE depending upon the
location of the small industry); the PFI will receive 4% for subloans to
businesses located in Santo Domingo and Santiago and 6 percent for
subloans made to businesses located outside the Capital (1% to cover
their administration costs, a 2% reserve for possible loan loss; and 1-3%
profit margin). The additional interest costs charged to the
sub-borrower include a 2% payment to its Guarantee fund, and a 2% charge
on the declining loan balance for technical assistance provided, when
needed, by the TAC. Included in the principal payment of the loan, and
paid for in advance by the sub-borrower, is a 3% TAC Fee to cover the TAC
costs associated with project identification, closing, and packaging of
the subloan,

It should be noted that given the average grace
period of 6 months for most working capital loans, and a one year grace
period granted on longer term loans for 5 or 6 year duration, most
sub-loans will carry an effective interest rate of some figure above
16Z. On the average it is estimated that most sub—loans will be made at
an effective interest rate of 18%, which concurs with the estimated
market rate of interest for small industry loans currently in the D.R.

1t is anticipated that over time, with the expected
future liberalization of interest rates, that FIDE's loan rate to the
financial institutions will increase until it approximates a market rate
of interest. At that point, self-sustainability of the project will have
been achieved.

b. Reduction in Transaction Costs

The Revolving Loan Fund will operate in a manner
which minimizes the daily decision making requirements in the management
of the fund at FIDE, thereby maximizing the efficiency of the Fund's
operation and providing for some reduction in transaction costs, A key
element for the success of the operation of the fund is for FIDE to
accept each PFIs assessment of credit risk and proceed to disbursement of
funds automatically within 24 hours of receiving a reimbursement request
from the PFI. The audit process to insure the PFls adherence to
established elibility criteria should take place after funds have
automatically been advanced to the PFl. 1In the unlikely event that a PFI
has made an incorrect disbursement, FIDE can then simply debit the PFIl's
account to reverse the entry (FIDE has agreed to this procedure).

Ce Reduction in Risk Perceptions

To help reduce the risk associated with small
business lending, the project loan fund will also provide for the
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delivery of managerial and technical assistance to the small business
borrower through the use of Technical Assistance Centers (TACs) (the
design of the TAC's is more fully described in the Institutional Analysis
Section of the PP). TACs qualifying to participate in the program must
be organized under the law No. 520 as non-profit organizations and must
be approved by AID and FIDE as legitimate organizations capable of
delivering acceptable quality technical assistance under the program.

In addition, in order to further reduce the
perception of risk on the part of the PFls, the project includes
increasing the guarantee coverage of the FIDE loan program from 50
Percent to 75 Percent.

We have attempted to secure a commitment from FIDE
to maintain the value of the Small Industry Credit Fund against erosion
of capital due to inflation. However, FIDE has a policy against
indexation of credit funds (adjusted for the rate of inflation) for
maintaining the value of its loan portfolio.

Given the counterpart contribution and the
availability of funds from other sources, FIDE has promised to maintain
the viability of the Fund with their sources against decapitalization due
to inflation. FIDE also has an excellent record in maintaining an
activity level of its loan funds. The USAID is satisfied with FIDE's
pronounced commitment to the project.

The project team considers that the proposed
sublending incentives will also have a significant impact on overall PFI
sublending patterns. The proposed incentives will represent a new
Central Bank and GODR Monetary Board policy and incentives which will
impact on all sublending to small businesses throughout the formal
financial system. Thus PFIs can use the proposed new sublending rates
with their own or other resources for sublending to small businesses,
Indeed based upon discussions with PFIS, the project team expects that
the demonstration of successfull sublending to small businesses through
the project, PFIs will be very anxious to begin non project funded
sublending in this sector.

A series of analyses were carried out to test the
viability of the basic project financial model. The results of a series
of cash flow analyses show that the TAC models will be for the most part
self sufficient within the life of the project from the revenues
generated from the proposed TAC fees (See Annex H-3). 1In addition, the
analyses indicate that the FIDE sublending terms proposed will permit
FIDE to cover all the CAF costs and permit the sublending fund to revolve
within the life of the project (See Annex H-1). The detailed analysis of
the guarantee fund indicates that the allowance within the apread for
anticipated end borrower defaults should be adequate (See Annex H-2),

The sublending procedures appear adequate to assure that project credit
regources are effectively utilized and at the same time reduce
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unnecessary transaction costs. These procedures are essentially a
modification of FIDE's current procedures and therefore should be easy
for FIDE personnel to operate, Finally, the analysis of the small
industry credit needs (particularly the results of the CONADEPI study)
indicates that the demand for credit by this subsector is expected to be
substantially greater than the size of the credit resources available
under the proposed project, In addition this analysis indicates that the
proposed sublending terms and criteria should result in the majority of
this subsector being included as potential project participants (See
Table II, Social Soundness Analysis).

4, Conclusions

The financial analysis of the project design clearly
indicates that the proposed modifications in the constraints to financial
resource mobilization should result in adequate PFI participation in the
project and adequate small business access to credit. In addition, the
analysis indicates that the project activities have a reasonable
expectation of being self sustaining within the life of the project.
Therefore the project committee concludes that the proposed project
design is financially feasible.
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D. Economic Ansalysis

1. Introduction

The purpose of this project is to provide credit for
working capital and production expansion at a realistic interest rate to
small businesses that are not served by financial institutions with
existing credit facilities. It is estimated that there are approximately
13,000 small businesses throughout the Dominican Republic that need loans
for expansicn of production facilities but because of higher risk and
higher unit loan cost, their credit demand has not been met by financial
institutions. This project, therefore, is & pilot attempt to find &
means of bringing together the formal financial institutions,
particularly financieras, and the small business enterprises in a way
that when this AID program is over, private financieras will continue
serving this sub—sector with their own resources.

The economic analysis presented below is based on a
cost-benefit analysis. The discounted present value of the cost stream
will be compared with the discounted present value of the estimated
benefit stream to obtain the economic benefit-cost ratio.

2. Economic Cost

Total cost of the project is RD$7.85 million, of which
$7.0 million is designated for credit expansion and RD$0.85 million is
for technical assistance, training, and expenses to establishing TACs
which will assist in making small business loans acceptable to
financieras. However, the economic coat is larger than the project cost
due to over-valuation of the peso at the official exchange rate. The
parallel market exchange rate is currently at about RD$1.5 to US$1.
Since ¢he parallel rate is a free market exchange rate, it is taken as
the shadow exchange rate for the purpose of this analysis.

Table 1 shows estimated cost and benefit streams. The
total project cost of RD$7.85 million will be disbursed during the first
5 years., It will increase gradually from RD$1.46 million in year 1 to
RD$3.45 million in year 3 and then taper off to RD$70,000 in year 5. The
economic cost will have a similar pattern of expenditures as the project
cost, but at higher levels. In real terms, assuming an average inflation
rate of 8 percent, the total economic cost of this project is RD$8.0
million. This figure is used in the benefit-cost calculation. Note that
although the total project cost is RD$7.85 million, the amount of funds
available for loans is only RD$7.0 million, RD$850,000 being earmarked
for expenditures related mainly to technical assistance. The $7.0
million credit will be loaned out during the first three years as follows
-- $1.2 million during the first year, $2.5 million in the second year
and $3.3 milliou for the third year.
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3. Expected Rate of Return

Since there will be hundreds of sub-project lending under
this credit program, it will be impossible to estimate the rates of
return fer all individual loans. However, the credit program as a whole
should obtain a rate of return that would be large enough to satisfy the
repayment of interest and principal and an adequate return to the
borrower.

Various studies indicate that small business enterprises
borrow short term loans in the private curve market at about 3 percent
per month, or at a compound annual rate of 43 percent. It is also
reported that practically all privete loans are for very short term
emergency working capital. Small businesses do not borrow for production
expansion at this high rate. An implication is that the rate of return
for capital investment is less than the private curve market rate. In
other words, the private curve market rate can be considered as the upper
limit for the rate of return for production expansion.

On the other hand, the financieras make loans to medium
sized businesses at an average rate of 18 percent a year, which is
clearly the lower limit of the rate of return. For credit demand for
capital expansion by small businesses exceeds supply by a substantial
margin at 18 percent. In fact small businesses do not have access to
credit at this rate.

It seems clear, therefore, that the rate of return for
capital for small business enterprises lie between 18 percent and 43
percent. The actual rate probably depends on, among other factors, the
type of business, credit availability and location. As a first
approximation, we assume that the rate of return for credit under this
project is 30 percent, which is approximately the mid point between the
upper and lower limit.

4, Expected Benefit

Economic benefits can be grouped into two categories --
quantifiable and non-quantifiable benefits. Quantifiable benefits are
the assumed 30 percent rate of return on credit anl the expected increase
in employment due to higher levels of productive activities as a result
of credit made available. Over the life of the credit program, it is
estimated that the small business will provide job opportunities to
approximately 1,000 unskilled and semi-skilled workers. Non-quantifiable
benefits to the economy sre (1) the private curve market interest may
decline due to less demand for ite credit, thus making it less painful
for borrowers, (2) human capital of small business entrepreneurs would
rise due to training provided by the TACs and they may be able to obtain,
in the future, necessary credits from financieras's regular funds, and
(3) by providing opportunities for production expansion of small
businesses and by providing jobs to unskilled poor workers, this project
assist correcting the current skewed income distribution to & more
equitable one.
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In this analysis an attempt is made to estimate the
quantifiable benefits and to calculate the benefit-cost ratio without the
benefit of non-quantifiable benefits. Therefore the following
benefit-cost ratio can be considered somewhat underestimated.

S. Benefit Stream

As was mentioned above, two types of quantifiable
benefits are calculated. They are the direct return to the credit made
available for capital expansion (both working and fixed) and the benefit
resulting from the increase in employment to meet higher production. An
implicit assumptior for the analysis is that the aggregate demand for the
product exists and there will be no saturation of the product market,
either domestic or foreign.

a. Benefits from Capital Expansion

For this csalculation, it is assumed that there will
be a 3 year lag between the time loans are made and the time benefits
accrued at the 30 percent a year rate. For the sake of simplicity, we
assume that all amortization payments are reloaned out immediately so as
to maintain the loan portfolio intact over the life of this loan
program. In addition we assume that the size of the initial loan fund
will not change (not increase) from capitalization of interest payments
(note that about 2 perceunt of interest payments is designated for
capitalization). Under thesc conditions, economic benefits will accrue
each year at 30 percent of the loan beginning third year after the loan
and there is no reason why this stream of benefits will not continue for
the indefinite future.

Tavle 1 describes the benefit stream based on the
plan that the RD$7.0 million loan fund will be disbursed in 3 years.
Aggregate benefits from year 1 loans are RD$360,000 per year accruing in
the 4th year of the program and continue at this rate every year
thereafter. Similarly year 2 and year 3 loaus produce a 30 percent rate
of return each year with a 3 year lag time. However, since the benefit
stream is measured in current prices, it should be expressed in year 1
prices to make a comparison possible. 1In Table 1, an 8 percent inflation
rate is used to calculate the benefit in real terms. This stream of real
benefits is discounted to year 1 to obtain the present value of the
benefit assuming a real discount rate of 5 percent (Table 2). Total
present value of the real benefit stream is found to be RD$10.4 million
and the corresponding economic cost is RD$8.0 million. The economic
benefit-cost rat.o of 1.3, is quite satisfactory. If we make the
assumption that the loan program will be terminated 13 years after the
initial loan, the benefit-cost ratio im reduced to 0.9,

b. Benefits from Employment Expansion

As explained in the social soundness analysis, the
target group operates businesses that have an average capital~labor ratio
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of RD$6,000 in 1981 prices. On the average, in 1983 prices, we can
expect an increase of one job for every RD$7,000 capital expenditure
assuming an 8 percent inflation rate. For a RD$7.0 million loan program,
we therefore expect an employment increase of 1,000. They are primarily
unskilled and semi-skilled jobs that pay the legal minimum wage of sbout
RD$1,800 & year. Although unemployment ic estimated at 20 to 25 percent,
the shadow wage, however, is not estimated to be zero, but at about DR$80
per month or RD$960 per year. The estimated economic wage benefit per
year per job is therefore RD$840. Table 3 shows the stream of economic
wage benefits expected from this credit program. In the case of
perpetual loan program, the present value of wage benefits is estimated
to be RD$4.1 million and in the case of 13 year loan program it adds
RD$2.9 million to the economic benefit.

Since the employment benefit sccrues in addition to
the benefit from returns to capital, the benefit-cost ratio increases to
1.8 for the perpetual loan program and 1.3 in the case of the 13 year
loan program. Clearly the economic benefit of this credit program
exceeds its economic cost by a substantial margin. Therefore this
project should be undertaken based on economic ground.

6. A Sensitivity Analysis

The benefit-cost analysis presented above was performed
based on fairly stringent assumptions. 'Two are of particular
importance. They are the assumptions of a 30 percent rate of return and
no defaults., The latter in particular may not be realistic in view of
the fact that small businesses have been considered in the past as being
higher risk due to high default rates. The crucial question is under
what circumstances the benefit to the economy becomes less than the cost?

Table 4 provides partial answers to this question. It
gives benefit-cost ratios for different rates of return with different
default rates. If we make the assumption of no default, the benefit-—cost
ratio is larger than 1 in all cases (marginally so in the case of 20
percent return in the 13 year loan program), indicating that the economic
benefit is more than the corresponding ecomomic cost. However, if we
make the assumption that yearly defaults equal 5 percent of the
outstanding loan portfolio, the benefit-cost ratio exceeds only when the
rate of return on loans is 30 percent (for the perpetual loan program).

A 25 percent rate of return would be marginally acceptable. Similarly, a
30 percent rate of return in the 13 year loan program would be marginally
acceptable. However, this project is clearly non-economical if the rate
of default reaches 10 percent a year, the benefit-cost ratios being no
more than 0.7 in all cases.

This simulation analysis points out the importance of
minimizing the default rate if the project is going to be economically
beneficial. It seems to suggest that reduction of the default rate is
more important than increase in the rate of return.



Table 1

Cost and Benefit Stream *

(In RD$ Millions)

YEAR 1 2 3 4 5 6 7 8 e
I. Project Cost 1.46 2.77 3.45 0.095 0.070
Economic Cost 1.69 3.06 3.78 0.14 0.11
Real Economic
Cost (Assume
inflation = 8% 1.69 2.83 3.24 0.11 0.08
1I. Loan
(kD$ million) 1.2 2.6 3.2
Benefits due to:
(RDS nillions)
Yeer 1 loans 0.36 0.36 0.36 ...
Yesr 2 loans 0.78 0.78 0.78 ...
Yesz 3 loans 0.96 0.66 0.96 ...
Benefits in real terms:
(assume inflation = 8%)
Yeez 1 loans 0.36 0.36 0.36
(1.08)3 (T.08)%4 (1.08)° ...

Yeer 2 loans

Yegr 3 loans

0.78 0.78 0.78
(To8)s (T.08)5 (T.08)6 ...

0.96 0.96 0.96
(1.08)5 (1.08)6 (1.08)7

# ~a benefit stream is calculated on the assumption that the rate of returm to capital is 30

9%

percest and that the benefit begins to accrue in the 3rd year after the loan.



Tuble 2

Present Value Calculation *
(In millions of RD$)

1. Indefinite loan program
(Real discount rate = 5%)

Year 1 loans
Year 2 loans
Year 3 loans

Benefit Stream Economic Cost

Total 10.41 7.95

2. 13 year loan program (real discount rate = 5X)

Benefit Stream Economic Cost

Year 1 loans 1.50
Year 2 loans 2,86
Year 3 loans 3.10
Total 7.46 7.95
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Burefit/Cost

1.31

Benefit/Cost

0.94

* The present value is calculated using the following formula for the indefinite

loan program:

<0

PV = }:

t-o
Where

T
L
f
d
g

r.L = rL . 1

(1+4£)t*8 (1+d)t*g

=
L ]
=
=
-

[(1+f) (1+d))8"1

rate of return on loan

amount of loan

inflation rate

real discount rate

year in which begins the benefit stream less one

For the 13 year loan program the above formula reduces to:

PV =

rL . 1

(1+£) (1+d) - 1

[(1+£) (1+d)]8&-1

(1+4£) (1+d)-1

<: (1+£)10 (1+4)10



Table 3

Employment Benefit Stream Calculation *

YEAR 1 2 3 4 5 6 7 8 .oe
Loan (RD$ million) 1.2 2.6 3.2
Benefits due to:
(RD§ millions)

Year 1 loans 0.14 0.14 0.14 ...

Year 2 loans 0.31 0.31 .31 ...

Year 3 loans 0.38 0.38 0.38 ...
Berefits in real rerms:
{sssume inflation = 8%)

Year 1 loans 0.14 0.14 0.14

(1.08)3 (T.08)% (1.08)5 ...
Year 2 loans 0.31 0.31 0.31
(1.08)4 (T.08)? (T1.08)6 ...
Year 3 loans 0.38 0.38 0.38
(1.08)3 (T.08)6 (T.08)7

Present Value

1. 1Indefinite loan program = RD$4.11 million

-

2. 13 year loan program = RD$ 2.94 million

* Tre wage benefit is estimated by the amount of loan divided by RD$7,000 times RD$840 (See

explanation given in section 5, part b).

8%



Table 4
tenetit-Cost Hatias % -- A Simulation %
Rate of Return 30% 25% 20%
I. Perpetual Loan Program
No default 1.8 1.5 1.2
5% default a year
beginning 2nd year 1.1 0.9 0.7
10% default a year
beginning 2nd year 0.7 0.6 0.5
IT. 13 Year Loan Program
No default 1.3 1.1 0.9
5% default a year
beginning 2nd year 0.9 0.75 0.6
10% default a year
beginning 2nd year 0.6 0.5 0.4
* In this calculation we assume that the employment benefit shown in
Table 3 declines proportionately with the benefit reduction from
capital loans, as a result of loan defaults.
*% Various present values are calculated based on the formula:

PV = W g .rL ., n-l
&1+f (1+é} Z ,

W t
1+£) (1+d :

(o]

where 1-W = assumed rate of default
n = for the indefinite loan program
n = 13 for the 13 year loan programs

Meanings of other symbols are given in Table 2.

49
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V. PROJECT IMPLEMENTATION

A. GODR Project Administration

The project will be managed and administered within the Central
Bank institutional structure, As discussed in the Institutional Analyses
section, FIDE, the Economic Development Investment Fund within the
Central Bank, will have the responsibility for managing project
activities. Within FIDE, a special project implementation unit, the
Central Assistance Facility (CAF), will be established and will actually
coordinate the various project activities.

To accomplish this, all plans to carry out project activities
and all project disbursement requests will require prior CAF approval.
The CAF will supervise and approve the development of the annual
sublending and TAC operating plans. The CAF will also assure that
adequate technical standards are maintained in all project
documentation. The CAF will prepare projections on sublending
requirements and will receive disbursement requests from participating
TACs and assure that such requests are in conformance with approved
overall operating plans and will then forward such requests to the
Director of FIDE. The Director of FIDE will certify the appropriateness
of the proposed disbursement and will forward them to A.I.D.

As provided for under the project, FIDE will be assigned
additional personnel to help facilitate the development, monitoring, and
flow of project related documentation. In particular FIDE will assign
two full time administrative assistants to the CAF to assure the timely
flow of documentation between the CAF and FIDE, and between FIDE and the
A.1.D.

B. USAID Project Administration

The Project Manager will maintain close contact with appropriate
officials of the Central Bank and the participating TACs. He will ensure
that provisions of the Project Agreement and Implementation Letters are
met. He will monitor disbursement progress through frequent visits to
the CAF and TAC offices. Members of the project committee will review
che annual operating plans, quarterly budget requests and evaluation
reports.

Bi-monthly project status meetings will be held at the Mission
to discuss progress and ensure that project activities conform to A.I.D.
regulations, that sound financial control is being exercised, &nd that
the terms and conditions of the project agreement are being met,
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C. Financial Plan

1. Disbursement Procedures

The total cost of this five year loan/grant is $7.85
million, of which $5.85 million will be financed by A.I.D. and $2 million
by the GODR. The GODR counterpart contribution represents 25% of the
total cost of the project. The AID resources will consist of $5 million
in loan funds and $850,000 in grant funds. The AID contribution will
finance a total cost in dollars of $235,000 and a total cost in pesos of
$5,615,000. The GODR contribution will consist entirely of local
currency resources. Tables I and II show summary financial plans for the
project, broken down by funding category project activity and by year.

AID funded U.S. Dollar costs under this project will be for
technical assistance, training and evaluation costs, U.S. Dollar
disbursements for eligible goods and services will be made using standard
AID procedures, i.e., by issuing Letters of Commitment (L/COM) and making
payment directly or through the use of Letters of Credit.

AID will provide RD$5,000,000 for sub-loans $3,500,000 of
which will be used for sublending out of Santo Domingo (i.e., rural
areas). It is the intention of the disbursement procedures that the AID
loan funds and the counterpart contribution be disbursed simultaneously.

AID funded pesos will also be used for local training,
technical assistance, commodities and for the operating expenses of the
TACs. Disbursements in Pesos will be made monthly based upon the
estimated requirements of the project for a period of 90 days. The
borrower/grantee will submit to USAID reports presenting the status of
the funds previously disbursed and specifying the needs for the ensuing
90 day pericd. The above described procedure will provide USAID with the
information necessary to determine program requirements and make
disbursements accordingly. Advance checks will be forwarded directly to
the GODR National Treasury for immediate release to the implementing
agency.

Disbursements to the TACs will be made by FIDE based upon
the estimated requirements of the TAC for the first year. The
disbursements will be made on the basis of reports submitted by the TACs
presenting the status of the funds previously disbursed and specifying
the needs for the ensuing period. Funding for the second and subsequent
years will depend upon the results of the first year's evaluation.

2. GODR Repayment Capability of the Loan

Although the GODR currently experiences a urgent balance of
payments problem, it is & short-run crisis brought about mainly by the
sharp drop in world prices of its major export commodities.

Traditionally the GODR maintains a low level of external public and



SOURCE
USE
Subloans

Estimated TAC Operating
Costs 1in Excess of Reveunues:

DDF

PROAPE

CEPESA

Additional TACs
Coemodities
Cif-shore & In-country TA
Tvaluation

Ccatingency

Total

TABLE 1

SUMMARY COST ESTIMATE AND FINANCIAL PLAN

(us $000)

A.1.D.
LOAN GRANT TOTAL COUNTERPART GRAND
FC Lc FC LC A.1.D. LC TOTAL
5,000 5,000 2,000 /,000
100 100 100
30 30 30
25 25 25
225 225 225
50 50 50
185 135 320 320
50 50 50
50 50 50
5,000 235 15 5,850 2,000 7,850
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TABLE II

SUMMARY OF COSTS BY YEAR
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(Us $000)
1983 1984 1985 1986 1987 TOTAL
_I}_I_E =
Estimated TAC Operating
Costs in Excess of Revenues:
DDF 40 30 20 5 5 100
PROAPE 20 10 - - - 30
CEPESA 15 10 - - - 25 ‘
Additional TACs - 75 75 50 25 225
Commodities 20 15 15 - - 50
Ozf-shore & In-country TA 180 50 50 20 20 320 =
Evaluation 10 10 10 10 10 50
Contingency 10 10 10 10 10 50
Sublending Fund 834 1,829 2,337 - - 5,000
GODR:
Sublending Fund 334 731 935 - - 2,000
Total 1,463 2,770 3,452 95 70 7,850
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publicly guaranteed debt. 1In 1980, the ratio of public debt service
payments to exports of goods and services was only 11 percent. Although
this ratio is expected to rise to 19 percent in 1982 due to upcoming
amortization paymwents on a large 1979 loan, the long term debt service
burden 1s relatively small. We believe that the GODR should not have
difficulty with the repayment of the $5 million loan under the terms of
agreement out of its foreign exchange esrnings.

D. Procurement

The Mission has determined that the procurement of all technical
assistance will be undertaken by A.I.D. directly. The Mission bases this
determination on the concluajon that use of the host country contracting
made for these procurements would unnecessarily delay project
implementation. In addition, direct contracting by A.I1.D. would not
materially increase expenditure of Mission staff time.

Under the project approximately 12 person-months of long term
and 3 months of short term technical assistance is needed to help in the
planning and organization of project activities. To be effective, all of
this assistance is needed during the first year. FIDE's contracting
capability, while good in terms of other developing countries, would
probably not be zble to obtain the needed assistance on schedule. Thus,
serious delays in project implementation could result.

Adding to the FIDE's contracting weakness, is that contracting
of the technical assistance could give rise to special difficulties in
the host country/contractor relationships. The GCDR in the past has been
reluctant to contract advisors at salary levels that greatly exceed those
of their host country counterparts. Contracting of the advisors by
A.1.D. will minimize such friction by avoiding situations where FIDE
officials musat wake malary payments to advisora, provide customs
privileges, etc.

Except for motorcycles goods and services procured under the
grant will have both their source and origin in the United States or the
Dominican Republic. Goods and services procured under the loan will have
both their source and origin in countries included in Code 941 of the
Geographic Code Book or, for those materials purchased under shelf
procurement regulations described in A.I1.D. Handbook 11, from countries
in Code 935. Procurement under subloans to small industries will be made
in accordance with standard A.I.D. procedures applicable to Intermediate
Credit Inmstitution (I.C.I.) projects.

A source/origin waiver is requested in this document from Code
000 tc Code 899 for the purchase with Grant funds of 20 125cc motorcycles
to be used by the TAC promoters to vierit the amall businesses. This is
necesegary to carry out the Project. ‘The motorceyeles will cost
approximately $29,000, The small "miyect=trafl” motorcycles are not
manufactured in the United States., Although they are available from
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suppliers in two of the 941 Code countries, country-wide maintenance and
service from those suppliers in the Dominican Republic is considered to
be inadequate for purposes of the project and therefore not available
within the meaning of AID HB 1 Supp. B __5 B4 a(2). A waiver is
therefore requested to Code 899 to allow for adequate maintenance and
service country-wide of purchased motorcycles. The procurement will
otherwise be conducted in accordance with AID's established procedures.

E. Evaluation Plan

Development of the institutional conditions necessary for
replication of the project activities will require .reful evaluation of
the implementation of all project activities. Information will be needed
early on to make adjustments in the design of project activities in order
to produce an effective model and structure within the life of the
project.

A series of intensive project evaluations will be undertaken,
These evaluations will tske place approximately at the end of every year
during the life of the project. The first evaluation will take place
about September 1983. The focus of this evaluation will be on the
performance and adequacy of inputs, the performance of implementing
agents, and to measure progress towards outputs,

Also during the first evaluation, a special study will be made
of the effectiveness of the credit and technical assistance components.
A survey will be made to provide baseline information for use in future
surveys. The first survey will focus on measuring swall industry and PFI
response to the sublending and technical assistance program. Among the
topics to be examined will be: small business awareness of the program;
desire of PFls, TACs and small industries to enter the program; the
adequacy of the spread to the PFI and to FIDE; the adequacy of the
guarantee mechanism; the adequacy and eligibility and sublending criteria
used under the program and possibility of future PFI sublending with
their own funds. Specifically in relation to the TACs the first
evaluation will focus on the adequacy of the TAC to set up basic business
accounting and control systems; the desire of the swmall industries to
undertake TAC recommended administrative and technical improvements; and
the requirement that 85X of all sublending be channeled through the
TACs. TAC progress toward self-sufficiency will be e particularly
important point to be studied as future grant disbursements to TACs for
operating expenses and the development of new TAC models will be based
partially on this aspect.

The second evaluation will take place about September 1984, An
input and output level performance review will again be undertaken. 1In
addition, a review will be made of progress made towards achievement of
purpose level targets. The first survey will be repeated and expanded to
examine the effectiveness of the TA and training provided to the CAF,
TAC's and small industries. The impact of project activities on
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alleviating the conetraints to small industry development will also be
studied. For the two additional TAC's entering the program, a survey
will be initiated along the lines of that used in the first evaluation.

The effectiveness of the institutional structure to carry out
project activities will also be examined during the second evaluation.
Attention will be given to identifying obstacles and weaknesses in the
institutional framework requiring adjustment in order to effectively
carry out project activities.

During subsequent project evaluations, targets at each level of
the logical framework will be examined. The surveys will be repeated.
Questions regarding the impact of the project on employment and income
will be studied. In addition, evidence of spread effects from TAC
operations will be examined. A major focus of these evaluations will be
sn examination of the effectiveness nf the sublending and technical
assistance model developed under the project. Experience gained
regarding small industry response, and cost effectiveness will be studied.

All evaluations will be carried out jointly by A.I.D. and FIDE,
Final preparation and publication of the evaluation documents will be the
responsibility of FIDE.

It is estimated that approximately $50,000 will be needed to
carry out the series of evaluations. Al expenses will be funded under
the grant. Funds will be provided for the costs of technical assistance,
local travel, per diem and moterials.

F. Implementation Plan

1. Schedule of Major Events

Many project activities will require substantial time to
fully develop and implement. A five year implementation period is
therefore anticipated as necessary. The proposed schedule for the
implementotion of the major activities required during project
implementation is:

(a) September 1982 Project Authorized

(b) September 1982 Project Agreement signed and first

Implementation Letter issued.

(¢) October 1982 PI0/T for procurement of offshore TA issued.

(d) November 1982 -~ Project Agreement approved by Dominican
Congress

t

(e) November 1982 Initial Conditions Precedent for Grant met.
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Contract for offshore TA executed.

(f) November 1982

Initial Conditions Precedent for Loan met.

(g) January 1983

(h) September 1983 First evaluation completed.

Conditions Precedent to Disbursement for
1983-84 project year met.

(i) October 1983

(j) September 1984 Second project evaluation completed.

Conditions Precedent to Disbursement for
1984-85 mec.
Third project evaluation completed.

(k) October 1984

(1) September 1985

Conditions Precedent to Disbursement for
1985-86 project year met.

(m) October 1985

(n) September 1986 Fourth project evaluation completed.

Conditions Precedent to Disbursement for
1986~87 project year met.

(o) October 1986

(p) September 1987 Final project evaluation completed.

G. Conditions, Covenants and Negotiation Status

1. Negotiation Status

Representatives of the Technical Secretariat of the
Presidency and the Central Bank have worked closely with the Mission
staff on the design of the project. The GODR will be the
borrower/grantee and will pass the program fund to the executing agency,
FIDE. The GODR, not FIDE, will be responsible for making the loan
repayments., The project is being reviewed by the GODR Monetary Board;
approval is expected within the week. There are no remaining issues
which will require substantive negotiation. Once the project is
authorized, the loan and grant agreements will be developed and
negotiated with the GODR. The loan and grant agreements will then be
reviewed and approved by the legal advisors to the President. The
agreements will then br signed shortly after.

2. Conditions Precedent

a) Initial Conditions (Grant and Loan)

Initial conditions precedent to any disbursement under
the project (both loan and grant) will include the usual A.I.D. legal
requirements, including 2 statement by a recognized legal entity that the
project is legally binding, and that the recipients of the loan and grant
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are responsible and legally bound to 8ll requirements under the Project
Agreement. In addition, the GODR will be required to name a project
conrdinator, acceptable to A.I.D., who can devote adequate time and
effort necessary for the successful implementation of this project. Once
these conditions are met, the procurement of TA may begin.

b) Initial Conditions (Grant)

Prior to disbursement of grant funds for the operation
of the participating TAC 8, FIDE must submit to A.I.D.: evidence that
the coordinated program of technical assistance and credit between FIDE
and the TAC has been set up; a manuel setting forth the procedures,
policies and eligibility criteria to be followed under the small industry
technical assistance program; evidence that the CAF office has been set
up with adequate staff; and a detailed operating plan for the technical
assistance program which clearly indicates and justifies the support for
the TAC's needed. Once these materials have been submitted, grant
digbursement for the TAC operations may begin.

Disbursement of grant funds after the first year of
project activities and for each subsequent project year will be
contingent upon the completion of a detailed evaluation report on the
project activities and the recommendation contained in this report. 1In
addition, a detailed operating plan for the TAC s for each subsequent
project year will need to be submitted to A.I.D.

c) Initial Conditions (Loan)

The initial conditions precedent to disbursement of
loan funds will require evidence of the assignment of adequate staff in
FIDE to support the sublending activities. 1In addition, FIDE will have
to establish the CAF office with adequate staff.

Prior fo any disbursement of loan funds under the
project, FIDE will also be required to show evidence of the establishment
of a Small Industry Credit Fund within the Central Bank to support the
activities planned under the project. FIDE will be required to have
separate accounts for this fund.

Also prior to the disbursement of any project funds
for subloans FIDE will submit an operational plan for the first
sublending period of the project (from approximately October 1982 to
September 1983). This plan will describe in detail the anticipated
sublending activities during this period. The plan will include the
Monetary Board approval to maintain the program sublending rates at the
maximum official rate allowed. This plan will include the numbers of
subloans, timing and will indicate industrial areas associated with each
subloan, and the arrangements for TA and training for the subborrower.

In addition, this plan will deacribe in detgil the activities anticipated
to promote and support the sublendjng activities., Finally, prior to this
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first disbursement of the loan funds for sublending activities, FIDE will
submit to A.I.D. a manual setting forth the sublending and technical
assistance policies and procedures, and eligibility criteria to be
followed under the program. Once these conditions have been met initial
disbursement of loan funds can be made.

Disbursement of loan funds for sublending activities after the first year
and for each subsequent project year will be contingent upon the
completion of a detailed evaluation report on the sublending and
technical assistance activities including a report on the effectiveness
of the inputs provided. In addition a detailed operational plan
outlining sublending the activities planned for each subsequent project
year will need to be submitted to A.I.D.

3. Covenants

FIDE will covenant to use and deposit all reflows of
principal generated under the loan in the Small Industry Credit Fund and
to use these reflows in accordance with the policies and criteria of that
program. FIDE will covenant to establish an evaluation program as part
of the project and to submit an evaluation plan within six months after
obligation of the project. Finally, FIDE will covenant to make available
the effective sublending interest rates and risk reduction incentives to
PF1's who wish to lend to small businesses with non project funds.
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SUBJECT: SMALL INDUSTRY DEVELOPMENT : o =
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SUMMARY: LAC BUREAU REVIEW OF SUSJECT PID WAS HELD JUNE 2
23, 1982, THE PID IS VQPROVEDL AT THE LEVEL OF DOLS 5 Toon T
MILLIOY IN LOAN FUNDS AND DCLS 858,22 IN GRANT FUNDS, lpes T
SUBJECT TO SATISFACTORY RESOLUTION OF THE CONCERNS Sons T
OUTLINED BELOW, ' ' A
!. CONSTRAINTS AFFECTING SiiALL BUSINESS: - N
-=4, CREDIT: 1IN VIEW OF KEY CONSTRAINTS (Z.G., LACK OF ..  |S30
BORROWER CREDIT WORTHINESS O R
PE QUATE GUARANTEES; RISK - ‘:‘égm
DUE TO TYPICALLY YIGH FAILURE RATES OF SMALL Busnsss. : T
LOW GUALITY ENTREPRENEZURIAL SKILLS; AND GODR INTEREST A-o 1
RATE CONTROLS) WYHIZH AFFECT THE-AMOUNT OF CREDIT- - . DA .
AVAILAZLE TO SMALL BUSINESS, MISSION IS REQUESTED TO . AAG
ANALYZE THE NATURE OF THZ CREDIT CCNSTRAINT TO ENSURE - |UsIC
THAT PROJECT DESIGN ADDRESSES BINDIHG CONSTRAINTS TO PC
SMALL BUSINESS DEZVELOPMENT. AS MISSION AWARE, PPC HAS g’l‘»gs —
‘ _ -
QUEST IONED WHETHER GODR POLICY MEASURES, ESPECIALLY AD =1
INTEREST RATZ CONTROLS, ARE NGT A PRINCIPAL OBSTACLE TO . [BRG___L =T
FINANCIAL RESCURCE MOBILIZATION AND TO SMALL ENTERPRISE CRD__ L e=T
CREDIT ACCESS, UNLESS THIS CAY EE DEMONSTRATED NOT TO CONT_ | —
BE TRUE OR UNTIL THE GUDR TAKES APPROPRIATE MEASURES TO AGR
REMOVE THE CONSTRAINT, MISSIGN SHOULD NQT PROCEED TO MGT
AUTHORIZATION, MISSIUN SHOILD ANALYZE THIS QUESTION HAN
SOONEST AND TRANSMIT RESPONSE FOR AID/W REVIEW., Sgg
--B, OTHER POLICY/REGULATORY COMSTRAINTS: 1IN ADDITION - ARE_ |+
TO THE INTEREST RATE POLICY QUESTION DISCUSSED ABOVE,
THE PID INDICATES THAT OTHER GOVERNMENT POLICIES AND [CHRON Nt
REGULATICNS ARE HINDERING SMALL BUSINESS DEVELUPMENT. /c.,tz/
MISSION SHOULD CLEARLY IDENTIFY CRITICAL CGNSTRAINTS iN

THIS AREA AND EXPLAIN HOW THIS PROJECT OR OTHER VEHICLE
(E.C,, CBI CR IMF PROGRAMS) WILL ADDRESS THEM,

UNCLASSIFIED
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~--C. SMALL BUSINESS ADVOCACY: PROJECT IMPLEMENTATION
AND RESUPZANT OUrPUTS ARE EXPECTED TO FACILITATE THE
FLOW OF FIDE LOAN FUNDS TO PRIVATE FINANCIAL
INSTITUTIONS FOR THE PURPOSE OF STIMULATING AND
INCREASING THE GROWTH OF SMALL BUSINESSES, AND IMPROVE
THE QUALITY OF SMALL BUSINESS THKOUGH THE PRGVISION OF
TECHNICAL ASSISTANCE, 'TO HELP ACHIEVE THESE OBJECTIVES,
MISSION SHOULD IDENTIFY CONSTITUENCIES OF SMALL BUSINESS
DEVELOPMENT AND HOW PROJECT MIGHT SUPPORT THEM IN
FOSTERING INCREASED ECONOMIC GROWTH IN SMALL EUSINESS,
ATTRACTING OTHER RESOURCES, AND INFLUENCING AND
IMPROVING TH& REGULATORY CLPYATE FOR SMALL BUSINESS
DEVELOPMENT ,

2., DESIGN OF CREDIT COMPONENT:

- ~=A. SUB-LOAN INTEREST RATES: REGARDING SUB-LOAN

INTEREST RATES, MISSION SHOULD SEEK TO HAVE RATES SET AT
LEVELS COMPARABLE TO THOSZ THAT WOULD BE ADEQUATE IF
SOURCE OF FUNDS WERE PRIVATE DEPCSITS RATHER THAN
GOVERNMENTAL FUNDS, IN ORDER TO AVOID GIVING THE
INCENTIVE TO FUBSTITUTE GOVERNMENT FUNDS FOR THOSE THAT
COULD BE RAISED COMMERCIALLY., THIS WILL FACILITATE
MAKING THE LENDING MECHANISM EVENTUALLY

SELF-SUSTAINING, FURT HERMORE, IT CORRESPONDS TO A.I.D,
POLICY NCT TO SUBSIDIZE INTEREST RATES, SPECIFICALLY, °
MISSION SHOULD SEEX TO ESTABLISH SUB-LENDING RATES TO
COVER EXPECTED INFLATYON, PLUS DEPOSITCRS' REAL RATE OF
RET RN, PLUS RESERVE FOR BAD DEBTS, PLUS ADMINISTRATIVE
COSTS, PLUS RETURN TO FINANCIAL INSTITUTION TO MAKE IT
FINANCIALLY SELF-SUSTAINING, IF THIS CANNOT BE

ACHIEVED, PLEASE INFORM BUREAU PRIOR TO PROJECT APPROVAL,

--B, REVOLVING FUND: AS A MEANS OF PRESERVING THE REAL
VALUE OF THE rIDE REVOLVING LOAN FUND AGAINST
DECAPITALIZAT IUN CAUSED BY INFLATION, MISSION SHOULD
ATTEMPT TO SZCURE AGREEMENT WITH FIDE SO THAT
CONTRIBUTIONS WILL BE MADE BY THE CENTRAL BANK TO .
MAINTAIN THE REAL VALUE OF THE FIDE AND A.I.D., REVOLVING
LOAN FUND THROUGHOUI THE LIFE OF THE PROJECT,

3, -DESIGN OF TECHNICAL ASSISTANCE COMPONENT:

-~A, MISSION SHOWLD DESIGN THE PROJECT WITH A VIEW
TOWARD TACS ACHIEVING SELF~FINANCING OPERATIONS BY THE
END OF THE PROJECT. .EFFORTS SHOULD FOCUS ON ELIMINATING
AS MUCK SUBSIDY AS POSSIBLE FOR TAC OPERAT IONAL EXPENSES
BY MAXIMIZING PROFIT POTENT IAL FOR TACS, AND BY
INITIATING THE PROJECT IN A MODEST WAY, FREFERABLY WITH
EXISTING ESTABLISHED TAC CENTERS (E.G., DDF, PROAPE) AND
TAC MODELS THAT ARE ALREADY GENERAT ING FINANCIAL SUPPORT
(E.G., CEPESA), MISSION IS ENCOURAGED TO SUPPORT TAC
"OMPONENT IN A PRUDENT WAY, WITHOUT COMMITTING A
'SPROPORTIONNIE AMOUNT OF GRANT FUNDS TU ANY ONE MODEL.

i IN CONSIDERING ALTERNAYIVE STRATEGIES FOR
)

I “UNCLASSIFIED
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ING TECHNICAL ASSISTANCE TO POTENTIAL
gggyégRROUERS. MISSION SHOULD REVIEW PCGP EXPERIENCE IN
PARAGUAY, LAAD CONGEPT OF UTILIZING SUCCESSFUL SMALL
BYSINESS CLIENTS TO ASSIST AND ADVIGSE ON TECHNICAL
MATTERS, AND RECENT PISCES PROJECT WHICH AMNALYZED
RESULTS OF SMALL INDUSTRY PROJECTS. CARRIED OUT IN
AFRICA, ASIA AND LATIN AMERICA. MISSION MAY ALSO VANT
TO CONSIDER ESTABLISHING A ROSTER OF PRE-QUALIFIED SMALL
BUSINESS TELHNICAL CONSULTANTS AS A COST-EFFECTIVE MEANS
T0 ASSIST IN DEVELOPING SUB-PROJECTS.

--C., ONCE TAC MODELS HAVE SEEN .IDENTIFIED FOR SUPPORT
UNDER PROJECT, MISSION SHOULD TRANSMIT DETAILS AND
RATIONALE TO BUREAI FOR REVIEW AND COMMENT BEFORE
FINALIZING AND APPROVING PROJECT.

4, ELIGIBILITY CRITERIA:

~=fi. WITH RESPECT TO SUB-30RROWER ELIGI3ILITY CRITERIA,
PROJECT PAPZR SHOULD LAY OUT BROAD FRAMEWORX THAT WOULD
ALLOW AN ARRAY OF SMALL BUSINESSES (MANUFACTURING AND
SERVICE INDUSTRIES iN AGRICULTURE, INDUSTRY, TOURISH,
TRANSPORT, RTPAIR, ETC.) TO BE ELIGIBLE FOR
PARTICIPATION IN THE PROJECT .

~=5, FOR NEW ENTERPRISES, FIDE AND FINANCIERAS SHOULD
FINANCZ NO MORE THAMN 8€-85 PFERCENT OF THE CREDIT .
REQUIREMINTS OF A GIVEN SMALL BUSINISS SU3-PROJEZCT, WITH
BALANCT FIiANCED BY SUB~-BCRROWER. FOR SUB-PROJECTS
INVOLVING THZ UPGRADING OR EXPANSION OF AN EXISTING

ENTERPRISE, THIS. RESTRICTION NEED NOT NECESSARILY APPLY.

--C. CARE SHOULD BE TAKEN THAT THE TECHNICAL ASSISTANCE
REQUIRED TO AQUALIFY FOR SUB-LOANS UNDER THIS PROJECT 1S
IN EACH CASE APPROPRIATE TO THE INDIVIDUAL FIRM,.
SUB-30RR0WERS SHOULD NOT EE EXCLUGED FR0#M LOANS OR
REQUIRED TO ACCEPT UN-NZEZDED TECHNICAL ASSISTANCE IF .
THEY CAN OTHERWISE QUALIFY FOR LOANS WITH NO OR
RELATIVELY MINOR TECHNICAL ASSISTANCE.

==Do MISSION SHOULD DETERMINE UNDER WHAT CIRCUMSTANCES,
IF ANY, A SUB-DORROVER WONLD BE ELIGI3LE FOR FOLLOW=-OYN
CREDIT ASSISTANCE ONCE INITIAL SUB-LOAN IS FULLY
AMORTIZED.

--Z. PP SHOULD INCLUDE A LIST OF THOSE TYPES OF
PRO.IECTS THAT WILL BS EXCLUDTID FR0M COUSIDTRATIOY UNDER
THE PROJECT DUE TO THEIR DETRIMENTAL ENVIRONMENTAL
EFFECTS OR INZLIGIBILITY UNDER A.I.ND. REGULATIONS (E.fG.,
GAMBLING). IEE WILL BE AMENDED BY BURFAU'S
ENVIRONMZANTAL OFFICER AND TRANSMITTED SOONEZST TO MISSION
FOR INCLIJSIONS IV PP. '

5 APPROPRIATION CATEGORY: WHILT WE ANTICIPATE THAT

MAJORITY OF A.l.ND. FUINDS wOU!LD BF FROM FH ACCOUNT,
MISSION WILL HAVE TO DETERMINE THE FN AND SDA SPLIT AND

UMNCLASSIFIED
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SO INDICATE IN THE PP AND CONGRESSIONAL NOTIFICATION
(CN). PRESENTLY DOLS 2.5 MILLION FROM FN ACCOUNT
AVAILABLT FOR PROJECT THIS FY. BUREAU IS ALSO
REQUESTING AN ADDITIONAL DOLS 2.5 MILLION FROM SDA
ACCOUNT FOX PROJECT, BUT AVAILABILITY OF THESE FUNDS
THIS FY IS UNCERTAIN, MOREOVER, GRANT FUANDS PROPOSED
FOR OBLIGATION IN FY 82 (DOLS 258,008) NOT CURRENTLY
AVAILABLE. BURZAU WILL NOTIFY MISSION IF SHCH FUNDS
BECOME AVAILABLE LATER IN FY. IN ANY ZVZNT, PLEASE
TRANSMIT DRAFT ACTIVITY DATA SHEET FOR CN AS SOON AS
POSSIBLE BUT- NOT LATER THAN END OF AUGUST.

6. MISSION AUTHORIZATION: SUBJECT TO A.I1.D. WASHINGTION.

CONCURREZNCE WITH TAC MODELS TO BE PROPOSED FOR PROJECT
SUPPORT, PER FARA 3 (C) A3QVE, AND SATISFACTORY
RESOLUTION CF FOLICY CONSTRAINT QUESTION OF PARA 1(CA)
AND SY3-LOAN INTEREST RATE QUESTION OF PARA 2(A),

MISSION DIRECTOR IS HEREBY RZDLLEGATED AUTHORITY TO
AYJTHORIZE THE SUSJECT PROJZCT AT THE LEVEL OF DOLS
5,262,€2¢ IN LOAN FUNDS AND DOLS 85¢,200 IN GRANT FUNDS
UNDER FUNDING ACCOUNTS TO BE CONFIRMED WITH A.I.D. ‘
WASHINGTON,

7. FYIt ALL LAC MISSION PID APPROVALS ARE SUBJECT 10
REVALIDATION IF POST-PIL, PROJECT DEVELOPMENT EXTEINDS
BEZYOND ONE YEAR., END FYI. SHULTZ

BT
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4
v, 1o AID/W APPRECIATES ADDITIONAL INFO PROVIDED REF (&), ggg -

" 2, LAC BUREAU AND PPC REVIEW INDICATES THAT PROPOSED ECON
PROJECT DESIGN FEATURES DESCRIBED IN PARAGRAPH 19 OF REF - {EES i
¢A) -APPEAR TO ADDRESS REMAINING AID/W CONCERNS, . CONS
SPECIFICALLY, WE NOW UNDERSTAND THAT PART ICIPATING ac_ | X
FINANCIAL INSTITUTIONS CPFIS) WILL BE ASLE TO "USE THE - (B
PROPOSED NEW SUBLENDING RATES WITH THEIR OWd OR OTHER cPy
QESOURCES FOR SUSLENDING TO SMALL BUSINISSES."” AID/W 50
UNDERSTANDS THAT PROPCSAL IS INTENDED TO PROVIDE A _ PER
PACKAGE OF INCENTIVES TO ENCOURAGE PFIS TO LEND TO SMALL |RSO0
BUSINESSES; AND PACKAGE AS DESCRIBED IN REF (3) APPEARS RMO
THOROUGHLY ADEQUATE FOR THIS PURPOSE. NONETHELESS, OUR NCOIC
CONT INUING CONCERN HAS BEEN THAT THIS PROPOSAL, INSOME © JAGATT!
POSITIVE FASHION, IMPACT AS SOON AS POSSIBLE UPON THE 32261
PFI~SMALL BUSINESS RELATIONSHIP OUTSIDE OF THE FIDE USICAl
SPONSORED PROGRAM(S), THEREBY ALLOWING OR PROVIDING FOR PC
PFI-SMALL BUSINESS LOAN RELATIONSHIPS BASED ON REGULAR, IAGS
OR NON-FIDE, SOURCES OF FUNDS. GODR WILLINGNESS TO APPLY DIR 1
THE PROPOSED RATES TO ALL FORMAL FINANCIAL SYSTEM B T
SUBLENDING TO SMALL BUSINESSES IS RESPONSIVE TO THIS PRG
CONCERH, CRD |,

CONT |~
3. IN ACCORDANCE WITH PA&RA 1@ OF REF (A>, AID/W REQUESTS AGR |
'"THAT PROJECT PAPER (PP) AND PROJECT AGREEMENT STATE THAT MGT 1
THEZ NEW SUBLENDING FRAMEWORK OF INTEREST RATES, FEES AND HAN

., COMMISSIONS WILL BE APPLICABLE TO ALL SMALL BUSINESS EDU_ | |

. LENDING AT THE TIME OF INITIATION OF THE AID PROJECT, OR ton__ |

! AS SO00N AS POSSISLE THEREAFTER., WE FURTHER REQUEST THAT AJRE |~

' PP DISCUSS BASIS FOR MISSION'S EXPECTATION, AS STATED IN T 1

— — — — —PARA 10 OF REF CA), THAT QUOTE PFIS WILL BE VERY ANXIOUS  [CHRON}-N\
* TO BEGIN NON-PROJ"CI' SUBLENDING IN THIS SCCTOR UNQUOTE, )

UNCLASSIFIED

m.' Q‘,r—,.. ‘ !

Rt ” S — e— . -




b
UNCLASSIFIED

SINCE THIS OBJECTIVE IS A PRINCIPAL AID/W éONCERN. |

4, GIVEN ABOVE, AID/W CONCURS WITH MISSION'S COMPLETING
INTENSIVE REVIEW EFFORTS LEADING TO PROJECT AUTHORIZATION
BY USAID THIS FY.

5, BUREAU WILL NOTIFY MISSION BY SEPTEL REGARDING CN
EXPIRY DATE AND FUNDING AVAILABILITIES THIS FY, SHULTZ

BT .
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PROJ ECT DESIGH SUMKARY
LOGICAL FRAMEWORX

Project Turte R Neador:
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Annex B

Lileol? . 87
From FY _ CLA/
Ted U 3 Funging 39000 Loan; $850 Grant

. NARRATIVE SUmuARY

| 03 ECTIVELY VERITIADLE INDICATORS

WCAKS OF VERIFICATION

wWPCQTANT A35v2 [(CnS

Progeoa oo Secres Goat' The Waeder adyectan g
whch .o praject Eontebuten: (A1)

To increase the per capita income
and egployment in the Dominican’
Republie, by improving the per-
formaace of the private sector.

Mouiyeos of Gool Achievemens: [A-2)}

Rising employment and per
capita income of the Domi-
nican Republic.

An increase in overall
production in the Domini-
can Republic

{A-))

National Income
Accounts and Increase and
Expenditure Survey

"Employment Surveys

Aspuapl.eas ‘or 8¢k ser g qou) 2erqars {4-4)

No devastating natural disasrters,

That the world economy will remain suf-

ficiently stable as not to6 erase the im~

proved performance of the private sector.
That T.A., Credit, training_ aand coman-—

dities provided, will be adequate and ap-

propriate for private sector needs.

Proect Purpece: [B-1)

To establish an institutional
zmechanism, capable of providing a
ceatinuous source of credit, TA,
acd training to small entrepreneurs
in the Dominican Republic

Canditians ot will mdicote purpare hay beoa
edoaerds End-ol.Prsjors srarvy, {B.D)

EOPS $7 million

Revolving Credit Fund

TACs providing needed TA.
1000 small industries with
increased income, produc-
tion, and inputs. 1000
small industries receiving

8.3

Audits of Loan Records of
PFI's and FIDE

Evaluation reports on TAC
performance

Evaluatiocn of performance of
small entrepreneurs includ-
ing field visits and inter-
Y1eus

Ajruapiions for schiowiap porpase: (E)

That there is and will continue to be ade-

quate demand in the small industry seczer for
T.A. and Credit. )

That the TA provided will improve the parfor-
mance of the small entrepreneurs, and they in
turn will pay back thesé loans.

Puswa Dupas: €N
Loans to Small Entrepreneurs
. Existing TACs strengthened and -
providing TA to small industries.
New TAC's trained, staffed, and
providing TA to small entre-
preneurs.

' 3.

TA and credit each year
Mega.tods of Quiputs: (C.7) .

1000 loans to small indus-
cries ($7  million total)
1000 small industries re-
ceiving TA and improving
verformance o
Annual evaluations during -
}rojec; and one compre-—
hensive evaluation

€y
Loan records of PFI's and FII
Récords of TAC's for serviced

provided and improved per-
formance of clients

Field checks and financial
analysis of small industries
for services and commodities
received.

Evaluation reports

Assueptisas for achioving surpts: (C4) R
E - Small industries will be willing to pay
loans so that fund will revelve.

That there is sufficient dermand for trairning,
TA, and credit, and that these inputs will
result in improved performance of bgyeficia:ies.

Prmect Ingan: (DY)

1. Credit
2. Technical Assistance
3. Operating Expenses
" 4. Evaluvation
5. Contingency
]
} .
]
!
?

Inpleaenialion Tu.-! {Type aad Quantiy) {U-)
Loan Grant cp
000 - 2000

- .320° -

- 1430 -

- 150~ -

- 50 -

5000 850 000

03 .
1. Bank Records
2. Arrival of T.A.
3.. Records of TAC's

Assuapiioas for praviding iaputs: (0-4) - .

1.
2.

Counterpart funding is made available
Appropriate TA can be lpcated and will be
‘available on time accoyding to project

demands ° .
3. Budgeted salaries are sufficient to attract
qualified staff - .
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5C(2) - PROJECT CHECKLIST

Listed below are statutory criteria applicable generally to projects with FAA
funds and project criteria applicable to individual fund sources: Development
Assistance (with a subcategory for criteria applicable only to loans); and

Economic Support Fund.

IS COUNTRY CHECKLIST UP TO DATE?

Yes.

HAS STANDARD ITEM CHECKLIST BEEN REVIEWED FOR THIS PROJECT? Yes.

A. GENERAL CRITERIA FOR PROJECT

1. Continuing Resolution
Unnumbered; FAA Sec. 634(a);
Sec. 653(b).

(a) Describe how authorizing
and appropriations Committees
of Senate and House have been
or will be notified concerning
the project; (b) is assistance
within (Operational Year
Budget) country or
international organization
allocation reported to Congress
(or not more than $1 million
over that amount)?

2. FAA Sec. 611(a)(1). Prior to
obligation in excess of
$100,000, will there be (a)
engineering, financial, other
plans nscessary to carry out
the assistance and (b) =
reasonably firm estimate of the
cost to the U,S. of the
assistance?

3. FAA Sec. 611(a)(2). If further
legislative action is required
within recipient country, what
is basis for reasonable
expectation that such actiom
will be completed in time to
permit orderly accomplishment
of purpose of the assistance?

(a) The project was included in the
FY 82 Congressional Presentation as an
FY 82 project. A Congressional
Notification is required.

(b) An Advice of Program Change will
be submitted for the change in funding.

(a) Not Applicable.

(b) Yes.

No further legislative action needed.



FAA Sec. 611 (b); Continuing

Resoluticn Sec. 501. If for

water or water-related land
resource construction, has
project met the standards and
criteria as set forth in the
Principles and Standards for
Planning Water and Related Land
Resources dated October 25,
19737

FAA Sec. &1i(e). 1If project is

capital assistance (e.g.,
construction), and all U.S.
assistance for it will exceed
41 million, has Miesion
Director certified and Regional
Assistant Administrator taken
into consideration the
countxy's capability
effectively to maintain and
utilize the project?

FAA Sec. 209. 1Is project
susceptible of execution as
part of regional or
multilateral project? If so
why 18 project not so
executed? Information and
conclusion waether aasgistance
will encourage vegional
development programs.

FAA Sec. 601(a). Information

and conclusions whether project
will encouxage efforts of the
countxy to: (a) increase the
flow of international trade;
(b) foster privata initiative
and competition; (c) encourage
developrment and use of
cooperatives, credit unions,
and savings and loan
agssociations; (d} discoursge
monopolistic praczices; (e)
improve technical efficiency of
industry, agriculture and
commecce; and (£) atrengthan
froe labor unions,

ANNEX C
Page 2 of 9

Not Applicable.

Yes. See Mission Director's
certification in the Project Paper.

The Project cannot be executed as part
of a regional project.

Project will provide credit, technical
assistance and training to
approximately 1,000 small firms.



10.

11.

12.

FAA Sec. 601 (b)., Information
and conclusion on how project
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 Sec. 612(b); Sec. 636(h);
Continuing Resolution Sec.

508. Describe steps taken to
assure that, to the maximum
extent possible, the country is
contributing local currencies
to meet the cost of contractual
and other services, and foreign
currencies owned by the U,S.

are utilized in lieu of dollars.

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

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

Continuing Resolution Sec,

522. 1If assistance 1s for the
production of any commodity for
export, is the commodity likely
to be in surplus on world
markets at the time the
resulting productive capacity
becomes operative, and is such
asgistance likely to cause
substantial injury to U.S,
producers of the same, similar,
or competing commodity?

ANNEX C
Page 3 of 9

It is anticipated that the rechnical
asgistance and equipment for the
project will be procured from U.S.
private sector sources.

The loan agreement will require that
counterpart contribution will be used.

There is no excess, U.S. owned local
currency available for this program.

Yes.

This project will not directly produce
any commodity for export which is
produced in the U.S.



B. FUNDING CRITERLA FOR PROJECT

1'

Development Assistance Project

Criteria

a. FAA Sec. 102(b); Sec., 1l1;
113; 281 (a). Extent to which
activity will {(a) effectively
invelve the poor in
developmeni, by extending
access to economy at local
level, increasing
labor-intensive production and
the use of appropriate
technology, spreading
investment out from cities to
small towns and rural areas,
and insuring vide participation
of the poor in the benefits of
development on a sfustained
basis, using the appropriate
U.S. institutions; (b) help
develop cooperatives,
especially by technical as-
sistance, to assist rural and
urban poor to help themselves
toward betlter life, and otherx-
wise encourage democratic
private and local governmental
institutions; (c) support the
self-help efforte of developing
countries; {(d) promote the
participation of women in the
national economies of
developing countries and the
improvement of women's status;
and (e) utilize and encourage
regional cooperation by
developing countrics?

b, FAA Sec. 103, 103A, 104,
105, 106, 107. Is Assistance

being made available? (Include
only applicable paragraph which
corrvegpouds to source of funds
used. If more than one fund
source is used for project,
include velevant paragraph for
each fund source.)

/( ANNEX C
Page 4 of 9

(d) Women's participation is promoted
through equal access to sub loans by
small businesses owned and operated by
women.

mn



(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
regsearch, full 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 used in
coordination with programs
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 of 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

‘l py ANNEX C

Page 5 of 9

(a) The project will directly
stimulate labor intensive production
and investment in rural areas through
its sub lending program for rural and
agricultural industries. The
development of rural small businesses
will increase income to both business
owners and their employees.



\ 3 ANNEX C

Page 6 of 9

production, building national food
reserves, expanding available atorage
facilities, reducing post harvest food
losses, and improving food distribution.

(2) {104} for population planning
under sec. 104 (b) or health under sec. Not Applicable.
104 (c); if so, (1) extento to which
activity emphasizes low-cost,
integrated delivery systems for health,
nutrition and family planning for the
poorest people, with particular
attention to the needs of mothers and
young children, using paramedical and
auxiliary medical personnel, clinics
and health posts, commercial
distribution systems and other modes of
community weseazrch,

(4) [105] for education, public
administraticen, oxr human resources Not Applicable.
development; if so, extent to which
activity strengthens noufermal
educaticn, makes formal education more
relevant, especially for rural families
and urban poor, or strengthens
management capability of iastitutions
enabling the poor to participate in
development; and (ii) extent to which
assistance provides advanced education
and tvaining of people in developing
countries in such disciplines as are
required for planning and
implementation of public and private
development activities.

(5) [106; ISDCA of 1980, Sec. 304]
for energy, private voluntary
organizations, and selected development
activities; if so, extento to which
activity is: (1) (a) cowncerned with
data collection and 2nalysis, the
training of skilled personnel, research
on and development of suitable energy
sources, and pilot projects to test new
methods of energy production; (b)
facilitative of geological and
geophysical survey work to locate
potential oil, natural zes, and coal
reserveds and to encourage exploration



for potential oil, natural gas, and
coal reserves; and (c) a cooperative
program in energy production and
conservat ion through rasearch and
davelopmont and use of small acale,
decentralized, renewable energy sources
for rural areas;

(ii) 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 process and
techniques;

(iv) reconstruction after natural or
manmade disaster;

(v) for special development
problems, and to enable proper
utilization of earlier U.S.
infrastructure, etc., assistance;

(vi) for programs of urban
development, especially small labor
intensive enterprises, marketing
systems, and financial or other
institutions to help urban poor
participate in economic and social
development.

¢c. [107] 1s aprropriate
effort placed on use of
appropriate technology?

d. FAA Sec. 110(a). Will the
recipient country provide at
least 25% of the costs of the
program, project, or activity
with respect to which the
assistance is to be furnished
(or has the latter cost-sharing
requirement been waived for
"relatively least-

developed" country)?

)lf’ ANNEX C

Page 7 of 9

By extending credit, technical
assistance and training to small firms,
the project will involv: the poor in
development and will increase income to
both business owners and their
employees.

Not Applicable.

Yes.



e. FAA Sec. 110(b). Will
grant capital assistance be
disbursed for project over more
than 3 years? If so, has
justification satisfactory to
Congress been made, and efforts
for other financing, or is the
recipient country "relatively
least-developed?"

£. FAA Sec. 281(b). Describe
extent to which program
recognizes the particular
needs, desires, and capacities
of the people of the country;
utilizes the country's
intellectual resources to
encoursge institutional
develooment; and supports civil
education and training in
skills required for effective
participation in governmental
processes essential to
self-government.

g. FAA Sec. 122(b). Does the
activity give reaconable

promise of contributing to the
development of economic
resources, or to the increase

of productive capacities and
self-sustaining economic growth?

Development Assistance Project

Criteria (Loans Only)

a. FAA Sec. 122(b).
Information and conclusion on
capacity of the country to
repay the loan at a reasonable
ra*> of interest.

b, FAA Sec. 620(d). 1If
agsistence 15 for any
mrod:c.ive enterprise which
vx1l ~smpete with U.S.
estiu - rises, 18 there an
agresment v the recipient
couni'v to prevent export to
the U.s, of more than 207 of
the enterprise's annual
production during the life of
the lcen?

ANNEX C
Page 8 of 9

Yes.

The project directly recognizes and
utilizes the needs, desires and
capabilities of the population and of
the implementing agencies.

Yes. The project should contribute
directly to the development of economic
resources and to increasing the
productive capacity of the Dominican
Republic.

The Dominican Government and the
Central Bank are not in default on any
AID loans and appear capable to repay
the proposed loan.

Not applicable.



Project Criteria Solely for

Economic Support Fund

a. FAA Sec. 531(a). Will this
assistance promote economic or
political stability? To the
extent possible, does it
reflect the policy directions
of section 1027

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

|l

Not applicable.

No.

ANNEX C
Page 9 of 9
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UNITED 8T2 .S INTERNATIONAL DEVELOPMENY CLUPERATION AGENCY

AGENCY INOR INTLRNATIONAL DEVELOPMENT ANNEX D
WASHINGION. D C 203273 Page 1 of 6

LAC/DR-IEE-26
ENVIRONMENTAL THRESHOLD DECISION

Project Location Dominican Republic

Project Title and Numbex Small Xndustry Development e

517-0150
Funding , :  $5,000,000 Loag; $850,000 Grant
Life of Proijuct t 5 years, FY-82 -~ FY-86
IEE Prepared by ¢ Charles Blankstein, Director
Capital Resources Development
Recommended Threshold Decision : Negative Determination

a

‘Concurrence with recommendation

Bureau Threshold Decision

Copy to Philip Schwab, Director
USAID/Santo Domingo

Action

Copy to Charles Blankstein
USAXD/Santo Domingo

Copy to Barry Burnett, LAC/DR

: Copy to IEE file

' = )Z/ ‘/" /3
s S Lo vate 6/29/32_
/ 7f M [ 4 [ 4
James S. Hester
Chief, Environmental Officer
! Burcau for Latin America

and the Caribbean




PROJECT LOCATION:
PROJECT TITLE:
FUNDING:

LIFE OF PROJECT:

1IEE PREPARED BY:

INITIAL ENVJRONMENTAL EXAMINATION " ANNEX D

Bage 2 of 6
Dmmgnican Republic .

Small Industry Development

$5 4illion Loan - $850 - Grant

Five years, FY-1982/FY-1986

Charles Blankstein, Director, Capital Resources
Development

//Z% Z.,E’//‘r‘r.,z

Sigidture Date

ENVIRONMENTAL ACTION RECCMMENDED: - Negative Determination

CONCURRENCE:

Ronaid F. Venezia, Acting Director USAID/DR

één& Lrs, .,%é,;, 4:&:( % N A
Signature Dat
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I. Examination of Nature, Scope and Magnlitude of HEnvivonmental Impacts

Under the rules proposcd in Handbwok 3, for environmental procedures
in Appendix 2D, Section 216.2 subparagaph (©) () (x), Initial Enviroh-
mental EFxaminationa are generally wot reqnfred for projects that are
designed as support for intermediate credit (nstitutjons exceept in those
projects where A.I.D. has control over subproject approval or knowledge
of subprojects. The proposcd project is designed to establish an institu-
tional mechanism capable of providing a continuous source of credit,
technical assistance and training to small entrprencurs in the Dominican
Republic.

The project will provide a loan of $5 million to FIDE to he used for
credit to small entrepreneurs through parvticipating private institutions
such as commercial banks and “‘nancieras. Technical assistance and
training to the same small entrepreneurs will be provided in such areas
as business administration and management practices through existing
or newly established technical assistance centers. A grant of $850,000
will be provided for these activitic:s. The project proposes to work with
existing businesses in the possible arcas of manafacturing, food pro-
cessing and services-related industricr,  Thor o classen of loans to busi-
nesses that would have a significant wiverse offocet on the environment
will be specifically excludced from luindinag w.ler the terms of the loan
and grant. These include loans for tinv manufacture, importation, distri-
bution or application of pesticides, L. for mining coral reefs, and
loans which would contributc to the expleitation of endangered species.
No activity of the proposed project coild be classified as an action
normally having a significant effect ci the environment as cited in sub-
paragraph (d) of the same section.

Based on the above, this IEE finds that the project will not have a direct
significant environmental impact.

II. Recommendations for Fnvironmental Action

The proposed project will foster no change with adverse implications
for the human or natural environment of the Dominican Republic. It is
recomn:nded that the Chicfl ¥nvironmental! Officer for Latin America and
the Curibbean approve a Negative Detcermination for this project.

w Al E ROCTIRATH
A AREE DOCHATER
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ANNNEX B,
- IMPACT IDENTIFICATION AND EVALUATION FORM
Impact
Identificatinm
and Evaluation 1/
Impact Areas and Sub-Arecas
A. LAND USE
1. Changing the character of the land through:
a. fncreasing the populacion.....i.................. N
b. Extracting natural resources.ececeicecvecnsrecnass N
c. Land clearingecesecsssceceisneeccrsncsansassscees N .o
d. Changing soil character....ceceeancccrcacernssans N
2. Altering natural defenseS..csseescrcescrcscccesecacss N
3. Foreclosing important uses.:..........d.....,........ N
4, Jeopardizing man or his WOTKSieciecesscansesrorsccees N
5. Other factors
B. WATER QUALILTY
1. Physical state Of Waler..sseesecrcsaavesssescerccans N
2. Chemical and Liological stateSceesseccosesecsansccnns N
3. Ecological balance..eeeeseesosessascascsassssssnssoes N
4, Other factors

lelzixic)=

No enviroumental impact.,

Little environmental impact. -
Moderate environmental impa.<.

High environmental impact.

Unknown enviromnental inpsct.

Ve

<%



C.

E.

3. Noise polluliofN.ceeeeeacerecsascseronscascsnsarossnne

oot

ANNEX D
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ANNEX B -
ATMOSPHERIC

1- Air additivcs.on-ao--u-‘oo.o-olon'00.0.-0.---0'000..

20‘ Air pollutionolo.nt'-u-occn.ovc.---:tocuooo.o-uo-v.o

4, ' Other factors

NATURAL RESOURCES *

N
N
N
N

1. Diversion, aitered use Of WALET.eeveesssvoscsansacss

2. Irreversible, inefficient commitmentSeseececscsoonces N

3. Other factors

CULTURAL

1. Altering physical symbolS..uiseessescoasscsosonscanss N

2. Dilution of cultural tradiCiONSieesceesessvsocesocee N

3. Other factors

SOCIO~-ECONOMIC

1. Changes in economic/employment patterNS..sesascesess

2- Changes in pOPUl&CiOn......--ooc-..---oa.---oo--oo.o N

3. Changes in cultural patterns..ececsscecscsacessacacs N

4, Other factors




G.

. _ ' } .
- : ' v
A , ANNEX D
Page 6 of 6
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ANNEX B .
HEALTH .
1. ‘Changing a natural envivonmunte.ssssessasossanossnsse N

2- ElimtnUCing an GQOIyBCCm clemﬂﬂtn.--.-.-.....-...:.. N

3. Other factors

GENERAL

1. International impACES.c.ceessssscsssssonnees 1-casee N

2. Controversial impactSieceveccovsevecesssecccsonnsses N
3- Larger program imPGCESO.--I'tln--ono.o.voon--c‘no-o- N

4, Other factors
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Page 1 of 1

CERTIFICATION PURSUANT TO
Section 611 (e) of the
FOREIGN ASSISTANCE ACT

As Amended

I, Philip R. Schwab, the principal officer of the Agency for International
Development in the Dominican Republic, do herewith certify that in my
jucoment, the Dominican Republic has both the financial capability and
human resouices to maintain and utilize effectively goods and services
procured under the capital assistance project entitled Small Industry
Development.

This judgment is based upon the record of implementation of AID~-financed
projects in the Dominican Republic and the results of the consultations

undertaken during intensive review of this new project.

Philip R. Schwab
Director, USAID Dominican Republic

Séptember 30, 1982
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Al : Sefior
Philip Schwab
Director de la Agencia Internacional
para el Desarrollo, AID

1

Como es de su conocimiento el Gobierno Constitucional que
preside el Ciudadano Presidente Dr. Salvador Jorge Blanco, tiene la firme
decisién de incrementar el desarrollo de la pequefia empresa a través de
nuevas fuentes y financiamiento y asistcncia técnica a dicho sector.

En tal sentido, y con el objeto de dinamizar estas acti-
vidades de la pequefia empresa, represcntantes, del Gobierno Dominicano el
Banco Central y la Agencia Interamericana para el Desarrollo (AID) disefia
ron de manera conjunta um proyecto por un monto de RD$7,850,000.00 (Siete
millones ochocientos cincuenta mil), 3 f£in de proporcionar recursos fi-
nancieros y asistencia técnica a pecqueiios empresarios. Dichos recursos se
rian canalizados a través del Banco Central y las intermediarias financie
ras autorizadas para tales fines.

Por tal motivo, deseo presentar a nombre del Gobierno
Dominicano una solicitud de prestamo por un valor de US$5.0 millones bajo
las condiciones concesionales que ofrece el AID para operaciones de este
tipo asi como una coopelacmn técnica no reembolsable por un monto de
US$850,000.00 la cual seria destinada a establecer mecanismos institucio
nales de asistencia t&cica a los pequcfios empresarios.

Deseo llevar a su conocimiento que el Gobierno Dominica-
no realizaria un aporte de RD$2.0 millones como contrapartida del referi-
do proyecto de forma tal de permitir la completa ejecucidén del mismo.

Con sentimiento de consideracién y est'ima,

. Ing. amox} Alburquerque
Secretario Técnico
RA '
MA/AR /

cs )

- o
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Legal Constraints to Small Business Perticipation

Law 299, the Industrial Protection and Incentives Law,
passed in 1968, was intended to promote import substitution through the
use of incentives and tax exemptions. However, the impact of this
protection was diminished considerably when Law 79 of 1970 permitted up
to 50% exoneration of profit taxes for importers providing that the
amount exonerated is invested in certain domestic activities. Also, the
process of qualification of benefits under these laws has proven to be
too complicated and costly for many small businesses.

Law 221, Incentives for Small Indvetries, passed in 1971,
was intended to stimulate small industries, workshops and artesany.
Those who qualified could benefit from a reduced tariff in the following
areas: a 5% tariff on import machinery, equipment, hardwviure; and a 10%
tariff on imported raw materials. The greatest drawback of this law was
that small industry was not defined. Those enforcing the law had no
means to determine which industries qualified and which did not. Also,
the small entrepreneur could not take advantage of import tax exemptions
for lack of capital with which to finance the imports.

Law 69, the Promotion of Non~traditional Exports, passed
in 1979, would grant additional tax exemptions and use of parallel market
foreign exchange by the exporters of non-traditional agro-industries.
Again, small industry lacked thne capital with which to avail themselves
of the benefits under this law,
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ANNEX G-1
Use of Governmental lncentives and Exonerations,
by enterprise size category *
Enterprise
Size

Category Law 299 Law 221 Law 69
Small 31.9 7.8 3.4
Medium 66.7 5.9 15.7
Large 74 .4 1.2 26.7

Source: INTEC surveys, 1982

*Definitions:
~ Small : Assetn between RD$10,000 and RD$250,000
~ Medium: Asacts between RD$250,000 and RD$1 million

- Large : Assets over RD$1 million
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AID Experience in Small Business Sector 1966-1970

Banco Popular - Fondo para Artesanlia y Pequefila Empresa

In 1966, AID established a fund of $100,000 for small
busiress. Loans varied between $500 and $3,000. The maximum loan amount
was $3,000 for a period of 36 months, and the maximum investment in the
company was $10,000. Loans were made to 53 small businesses generating
208 jobs at an average cost per job of $490.

Under the terms of sub-borrower lending the only
security required was a character reference of the beneficiaries, and for
this reason, the Banco Popular did not investigate the payment records of
the borrowers before making the loans. As a result many loans were not
repaid.

Banco de Reservas

In 1969, AID established a loan fund of $300,000 to provide
supervised credit, technical assistance and general management assistance
to small businesses, which did not have any other access to credit. The
maximum loan amount was $7,500, with a term of 72 months, and the maximum
capital investment in the business was $35,000. This time, both a
cosigner and a pledge were necessary. This program approved 76 loans and
created jobs for 263 persons, at a cost of $1,225 per job. In 1970, the
program was suspended by the bank because of a low wve~uperation rate.

Comité de Ciudadanos

This organization was formed in 1967 as an agency for
community development. 1In 1970, it organized groups in the barrios of
Santo Domingo, which tried to create small business production units and
provided small loans for machinery, equipment and capital. AID made
$35,000 available which was matched by $115,000 from the Office of
Community Development (ODC) and the Corporaciém de Fomento Industrial
(CFI).

The groups did not receive any technical assistance,
and the majority of cases had no business experience or expertise. The
program did not have adequate staff for follow-up. Eventually, the
Conité was dissolved,

Lessons Learned from this Experience

i)  The need to establish clear criteria regarding loan
amounts, and types of eligible business;

K
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ii) The need for & clear policy of loan recuperation. If
there is a sense that the loans do not have to be repaid,
they will not be repaid, and the beneficiaries will not

learn the use of credit;

ii3) The neced to establish a guarantee. Rather than a
specific mortgage, it could be backed by "group pressure"
such as a Cooperative oxr s Solidario.

iv) The program should be limited to entrepremeurs with
experience in their field;

v) Credit without technical assistance can be
counterproductive,

vi) The loan/job creation ratio diminishes with the size of
enterprise.

Development of Employment Policies

More recently, USAID has approached the small business
sector from the perspective of the employment problem. In June 1978,
USAID authorized the Employment Polisy Project. The project was designed
to provide technical assistance to the Dominican Republic's Office of
Planning and Office of Statistics (ONAPLAN/ONE) to develop its capacity
to collect and analyze data and tu formulate policies. Although the
project started as a survey and statistics-gathering program, in its last
phase, (1980-1981) it was given more of an sction orientation by the GODR
to develop policies and strstegies to combat unemployment and to relate
labor supply to demand. The project has completed household sample
surveys looking at employment questions in Santo Domingo and Santiago,
secondary cities and rural arecs. Final analysis in now being
completed. The project has helped to gein acceptance at the highest
level of government of the need for developing and implementing an
employment policy in the Dominican Republic. The GODR Employment Policy
Guidelines, is a direct outcome of this project.

rag
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Technical Acsistance Statement of Work

The general objective of the contractor services to be provided is to
assist the Fondo de Inversiones para el Desarrollo Econémico (FIDE)
within the Central Bank in developing two coordinated institutional
subsystems to service the business development needs of small
entrpreneurs, including a credit channel and a self sustaining technical
assistance network. To achieve this objective, the contractor will
provide assistance to project Technical Assistance Centers (TAC's),
Participating Financial Institutions (PFI's) and FIDE in the area of
small business promotion and development

A, Scopz of Work

The contractor will be responsible icr providing technical
assistance to: TAC's and PFI's participating in the project to upgrade
technical and managerial functions; and to FIDE to develop and manage the
overall technical assistance and sublending project subsystems. The
contractor will work with FIDE, the PFI's and the TAC's and will develop
criteria and procedures for the development and approval of individual
small business development plans. (The development plans will include
provision for needed credit and technical assistance).

The technical assistance team will utilize a multidisciplinary
approach in providing the services required to TAC's and PFI's through
FIDE, i.e. each advisor will coordinate his/her responsibilities as
necessary to assure the success of the project effort. Assistance will
include provision for both on and off shore training programs for TAC,
PFI and FIDE officers., Specifically, the technical advisory team will be
responsible for providing the following assistance to FIDE:

1. Prior to January 1983, assist FIDE in developing the
detailed opevating procedures for the project technical assistance
operation. These should include procedures for the approval and control
of the technical sssistance and other inputs provided to the TAC's, PFl's
and procedures to asgure that the technical assistance received by the
small businesses is adequate. Also included should be detailed
procedures and criteria for the approval of small business development
plans.

2. During first year, carry out an assessment of the
skill needs of FIDE, participating financial institutions (PFI's) and
perticipating TAC's. Based on this asscssment, develop and implement a
training program for FIDE, the PFl's and TAC personnel. (The training
program could include both in-country and off-shore training activities).

3. During first year of project:
(a) Review FIDE's sublending and technical assistance

policies, procedures, and eligibility criteria
and make recommendations.
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(b) Assist FIDE in development of manuals' setting
forth the detailed sublending and technical
assistance policies, procedures and eligibility
criteria to be followed under the Small Industry

program,

4, Design, coordinate and manage in-service training
seminars for specialized staff of PFI's and TAC's in the following
areas: accounting, distribution, marketing, plant maintenance,
production control, financial management, public relations, and
recruiting and training of advisors. (These courses may include
participation of INFQTEP, IESC, INDOTEC, UCMM, etc. and on an off shore

short term TA specialist).

5. Assist TAC's in developing effective operating
procedures, in developing more cost effective methodologies, and in
developing systems for accessing local small business entrepreneural

talents.

6. Assess institutional capabilities of TAC's proposed to
participate during second year of project and make recommendations.

7. Review detailed operating procedures of all

participating TAC's and make recommendations.

8. Design an evaluation system:

to test effectiveness of

sublending and technical assistance subsystems; to assess TAC progress
towards achievement of financial self sufficiency; and to test
periodically the progress of project in meeting targeted outputs, and

achieving desired project purpose and goal.

B. Budget
- $Small lnduattry Specialiat 12 pm
- Short-term TA 3 pm

- In country-courses
(2 courses per year for 3 years)

Total
Total TA Budget
- Total from above
- 3 Training visits (e.g. México,
Colombia)
- TA from other in-country sources
(e.g. INFOTEP)
Total

$100,000

30,000

60,000

$190,000

$159,000
30,000
100,000

$320,000
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FIDE/AID Revolving Fund Projection

The FIDE/AID revolving loan fund mechanism is based upon certain

assumptions which can be desgcribed in the following way:

All sub—-loans are estimated to have an average duration of three
years (1-3 years for working capital; 3-5 years for production

and investment credit.)

The FIDE/AID Small Industry Credit Fund of RD$7 million will be
fully disbursed during the first three years of the project
($1.168 million year one; $2.56 million year two; and $3.272

million year three.)

FIDE's estimated income from interest on loan fund. is based
upon an average return of 7% (8% for loans in Santo Domingo and
6% on loans outside the capital.) See sublending spread

analysis.

The sub-borrower will make an annual payment to FIDE of 2% on
the outstanding loan balance for the purpose of ensuring the PFI
against 754 of the value of the loan in case of default, thus
bringing the total inflow to FIDE to 9%X. See Guarantee Loan

Fund Analysis, Annex H=2,

[ |
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The following FIDE/AID revolving loan fund projection shows that
interest income accruing to FIDE from PFI small industry loans is
eufficient to cover FIDE's costs and guarantee fund contributions, and at
the same time generate substantial cash surpluses used to strengthen the
loan capital of the revolving fund. The schedule indicates that by
project completion at year end 1987, FIDE will have added to the
revolving fund more than RD$450,000, thereby allowing the TACs to develop
more small industry loans and achieve greater financial independence as

they approach a self-sustaining level.
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FIDE/AID REVOLVING LOAN FUND ANALYSIS
1982-83 1984 1985 1986 1987 1988 1989 19493 1991 1992 1993 196.

ioan Fund
Disburserments Beginning of the Year
{($7 million Fund) 1,168,000 2,560,000 3,272,000
Average Yearlv*
Fund Balance 1,007,844 3,201,444 5,934,378 6,864,711 7,000,000 7,000,000 7,000,000 7,000,006 7,000,000 7,000,000 7,000,000 7,000,0
Accumulated
Surplus fer
Relending - 19,956 83,741 202,899 342,838 488,226 861,588 1,253,567 1,665,090 2,097,132 2,550,707 3,000, %0
Total Capital - -
Flow 1,007,844 3,221,400 6,018,119 7,067,610 7,342,838 7,488,226 7,861,588 8,253,567 8,665,090 9,097.132 9,550,707 10,026,5.-
FIDE 9% Interest 90,706 289,926 541,631 636,085 660,855 673,940 707,543 742,821 779,858 816,742 859,564 902,42:
Guarantee Fund . \
Aliocation N\

33 FIDE ~

Allocation 30,29¢ 94,835 180,905 212,452 220,726 -

22 Sub-

Borrower 20,227 64,653 120,784 141,847 143,371 150,289 157,782 165,649 173,908 182,579 191,683 201,240
FIDE Costs

2% Admin. Exp. 20,227 64,653 120,784 141,847 147,371 150,289 157,782 165,649 173,908 182,579 191,683 201,247
Fund Surplus 19,956 63,785 119,158 139,939 145,388 373,362 391,979 411,523 432,042 453,584 476,198 499,942
Accumulated
Surplus 19,956 83,741 202,899 342,838 488,226 861,588 1,253,567 1,665,090 2,097,132 2,550,716 3,026,914 3,526,85¢

® This line item is calculated based upon an average yearly fund balance which assumes an average monthly payment over three years with approximatelv

1/3 of the loan recuperated after one year.

approval by the PFI's and FIDE throughout the life of the project.

This figures also include a short lag time required for the TAC's to prepare loan projects for
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Analysis of FIDE Guarantee Fund Mechanism

Upon initiation of the Small Industry Project, FIDE will have a
balance of approximately RD$9.5 million in its Guarantee Reserve Fund for
the purpose of ensuring PFI small industry loans against default of up to
75% of the loan value. Over the life of the project, FIDE will make a 3%
contribution on all project loans, thereby increasing the Guarantee Fund
liquidity by some RD$740,000. In addition to the FIDE contributiom, the
sub-borrower will pay 2% on the declining balance of small industry loans
in order to strengthen the capital of the guarantee fund and broaden its
usage. The 2% Guarantee Fund fee paid for by the sub-borrower will over
the life of the project generate an additional RD$495,000, thus bringing
the total Guarantee Fund up to RD§10.7 million by the end of 1987.

Under the assumption that all project loans made by PFIs will make
full use of the Guarantee Fund, an estimated RD$5.55 million (75% of
RD$7.4 million loan funds) will be maintained as a safeguard in the
unlikely event that substantial loan defaults will require utilization of
the funds held in reserve. Thus, FIDE will have a Guarantee Fund surplus
of RD$5.18 million that will most likely be used to guarantee loans for
projects, other than small industries, or be invested in short-term,
highly liquid assets.

Guarantee Fund Analysis (As of July 31, 1982)

Guarantee Fund Total $12,421,987
Less: Total Loans Guaranteed (2,758,439)

Funds Utilized (152,117)
Fund Balance RD$9,511,431
Fund Balance 9,500,000

FIDE Contribution 3%
(over 5 yr. life of project) 741,214

Sub~borrower Contributiouns 2%
(over 5 yr. life of project) 494,882

Estimated Value of Fund after 5 yrs. $10,736,096

Estimated Fund Balance if fully
employed under Small Industry Project
($7.4 million x 75% = 5.25 million) 5,550,000

Projected Guarantee Fund Surplus $5,186,096
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TAC Cash Flow Projections

1. Dominican Development Foundation (DDF): In view of the institutional
capacity of the DDF to develop and assist small entrepreneurs for their
participation in the project, it is estimated that the Foundation will be
able to generute sufficient income from fees and commissions to reduce
its cash shortfall to 5,611 by year 4. Although a slightly increased
deficit is projected for years 5 and 6, it is most likely that if
successful the DDF would consider increasing the initial technical
assistance fee which, based upon the projected number of new loans, would
allow the DDF to cover all of its costs by the end of the project. 1In
addition, the DDF has proven itself to be an effective promoter of small
industry and consequently would be able to tap other resources in order
to overcome short-term cash flow restrictions.




# OF LOANS MADE DURING YEAR
AVERAGE SIZE OF LOAN

$ VALUE OF PORTFOLIO - BEG. OF YEAR
$ VALUE - NEW LOANS
$ VALUE - RECUPERATIONS

$ VALUE OF PORTFOLIO - END OF YEAR

AVERAGE O/S LOAN BALANCE PER YEAR

TA CHARGE - 2% (BASED ON 75% OF 0/S
LOAN BALANCE)
OTHER INCOME - COURSES

TOTAL CPERATING INCOME

SALARIES ~ DIRBCTOk
- CHIEF OF DIVISION
- PROMOTER (4)
-~ SECRETARY
X'MAS BONUS
~ OTHER BENEFITS (15% SAL)
VEHICLE OPER & MIN
QFFICE SUPPLIES & MATERIALS

TOTAL OPERATING EXPENSES
OPERATING PROFIT/LOSS (-)

* 1008 OF OPERATING DEFICIT

* MOTORCYCLES & OFFICE EQUIPMENT

* TOTAL USAID FUNDING REQUIREMENT

?)Q ANNEX H-3
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TAC DDF
PROJECTED CASH FLOW
- YEARS -

1 2 3 4 5 6
1190 110 110 160 160 160
3000 5000 7500 7500 7500 8000
0 229680 502920 774400 1135500 1272000
330000 550000 825000 1200000 1200000 1280000
-100320 -276760 ~553520 ~-838900 -1063500 -1224320
229680 502920 774400 1135500 1272000 1327680
279840 641300 1051160 1554950 1803750 1939840
9900 16500 24750 36000 36000 38400
4198 9620 15767 23324 27056 29098
2400 2640 2904 3194 3514 3865
16498 28760 43421 62519 66570 71363
12000 12960 13997 15117 16326 17632
8400 9072 9979 10977 12075 13282
16800 18144 19596 21163 22856 24685
3660 3953 4348 4783 5261 5787
3405 3677 4045 4450 4895 5384
6128 6618 7148 7720 8337 9004
1200 1296 1426 1568 1725 1897
1800 1944 2138 2352 2587 2846
53393 57664 62676 68129 74062 80518
-36895 -28905 -19255 -5611 -7492 ~-9155
36895 28905 19255 5611 7492 9155
7000 0 0 0 0 0
43895 28905 19255 5611 7492 9155

Inflation factor of 8% used on Operating Expenses
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2. PROAPE: On the basis of generating approximately 100 new small
industry loans in year 3 of the project and with a slightly higher
average loan size PROAPE is able to show a cash surplus at the end of
year 3. With expanded loan portfolio in years 4 through 6 PROAPE will
have a positive cash flow position throughout the remainder of the
project. Even in the case of PROAPE adding another promoter to fortify
its small industry development program, the TAC will still be capable of
covering its costs in years 4 and 5.




# OF LOANS MADE DURING YEAR
AVERAGE SIZE QF LOAN

$ VALUE OF PORTFOLIO - BEG. OF YEAR
$ VALUE - NEW LOANS
$ VALUE - RECUPERATIONS

$ VALUE OF PORTFOLIO - END OF YEAR

AVERAGE O/S LOAN BALANCE PER YEAR

LOAN PACKAGING FEE ~ 3% ALL LOANS

TA CHARGE - 2% (BASED ON 75% OF O/S
LOAN BALANCE)

OTHER INCOME - OOURSES

TOTAL OPERATING INCOME

SALARIES - DIRECTOR
CHIEF OF DIVISION
PROMOTER
SECRETARY
X'MAS BONUS
—~ OTHER BENEFITS (15% SAL)
VEHICLE COPER & MIN
OFFICE SUPPLIES & MATERIALS

TOTAL OPERATING EXPENSES
OPERATING PROFIT/LOSS (-)

* 100% OF OPERATING DEFICIT

* MOTORCYCLES & OFFICE BQUIPMENT
* TOTAL USAID FUNDING REQUIREMENT

%
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TAC PROAPE
PROJECTED CASH FLOW
~ YEARS -
1 2 3 4 5 6
40 70 100 106 126 125
8000 9000 9000 9000 9500 9500
0 222720 554960 855720 991584 1180368
320000 630000 900000 954000 1197000 1187500
~97280 -297760 -599240 -818136 -1008216 —1105660
222720 554960 855720 991584 1180368 1262208
271360 703840 1155340 1400652 1684476 1815038
9600 18900 27000 28620 35910 35625
4070 10558 17330 21010 25267 27226
2400 2640 2904 3194 3514 3865
16070 32098 47234 52824 469l 66716
12000 12960 13997 15117 16326 17632
8400 9072 9979 10977 12075 13282
4200 4536 4899 5291 5714 6171
3660 3953 4348 4783 5261 5787
2705 2921 1214 3535 3888 4277
4239 4578 4944 5340 5767 6228
1200 1296 1426 1568 1725 1897
1800 1944 2138 2352 2587 2846
38204 41260 44945 48963 53344 58122
-22134  -9163 2289 3862 11347 8594
22134 9163 0 0 0 0
5000 0 0 0 0 0
27134 9163 0 0 0 0

Inflation factor of 8% used on Operating Expenses
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3. CEPESA: With CEPESA taking a more conservative approach to
small industry lending in year one, it 18 estimated that approximately 30
loans generating RD$32,700 in revenues will cover approximately 2/3's of
CEPESA's operating expenses in year one. However, CEPESA's intent of
developing larger size loans of from $25-35,000 in years 4 and 5 will
allow the institution the financial flexibility needed to cover its costs
and establish a profit generating trend. 7Ta this respect CEPESA is
operating at an advantage compared tc the orter TACs by focussing its
program assistance on larger size, less costly, small industry loans.



# OF LOANS MADE DURING YEAR
AVERAGE SIZE OF LOAN

$ VALUE OF PORTFOLIO - BEG. OF YEAR
$ VALUE - NEW LOANS

$ VALUE - RECUPERATIONS

$ VALUE OF PORTFOLIO - END OF YEAR

AVEPAGE O/S LOAN BALANCE PER YEAR

TA CHARGE - 2% (BASED ON 75% COF 0/S
LOAN BALANCE)
OTHER INCOME - COURSES

- INTEREST ON ENDOWMENT

TOTAL OPERATING INCOME

EXPENSES
SALARIES -~ DIRECTOR
- CHIEF OF DIVISION
~ PROMOTERS (3)
- SECRETARY
- X'MAS BONUS

- OTHER BENEFITS (15% SAL)
VEHICLE OPER & MIN
OFFICE SUPPLIES & MATERIALS
TOTAL OPERATING EXPENSES
OPERATING PROFIT/LOSS (-)
* 100% OF OPERATING DEFICIT
* MOTORCYCLES & OFFICE BQUIPMENT

* TOTAL USAID FUNDING REQUIREMENT
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TAC CEPESA
PROJECTED CASH FLOW
- YEARS -

1 2 3 4 5 6
30 40 40 S0 S0 S0
12000 15000 20000 25000 35000 40000
0 250560 548640 775200 1161200 1673000
360000 600000 800000 1250000 1750000 2000000
~109440 -301920 -573440 -864000 -1238200 -1644000
250560 548640 775200 1161200 1673000 2029000
305280 699600 1061920 1593200 2292100 2851000
10800 18000 2400C 37500 52500 60000
4579 10494 15929 23898 34382 42765
2400 2640 2904 3194 3514 3865
15000 15000 15000 15000 15000 15000
32779 46134 57833 79592 105395 121630
12000 12960 13997 15117 16326 17632
8400 9072 9979 10977 12075 13282
12600 13608 14697 15872 17142 18514
3660 3953 4348 4783 5261 5787
3055 3299 3629 3992 4392 4831
5499 5939 6414 6927 7481 8080
1800 1944 2138 2352 2587 2846
2400 2592 2851 3136 3450 3795
49414 53367 58054 63157 68714 74767
-16635 ~7233 =221 16435 36681 46863
16635 7233 221 0 0 0
7000 0 0 0 0 0
23635 7233 221 0 0 0

Inflation factor of 8% used on Operating Expenses
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SOCIAL SOUNDNESS CASE STUDIES
CASE STUDY No. 1

DOMINICAN SHOE DIE CO.

Owner: Rafael Sédnchez
Manufacturer of cutting dies for the shoe industry.
No. of employees: 6

This business has been going since 1969 but has never developed because
of the lack of funds, and its inability to broaden the range of products.

Due to the lack of working capital, Mr. Sdnchez cannot buy the proper
material for the dies, which ias a steel rule imported from the USA.
Instead, he buys used car leaf springs. These are formed to shape in a
homemade forge, and the cutting edge ground by hand on a grinding wheel.
As a result, his manufacturing costs are excessive and his productivity
per man-hour too low.

Mr. S&nchez claims he could increase his sales and also supply cutting
dies to Puerto Rico if he had proper steel rule and better machinery.

Report of visit of September 8, 1381:

The questionnaire was completed and reviewed. As no financial records
had been maintained, the basic accounting system was explained and set up.

Basic Problems: Present manufacturing methods are very antiquated.
Manufacturing costs are too high and quality of the finished product is
not satisfactory. His range of products is too limited.

Requirements:

1. A marketing study to determine where products can be sold, both in
the national market and in Puerto Rico,.

2. Investigate possibilities of other products tn increase sales.
3. Source a US supplier for steel rule.

4. Determine machinery required, and if available in local market.
5. Determine manufacturing costs with present process.

6. Feasibility study to justify purchasing steel rule and additional
machinery.

A basic accounting system was installed commencing in September and
maintained month by month. The figures showed monthly sales were less
than $3,000 and the net profit was so low that there was no way a loan
could be repaid.

Regrettably, the conclusion was reached that a great deal of assistance
would have to be given to this business in relation to the future
possibilities for its growth.
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COMMENTS ON CASE No. 1: THE DOMINICAN SHOE DIE Co.

This is an example of a case where the market need was seen and a
product was produced to meet that market need. Lack of capital prevented
Mr. Sinchez from purchasing the appropriate raw materials, so ar. inferior
local resource (car springs) was substituted. This innovation nerved to
get the operation off the ground, but with a relatively inferior product,
the market, as well as the growth potential, was limited. This was a
clear case of lack of sufficient capital for equipment and for inputs.

In spite of the fact that the client was responsive to the request to
install an accounting system, the financiera still could not provide a
loan, simply because profits were too low., This case shows that the
prudent finance companies (no matter what altruistic motives they might
kave), will be forced to make some hard choice under this project.
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CASE STUDY NO. 2

DUARTE SANDAL COMPANY

Owner: Orlando Martinez

Lic. Orlando Martinez is an accountant who works principally in retail
stores. It is probably this background which gave him the idea to start
making sandals. He is not giving all his time to his business, but
rather obtains oxrders, arranges for the purchase of raw materials, and
handles collections.

He started out sometime in 198l with 5-6 employees in a small rented
building in Villa Duarte, selling approximately $3,000 per month. He
qualified for a loan under the DDF's micro industry program, and this
enabled him to increase his business, rent a second building, and hire 4
more employees.

His business is now at the point where he should move to a larger
building and spend about $1,500 on additional machinery.

He believes he has enough contacts that he could increase monthly sales
to $6,000 but he recognizes that as the shoe market is seasonal, he will
have to hire a salesman to mainiain this level as well as obtain orders
in the secondary cities,

He has a basic accounting system in operation as well as having control
of his manufacturing costs.

His financial needs are as follows:

1. 1Increased working capital. Normally, clients pay in 30 days but some
of the competition give up to 90 days credit. He does not have the
resources to permit this. By offering a lower price he is often able
to obtain business with payment 30-45 days.

2. Additional machinery. Estimated costs $1,500.

3. Llarger manufacturing facilities. He is presently paying $80 per
month for the first building and will probably have to pay $125-~175
per month with enough space to allow him to expand.

He has established that he is capable of increasing his business and the
first loan from DDF has assisted him. He will, however, have to make a
decision when he is prepared to devote 100Z of his time to this business.
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COMMENTS ON CASE No. 2: DUARTE SANDAL Co.

The Duarte Sandal Co. is an example of & micro industry which under
the DDF project grew to be a "small” industry. In a visit to this
factory, even tne uninformed visitor can rapidly see the need for
expansion capital.

In an unwindowed room approximately &4 yard by 8 yards, 10 to 12
people were working just as hard as they could, Most of them did not
even look up to see the visitor. The visitor must remain outside looking
in - not because he is unwelcomed (quite the contrary), but because there
was no place large enough or safe enough to stand. The need to expand
was apparent, but since the property was rented, there was no incentive
to expand the existing facility.

This firm hed an interesting (and unusual) division of management
responsibilities., The shop manager was also the accountant (with some
college training) while the owner was absent ~ presumaly out promoting or
delivering sales.

The lack of working capital is indicative of the unpalatable choices
that a small businessman must make - sell at an even lower profit, or
extend credit for longer periods — either choice would restrict cash
flow. The need for equipment capital as well as for expanded facilities,
would still have to be sought in the informal sector (or in this case,

possibly DDF).

This is one of the very few cases where all three types of capital
(working, equipment, and expansion) could easily be injected, little or
no TA would be needed.
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CASE STUDY NO. 3
HERNANDEZ BAKERY

Owner: Salvador Hernéndez
Ne. of Employees: 10

Mr. Herndndez is an entreprensur who has had many years of running his
own small business. This is the second bakery he has operated although
he is not a baker and knows very little about the bakery business.

We have been working with him constantly since the first contact was made
on September 3 and the results have been encouraging.

Following completion of the questionnaire two tasks wera accomplished:
1. Setting up a basic accounting system.

2. Determining manufacturing costs. Up to this time he had no idea of
what his costs were.

Sales and profits are as follows:

Sales Profits
September (9/12 -~ 9-30) $5,625 $592
October 7,949 1,023
November 7,966 1,744
December 10,099 663
January 9,499 1,327
February 7,800 798
March 8,749 750
April 7,844 979

From our conversations it was apparent that there were two weaknesses in
cthe way the business was being run:

1. Having no knowledge of his manufacturing costs he was not centrolling
the ingredients used in the bakery, nor the amount of waste. It was
suggested he should spend more time in the bakery learning about want
went on, as his single biggest expenditure was in raw materials.

2. He was not controlling the cash register. A change was made so that
only he or his wife would handle the money.

Hiz bakery being located at the edge of barrio Cristo Rey was adversely
afiected by the present economic conditions. For example, sales for
September, October and November averaged $8,146 as opposed to a second
quatrter average of $10,664,
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His original plan had been to spend $8,0C) to remodel the store and add a
second story to acquire more equipment at about $5,000. He was
encouraged to defer these expenditures until the economy improved, and in
the meantime reduce expenditures to the minimum and retain tighter
control of the operation.

To assist him L e use of the cash book was introduced (refer to the case
study Fanaderfa ‘uirka) and this has been successfully used for the
months of February, March and April.

For example:

1/3/82 Bank deposits $4,194.79
Cash on hand 983.72

Employees' loans 188.35

5,366.86

Net Profit March 1982 750.20

1/4/82 Cash on hand 6,117.06
Bank deposits 5,713.79

Cash on hand 376.27

Employees' loans 27.00

6,117.06

Net profit April 1982 979.07

1/5/82 Cash on hand 7,096.13
180 day short term deposit 6,000.00

Cash on hand 280.00

Bank deposits 613,59

Employees' loans 192,09

7,096,.13

As can be seen, Mr. Hern4ndez has now invested $6,000 of this surplus in
short term deposits, and monthly will be adding more. This set aside,
capital will be available when he requires it in the future.
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COMMENTS ON CASE No. 3: HERNANDEZ BAKERY

This is a case where simply more efficient use of resources, and more
realistic planning were needed. His plans for expansion far exceeded the
current economic reality, and such expansion at the present time could
have resulted in the demise of the business.

Mr. Hernfindez, as was found in almost all cases studies, had no idea
what the costs of operating his business really were. Establishment of
an accounting system was a move in the right direction, but in this case
not enough. The "Cusa book" approach was then established where all
money was counted and recorded at the beginning and the end of each day.

Since it was found that more efficient use of current resources
should result in accumulation of adequate capital, ‘nhis was a case where
T.A. and not capital was needed.



