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EXECUTIVE SUMMARY

As its loan portfolio has grown and matured, PRE has become
increasingly aware of the need and value of having up-to-date and
relevart information on the performance of its portfolio to use
for its own manageria® purposes and to share with others inside
and outside AID who are actively interested in the performance of
this experimental program. To meet this need, PRE contracted
with Management Systems International (MSI) to develop a
practical methodology for developing such evaluative information,
MST undertook this task between April and September of 1956,

The study team collected and reviewed data £frcm three
principal sources:

o Interviews with AID personnel inside and outside of PRE
to dectermine the most appropriate goals for, and
constraints on, a Revolving Fund evaluation system.

() Policyv and program documentatior on the obiectives,
procedures, . portfolio ard individual projects
implemented by PRE/I. This documentation included
enabling legislation, Congressional Presentaticns,
procecures manuals, annual reports, regular monitoring
reports, project i les and special evaluations,

° Information on the monitcring and evaluatior objectives
and prccedures of other ''comparatle" organizations --
IFC, the World Bank's DFC program, OPIC and S34's

direct loan and SBIC Programs -- and other parts of
AID.

The study begins with a clarification of the mandate of the
Revolving Fund and the information needs of those individuals and
organizations 1likely to be "users" of evaluative informatior
concerning the Revolving Fund.

In this context, it reviews 15 major objectives of the Fund,
the indicators which could be used to assess progress against
these objectives and the operational implications associated with
each of these potential indicators. It concludes that, given the
experimental nature of Revolving Fund activities and the mandate
of the program to serve a catalytic function, evaluation efforts
should focus on straightforward procedures for assessing progran
performance and documenting "lessons learned" for use by other
parts of AID and other development institutions.



In reviewing the evaluation systems used by other
"comparable" programs outside of AID, it was observed that none
of these systems evidenced the level of concern for development
impact or the complexity of objectives and "constituencies"
implicit in the Revolving Fund's mandate. Several of these
systems did, however, include methodological features of
considerable apparent utility for assessing the efforts
undertaken through the Revolving Fund, and these features are
described in some detail in this report and the annexes to it,

The study concludes with cen specific recommendations for
maximizing the return on the evaluation dollars invested in
assessing Revolving Fund activities. These recommendations
include an overall rationale, structure and forma: Ffor the
evaluation system; proposed pericrmance indicators; araft
guidelines for conducting "augmented audits" to obtain annual
impact data on the overall portfolio; suggested procedures and
data collection instrumencs for concducting field investigations
of promising "models"; and guidelines for the preparation of an
Annual Report on the Revolving Fund.
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CHAPTER ONE

BACKGROUND AND TERMS OF REFERENCE

In 1981, AID initiated a program to encourage the increased
use of private enterprise to stimulate econor.c growth and meet
basic human needs in the developing world. A separate Bureau for
Private Enterprise (PRE) was established within AID and was
charged with designing and implementing innovative private

enterprise projects which would not only provide their cwn direct
" benefits but would also serve as prototypes for projects to be
initiated by the rest of the Agency.

In 1983, a PRE Private Sector Revolving Fund was authorized
by  Coagress. The enabling legislation specified certain
guidelines for Revolving Fund Loan activities, namely that thev:

™ have a demonstration effect (i.e., can be replicated
by AiD field missions, financial institutions and
others):
- o are innovative;
) are financially viable;
. maximize development impact, particularly in

employment and the use of appropriate technology; and

] are directed primarily to providing support and
services not otherwise available tc small business
enterprises and cooperatives.

The Act also placed certain restrictions on the size of
individual loans and the need for local matching funds, enjoined
the Agency from concentrating more than 20% of funds in any
country or subsidizing interest rates, and encouraged the use of
intermediary financial institutions.

Since 1984, all new PRE loans have been made through the
Revolving Loan Fund. By the end of Fiscal Year 1985, the Private
Enterprise Bureau had an outstanding loan portfolio of $30.5
million, representing 17 projects made under the Revolving Fund.
Projects (i.e., loans) had an average duration of 5.5 years, and
typically presumed that PRE's association with the recipient
institution would terminate at the end of that period.

PRE's entire investment portfolio (including the Revolving
Loan Fund) is administered by the Investment Office within PRE
(PRE/I), which is also responsible for a small grant fund
designed to. assist project start up and facilitate the



development and management of the portfolio.

Revolving ~ Fund Loan Agreements normally require relatively
elaborate r--~o ‘ting on the part of the recipient institution (see
Annex 1 for cypical example). To date, compliance with these
requirements has been uneven and relatively limited. A
substantial amount of baseline and forecast information on each
project are collected on initial applications (see Annex 2 ), and
periodic financial information is received on the institutions
serving as direct recipients of Revolving Fund loans. Post-
application data on non-financial development indicators (e.g.,
employment effects and use of appropriate technologies) are
extremely limited as is any detailed information on che nature or
performance of "sub-projects" funded by Revolving Fund assisted
Intermediate Financial Institutions (IFIs).

The monitoring and evaluation reports prepared and issied by
PRE/I include the following:

° an annual report summarizing the status and
characteristics of the portfolio (see Annex 3)

° regular monthly reports summarizing the current status
of each of the projects in che portfolio (see Annex 4)

® reports on evaluaticns of specific projects (two such
studies have been undertaken to date: Siam 3ank ard
Kenya Commercial Bank). Evaluation methodologies of
each were tailored to the circumstances and objectives
of the individual project being evaluated.

PRE/I is staifed by an Office Director, three Investment
Oificers, one individual rassponsible for portifolio monitoring and
a limited support staff. The primary responsibility of these
individuals continues to be the development of new projects.
Less than 20 % of the time of the Office Director or Investment
Officers is available for monitoring and evaluating the
outstanding portfolio.

As its loan portfolio has grown and matured, PRE has become
increasingly aware of the need and value of having up-to-date and
relevant information on its performance to use for its own
managerial purposes and to share with others inside and outside
AID who are actively interested in the performance of this
experimental program. To meet this need, PRE contracted with
Management Systems International (MSI) to develop a practical
methodology for PRE's use in developing such evaluative
information. The terms of reference for MSI's involvement
included the following:
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I. Objective

Development of an evaluation system for assessing the impact and
effectiveness of the PRE/I program and its projects.

IXI. Products

(1). A preliminary report outlining major findings, conclusions
and recommendations and designed to elicit comment from PRE
personnel and other interested parties.

(2). A half day workshop for PRE to discuss the draft report and
suggest mcdifications to it.

(3). A final report to PRE describing the proposed evaluation
system, including suggested procedures for collection, analysis
and presentation of information in ways likely to be useful for,
and appreciated by, AID and its clients.

(4). A management briefing for personnel from PRE, and other
individuals selected by PRE, to preseat the system and discuss
its implementation and implications.

III. Major Tasks

(1). Preliminary discussions with staff of PRE to clarify
objectives, constraints and parameters cf new system.

(2). Review of PRE office files, investment plans, manuals,
guidelines and other written information shedding light on the
objectives of the PRE/I Prcgram and of individual projects, the
structure of the por:ifolio, and other factors relating to
evaluation cf the PRE/I Program..

(3). Discussion with officials in the Re<:ienal Bureaus, PPC, and
AID Senior Management to determine the =valuaticn issues of
interest to them vis-a-vis the investment zrogram,

(4). Examination of the avaluation systems used by IFC, SBA,
OFIC, commercial banks, etc, to monitor and assess the
performance of their organizations, their portfolios and their
individual projects.

(5). Preparation of preliminary findings, conclusions and
recommendations, and formulation of a draft evaluation system.

(6). Conduct of a half-dav workshop to discuss and solicit input
on preliminary report.

(7). Pilot testing of ability, interest and willingness of PRE/I
clients and USAIDs to provide information of the sort suggested
by the draft system; and solicitation of possible items to be
added to, or deleted from the draft system. This information
would be gathered in the field in conjunction with trips made for
other purposes by personnel from PRE/I cr from MSI.

(8). Preparation and circulation of draft final report cutlining
rationale, formats and procedures for proposed system.

(9). Revision of draft report and preparation of final. report.

(10). Conduct of management briefing for staff of PRE and other
individuals selected by PRE.




The MSI team collected and reviewed data from three
principal sources:

. Interviews with AID personnel inside and outside of PRE
to determine the most appropriate goals for, and
constraints on, a Revolving Fund evaluation system.

° Policy and program documentation on the objectives,
procedures, portfolio and individual proiects
implemented by PRE/I. This documentation included
enabling legislation, Congressional Presentations,
procedures manuals, annual reports, regular monitoring
reports, project files and special evaluations.,

° Information on the monitoring and evaluation objectives
and prccedures of otker "comparable" orgasnizations --
IFC, the World Bank's DFC program, CPIC and Sey's

direct loan and SBIC Programs -- and cther parts of
AID,

A detailed sessicn was then held with officials from PRE to
discuss the results of these initial enquiries and to consider
various design options for the evaluation system to be developed
(see Annex 5 for the meeting's agenda).

This Tinal Report summarizes the findings and conclusions
discussed at that meeting, and presents the structure of a
provosed evaluation system based on those firdings anc
conclusions.



CHAPTER TWO

PRINCIPAL FINDINGS
A. OBJECTIVES

The principal objective of PRE is fostering change within
AID and within developing country institutions by demonstrating
that AID supported projects to finance the private sector are
feasible, developmentally sound and potentially significant in
their impact. Implicit in this objective is the belief that
evidence of success, and the availability of tested '"models,!
would have important effects on the willingness and ability of
relatively conservative financial and development organizations
to undertake such projects.

Given the nature of AID's developmen: objectives and
Congressional mandate, a number of criteria and constraints have
been placed on the "kind" of development which is to be sought
through U.S. Government-supported activity. Either explicitly or
by implications, at least 15 such criteria and constraints have
been applied to the Revolviang Fund loan program. This can be
seen in Table I below, summarized for presentational purposes in
terms of the Agency's "4 Pillars."

The Revolving Fund loan program is, by its nature,
innovative and, for many purposes, the entire Office maybe
regarded as a "project." It is therefore not surprising that the
evaluation system developed for the Office is subject to 2n
inordinate number of pressures and demands. As Takle II
below indicates, there are a wide range of potential audiences to
be served by this evaluation system, each with somewhat different
information needs and operational concerns.

The relatively limited human and financial resources
available for evaluation within PRE, the length and complexity of
the potential evaluation criteria and uses, as indicated in
Tables I and II, impose the necessity for considerable creativity
and selectivity in design of an evaluation system for the Office.

Traditionally, evaluation has been principally concerned
with issues of accountability and knowledge generation, and oniy
secondarily concerned with influencing pending decisions on
operational iscues. There is a growing consensus within the
evaluation community that these priorities should be reversed,
and that first attention should go to providing decisionmakers
with the information they need in a form (and at a time) that
maximizes its immediate utility and use. AID's revised Handbook
3 (in draft) heartily endorses and encourages a comparable shift
in the use of evaluation within AID.

The shift in emphasis within evaluation from accountability
towards operational utility suggests that the major issues in
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TABLE I

REVOLVING FUND DEVELOPMENT OBJECTIVES

ISSUE

INSTITUTIONAL DEVELOPMENT

Demonstration Effects in IFI

Demonstration Effects in other
Host Country Institutions

Institutional Strengthening of
IFI

PRIVATE SECTOR

Demonstration Effects in AID

Documentation of Successful
Approaches

Leverage of Investment Funds

Small Business, Agriculture,
Exporting

Emplovment

POLICY DIALOGUE

Interest Rate Policy

Privatization

TECHNOLOGY TRANSFER

Appropriate Technology
OTHER
Innovation

Other Project-Specific Objectives

Priority Countries -

Financial Viability

SOURCE

Legislation
Legislation

Project
Documentation

Congressional
Presentation

Legislation

Congressicnal
Presentation

Congressional
Presentation

Legislation

Legislation

Legislation,
Project
Documentation
Congressional
Presentation
Legislation




INFORMATION
USERS

TABLE II

INFORMATION USERS AND USES

FUNCTION

KEY QUESTIONS

Congress & OMB

General Oversight

Is the revolving fund fulfuliing
Congressional irtent and overall
Administration policy?

AID Management

Agency Management

As above plus:

Is the revolving fund serving as
a catalyst in AID and Host
Countries?

Is the revolving fund a cost
effective means for implementing
the 4 pillars and the Blueprint
for Development?

PRE Management,
Regionail
Bureaus and
USAIDs

Program Management
and New Project
Development

As above plus:

Are individual nrojects |

performing adecuately?

Which investment approaches are §
proving to be most effective?

Investment
Officers

Project Management

As above plus:

Are funds  being
accordance with
objectives?

spent in
project

P
\
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designing and undertaking evaluative activities should be a
determination of who will actually use the information produced,
why do they need it, when do they need it by, and how accurate
must it be. Should it be necessary to choose to provide
information to ‘one user (or on one issue) rather than another,
the criteria might logically concern the importance of the
respective decisions to be made and the likelihood that
information would affect those decisions. As noted in Chapters
Three and Four of this document, the adoption of management

orientation has considerable consequences for the Revolving Fund
evaluation system,

The desire in recent years to promote collaborative
evaluation has considerable consequence for the selection ot
evaluation issues and objectives, as well as for the choice of
data collection and analysis methods to be used. To genuinely
promote active involvement by USAID personnel and host country
institutions in the evaluation process requires explicit eiforts
to focus such evaluations on the issues of interest to these
groups and a need to recognize the constraints they experience.

Review of the evaluation objectives and procedures of other
Bureaus within AID and other international donors involved in
promoting private sector approaches reveals major differences
with respect to the objectives and nature of the evaluation
activities undertaken. Most evaluations conducted within AID are
carried out with one or more of the following objectives:

o to justify future funding (or lack of future funding)
for particular projects ‘

o to re-direct the implementation of particular
projects ,

. to demonstrate to AID management and to Congress

that funds for particular project(s) were used
responsibly and in accordance with established intent.

Certain other AID evaluations, most notably those sponsored
by CDIE, have as their object the development of new evaluation
methods and/or the investigation of the impact of certain
"categories" of intervention (rural roads, development
management, etc.). The goal of these evaluations is typically to
add to the storehouse of knowledge available to researchers,
development planners, and project managers.

Among the significant differences between AID and the other
private sector development organizations surveyed is the nature
of their relationship to the organizations that receive their
assistance. While each of the other organizations considers the
recipients of their funds as "clients" and encourages long-term
and ongoing relationships with them, AID tends to regard these
recipients as "beneficiaries" and to discourage long-term support
to any given recipient. This distinction is, ostensibly, a
consequence of a belief, unique to AID, that it is to serve a
demonstration or catalytic role rather than an ongoing function
of financial intermediation. The implications of this



distinction are many. For example, the major objectives of
evaluative efforts by the donors other than AID concern the
management of particular projects with the same clients. Project
completion reports and new project design reports are frequently
merged, and evaluation activities are viewed largely as
outgrowths and extensions of regular monitoring efforts. The
primary users of the information are those responsible for
portfolio management. A limited amount of data is made available
to top management and/or the agency's governing body to
demonstrate the nature and relevance of the ongoing program, but
such information is typically anecdotal or highly synthesized.

Of particular significance is the fact that the development
objectives and development mandate of the other donors appear to
be much less specific and much less vigorously overseen than
those operative within AID. In most cases, emphasis is placed
primarily cn financial viability. Where other development
objectives are detailed at all, it is usually in the context of
particular project proposals. There appears to be little need to
ensure consistency in these cbjectives from project to project or
to verify the extent to which they have been realized.

B. DATA COLLECTION AND ANALYSIS PROCEDURES

The operative design principle of current Revolving Fund
nonitoring and evaluation appears to be "something for everyore."
The monitoring and evaluation requirements normally included ir
project proposals and loan agreements commit recipients to
collect and submit information on mary of the diverse objectives
listed above. Limited guidance is provided on how to collect
this information and, in practice, most of the information 1is
not provided. Informally, PRE officials ackrowledge that it is
often impractical and counter-productive to impose on private
firms and credit institutions the necessity of collecting and
submitting extensive information they would be disinclined to
collect for their own purposes. As a result, most of the routine
monitoring information submitted to PRE concerns financial flovs.
Evaluative information is available almost exclusively througn
the limited number of special evaluations commissioned by the
Bureau.

Also noteworthy is the fact that as is traditional in AID,
most of the monitoring and evaluation activities primariiy
conducted by PRE have been focused at the project level. There
has, to date, been little effort or opportunity to focus cn
program-level or portfolio-level assessment except in terms of
disbursement. In part, this current emphasis by PRE at the
project level may reflect the limited number of mature projects
in the portfolio and the absence of reported data on non-
financial indicators.

To date, two major project evaluations have been undertaken.
Fach sought to assess the project involved (the Siam Bank in one
case and the Kenya Commercial Bank in the other) in terms of the



objectives outlined in its Investment Paper and to make
recommendations for project improvement. The ostensible
rationales of both evaluations were accountability and improved
project implementation. To date, ro evaluative efforts appear to
have been focused on assessing the demonstration effect of
individval projects or of the overall Revolving Fund loan
program, nor have past studies apparently been intended
explicitly to foster the documentation and dissemination of new
private sector project "models."

The regular reports issued by PRE -- an annual report and
monthly management reports - summarize available information on
individual projects and on the portfolio as a whole., The
majority of irnformation presented in these reports comes from .
data presented in other loan applications and other project
documentation submitted prior to project funding, and from the
regular financial reports submitted by loar and grant recipients.
These reports are highly readable and are circulated primarily
within AID and to those responsible for funding and oversight oZ
the Revolving Fund.

As noted above, a wide range of possible cbjectives have
been proposed as criteria for appraising and evaluating Revolving
Fund loan projects. Extensive review of available documentation
produced by AID, other donors and outside researchers suggests a
set of possible indicators against which each of these objectives
might appropriately be assessed. Table III below presents these
indicators for each of the possible cbjectivas of the Revolving
Fund program,

Less cbvious, rperhaps, are the operaticnal <implicaticns
associated with each of the indicators noted above. To permit
meaningfui assessment to be carried out, each of these indicators
recuires the collecticn and analysis of some form of baseline and
follow-up data. For certair indicators, this informatioa is
routinely collected by recipient institutions for their owa
management purposes; for other indicators it is not., Similarly,
for certain indicators, baseline information is currently
required and provided as part of the normal application
procedure, while for others it is not. In the case of certain
indicators, impact assessment would profit-greatly from the
existence of a suitable comparison group (i.e., individuals or
institutions not assisted by the program) or from some other
means of 'controlling" for exogenous variables; for other
indicators, this is not necessary. Finally, certain indicators
require specific on-site data collection to be carried out for
all or some of the sub-projects of an IFI, while other indicators
require no such on-site. data collection on sub-projects. Table
IV below details each of the indicators listed above in terms of
these operational considerations.

A review of the evaluation practices of other donors (see
Annex 6 for details) indicates that OPIC and SBA rarely employ
indicators other than financial viability in assessing the
performance or impact of their projects; and the routine project
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TABLE TU

FOGTENTIAL _INDICATORS -

OBJECTIVE

Demonstration Effects
LFI

INDICATQRS

Increased fundinyg tor targeted activities
(e.g. small business); sustaining pro-
jeet activities after withdrawal of ALD
funding: changes in loan appraisal tecrms
and criteria: changes in portfolio com-
position

Demonstration Elfects
other Host Country
Institucions

Replication in other host country iasti-
tutions of approaches tried in target
institutions

Institutional
Strengthening of [FI

Improved
process,
loans -

identify,
relevant

capability to
monitor and recover

Demonstration Effects
AID

-

in

% and

projects

Mission buy-ins; increased
funding for private sector
based on PRE "models"

¥,

Documentation of
Successful Approaches

Effectiveness or comparative effective-,
ness of alternative models

l.everage

$ invested by other sources in
assisted projecrs: evidence that PRE
funds have supplementad and not replaced
other sources of capital

Assistance to Small
Business, JAgriculture,
Exporting

Classification of portiniio of borrowers
and sub-borrowers

Economic Development

Number of new jobs created 1in
borrowers' and sub~borrowers'
enterprises; increase in sales voiume:
increase in export earnings or import
substicution; product innovations

Rationalization of
Interest Rate Policy

Movement toward commercial rates

Privacization

Examples of use of funds for privatiza-
tion

Encouragement of
Appropriate Technology

Examples of successful technology
transfer by borrowers or sub-borrowers

[nnovation

Expert opinion regarding the innovative-
ness of financing mechanisms used

Other Project-
Specific Objectives

As appropriate

Support for Priority
Countries

Distribution of projects and $ by councry

Financial Viabilicy

Portfolio disbursement and repayment
rates (by project); project disbursement
and repayment rates (by sub-project);
financial health of revolving fund; fi-

nancial health of borrowers and sub-bor-
rovers

11



TABLE IV

OPERATIONAL CONSIDERATIONS ASSOCIATED WITH POTENTIAL INDICATORS

OPERATIONAL '
OBJECTIVE INDICATOR CONSIDERATIONS
A. Demonstration Effects 1) Increased funding for targeted 1
in IFI activities (e.g. small business)
2) Sustained project activities after
withdrawal of A.I.D. funding
3) Changes in loan appraisal terms and
criteria
4) Changes in portfolio composition 1
Demonstration Effects in 5) Replication in other host country I 1 2
Other Host Country Iansti- institutions of approaches tried
tutions in target institutions
. Institutional Strengthen- 6) Improved capability to identify, 1 2 3
ing of IFI process monitor and recover
reievant loans
. Demonstration Effects in 7) Mission buy-ins 1 3
AID 8) Increased #, %, and funding for i 2
private sector projects based on PREX
models
i
. Documentaticn of 9) Effectiveness or comparative 1 2 3 4
Successful Approaches ¥ effectiveness of alternative models
F. Leverapge 10) $ invested by other sources in PRE !
assisted projects
11) Evidence that PRE funds have supple- 1
mented and not repiaced other sources
of capital
G. Assistance to Small 12) Classification of portfolio of 1
Business, Agriculture, borrowers and sub-borrowers
Exporting
H. Economic Development 13) Number of new jobs created in 1 2 3 4
borrowers' and sub-borrowers'
enterprises




OBJECTIVE

INDICATOR

OPERATIONAL
CONSIDERATIONS

Economic Development (cont)

Increase in sales volume

Increase in export earnings or import
substitution

Product innovations

Rationalization of
Interest Rate Policy

Movement toward commercial rates

Privatization

Examples of use of funds for privati-
zation

Encouragement of Appro-
priate Technology

Examples of successful technclogy
transfer by borrowers or sub-borrowers

Innovation

Expert cpinion regarding the inncva-
tiveness of financing mechanisms used ;

. Other Project Specific
Objectives

As apprbpriate

. Support for Priority
Countries

Distribution of projects and $ by
country

. Financial Viability

Portfolio disbursement and repayment
rates (by project) |
Project disbursement and repayment
rates (by sub-project)

Financial health of revolving fund
Financial health of borrowers and
sub-borrowers

Indicator is not collected routinely by recipient institutions for their own management

purposes.

= Baseline information is not required/provided as part of the application process.
= Indicator requires existence of suitable comparison group or other means of control

over exogenous variables.

Indicator requires specific on site data collection from sub-projects.

Depends on criteria used to determine the "success" of particular models.

13




completion reports carried out by the IFC and World Bank on each
of their projects, which are intended to assess development
impact as well as financial performance, are rarely rigorous or
consistent in their selection of indicators and evaluation
methods. These differences in part reflect the differing
missions of these organizations and their differing uses of
evaluation. Since none of the non-AID donor programs reviewed is
expected to serve primarily as a demonstration; since no other
donors portfolio is expected to embody a specific development
mandate; and since other donors typically consider donor-client
relations to be ongoing and long-term, it is not surprising that
their evaluations are typically:

o focused on compliance;

e project specific; and

e regarded more as management interventions than as
opportunities for transfer of learning.

Despite their differences from the Revolving Fund 1loan
program in intent and orientation, there are a number of
methodological lessons and insights to be gained from the
evaluation systems and procedures employed by the other donors.

In its SBIC program, SBA has developed a cost effective
means of auditing the compliance of recipient organizations with
the terms and conditions of their loans and for assessing the
financial viability of these SBICs and their respective sub-
projects. The World Bank has developed an even more innovative

scheme for collecting such information -- it adds compliance
conditions to the factors to be assessed annually by the exterral
audits required of all their DFC clients. These "augmented

audits" thus become important data sources for the World Bank's
monitoring and evaluation efforts.

OPIC, IFC and the World Bank have each developed efficient
systems for monitoring disbursements, repayments and the
financial performance of their clients (see Annex 7 and 8). Any
one of these systems could potentially serve as a model. On
initial inspection, the OPIC system appears particularly
relevant, '

Several of the programs operated by other donors forecast
specific development impacts (such as employment increases) at
the time of project appraisal and then implicitly assume that, in
the absence of evidence to the contrary, tiaese impacts are
achieved in proportion to a given project's financial
disbursement. SBA occesionally commissions national research
studies or program evaluations to investigate this assumption.
OPIC investigates this assumption for a 25% sample of its
projects each year. The sample is selected to include the "best"
performing projects (to collect success stories), the "worst"
performing projects (to identify remedial actions) and a
selection of other projects. It is their view that this sampling
procedure allows them to review most projects sometime during
their .active life, to form well-informed impressions on the

14
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performance of their portfolio, and to maintain accountability
(since each project has a reasonably high probability of being
selected).

As noted above, IFC and the World Bank prepare completion
reports on each of their projects. These reports are normally
carried out in the field approximately 18 months after the
completion of loan disbursement, This timing is predicated on
the well-established premise that the completion of disbursement
is best regarded as the end of a project's investment phase, not
the end of the project, and hence that impact assessment should
not be undertaken until some later date, Completion repcrts,
like the more frequent supervision missions conducted by the same
organizations, are viewed as simultanepusly serving thrze
objectives: ~collection of data, provision of technical
assistance and design of future activities. Like project
identifications, completion reports are normally carried out by
loan officers, economists and technical personnel, and often
involve several weeks in the field.

Table V below summarizes the evaluation activities of PRE,
SBA, OPIC, IFC and the World Bank in terms of their:

purpose(s)

scope

data source(s); and
innovative features

One final methodological observation is perhaps in order,
The often-mentioned concern relating to the proprietary nature cf
information from and on the private sector was not identifies by
those interviewed as being a particular problem . Commonly
voiced, however, was a geruine sensitivity to the time required
to collect evaluative information and the willingness of
operational personnel to accord priority to the collection and
processing of such information. It was widely held that, given
the commercial nature of the projects involved, their relatively
small size, and the desire to charge rates of interest to
recipient institutions, it was impractical to require extensive
reporting by those institutions of non-financial information.
The considerable time pressure on PRE professsional staff and the
limited scope for outside contracting were also noted as relevant
constraints on the scope and nature of evaluation efforts
undertaken.
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TABLE

Purpose Scope

Y

r—m

Data Source

Innovative Features

Lessons learned for design selected
and management of future case
development efforts studies

special project evaluations
research studies

comparative case studies
refinement of impact indi-
cators and measurement
methods

PIC Loan Program

Monitoring and evatuation of| all
financial performance ofloanj projects
Development impact of d;s- sample
placement of U.S. employment| cases
and exports

quarterly financial reports
annual audited financial
statements

- site visit by core staff

computerized monitoring
system

- 25% sample with concentra-
tion on successful, highly
successful and problem
projects

1FC DFC Program

Monitoring and evaluation of
of financial performance of | all
investment projects
Development impact on
foreign exchange rates and
economic rate of return

monthly management report

quarterly financial report
annual report

ccmpletion report

proj=ct feasibility report

- computerized monitoring
system

- technical assistance on
M.1.S. provided to local
institutions

- combination of project
design & completion re-
ports for ongoing projects

orld Bank DFC

Monitoring and evaluation of{ all
financial performance ofloan] projects

Development impact

quarteriy activity report
annual audited financia
statement :
completion report

- site visit by core staff

computerized monitoring
system

augmented audit

Financial viability of all
investment company projects

-annual audited financial
statement

annual on site inspection
and audit

augmented audit

Monitoring and evaluation of] all
financial performance ofloan]| projects

Project impact

monthly portfolio report
- quarterly financial report
- annual financial report

computerized monitoring

system
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CHAPTER THREE

CONCLUSIONS

Several conclusions are suggested by the evidence presented
above. These conclusions concern the most appropriate scope for
PRE's evaluation efforts as well as the most suitable methods for
obtaining, analyzing and disseminating the necessary information.

PRE's Revolving Fund evaluation system is seriously in need
of rationalization., Given the relatively limited resources
available for evaluation of Revolving Fund loan programs, it 1is
essential to be selective concerning the purpose an¢ scope of
such evaluations, Of necessity, the "nice to know" must be
sacrificed to the "need to know" if the money invested in tine
program is to yield dividends. Although the information
generated through any evaluation exercise can be expected to be
of interest to several audiences, it is important to be as
specific as possible about the primary purpose of the system and
hence its primary audience.

The mission of PRE is to change behavior in AIT and
recipient countries by demonstrating that direct private sector
delivery mechanisms are feasible, developmentally sound anc cost
effective. As such, the entire Office's mandzte is explicitly
experimental and individual projects are perhaps best rzgarded as
means rather than ends. This suggests that the prime function of
PRE's evaluation activities might well be to contribute to the
assessment and improvement of alternative models and to the
documentation &nd dissemination of successful approaches. In
this view, the main audience for Revolving Fund evaluations would
be USAIDs and Regional Bureau management, and individual projects
would serve primarily as the vehicles for testiag and improving
the effectiveness of particular models. Should the system
continue to use case studies (i.e., analysis of irdividual
Revolving Fund loan projects) as its primary evaluation
methodology, a second implication of the demonstration of
intention would be a preference for analyzing "successful”
projects rather than "failures", since it is generally
acknowledged that there are a limited number of ways to do things
right and an infinitude of ways to do them wrong.

A related series of conclusions concern the criteria by
which individual projects or "models" should be judged as
"successful”. Each of the 15 objectives enumerated in Chapter
Two is, no doubt, of direct interest to someone. Some are,
however, substantially less 1likely to influence future
programming than others; and some are simply more difficult to
collect data on and analyze with any reasonable accuracy. It
would therefore be highly desirable to select a relatively
limited number of objectives and indicators and focus evaluation
efforts accordingly. Given the specificity of PRE's
Congressional mandate, accountability requirements might dictate



that several of the objectives featured in the legislation be
prominently featured among the objectives selected for
investigation. Practical issues of data accessibility and
"evaluability" should also be taken iato account, Such
selections should not be so rigid, however, as to exclude the
special interests or concerns of a particular USAID or
decisionmaker since one of the benefits of the case study
approach is the flexibility it permits in making such
adjustments, Other things being equal, it would also be valuable
if avery effort were taken to concentrate data collection and
analysis on objectives and indicators of direct operational or
policy significance to the recipient IFIs or industries.

A final conclusion emerges if one considers evaluation at
the program.or portfolio level. At this level, the Revolving
Fund program would be most appropriately assessed by the number
and quality of new models it has developed and by the extent to
which these models seem to have influenced behavior (e.3.,
mission "buy ins", programming changes ia Regicnal Bureaus,
policy changes) within AID, lccal financial institutions, or
aporopriate agencies of recipient governa:ents. Additional
assessment of the performance of the program might most
appropriately be based or review of its disbursement and
repayment rates and the structure of its portiolio.

The most obvious conclusion from the available evidence on
data collection and analysis methods is that much already exists
cn which to draw. Apropos the old prirciple, "don't buy what ycu
can borrow," there are several evaluation systems and procedures
currently extant in AID and in other donor agencies which could
usefully be borrowed and adapted to PRE's needs and
circumstances.

Within AID, CDIE's approach to using case studies ¢tc

generate lessons learned concerning particular types of
categeries of projects is directly relevant. At an operational
level, the World Bank's "augmented audit" approach to data
collection and OPIC's computerized financial monitoring system
are directly applicable. IFC's use of the data collection
process as a technical assistance opportunity and its combination
of project completion reports with new project feasibility
studies also have considerable potential utility for PRE.
Less relevant for PRE are the approaches used by SBA to
conduct annual field audits of each of their SBICs, the annual
assessment procedure of OPIC based on 2 "representative" samples
of their projects, AID's usual practice of project-specific
evaluations, and the system used by the World Bank and IFC
whereby extensive completion reports are prepared on each of the
agencies' projects. SBA's periodic research studies, while
possibly of some interest, appear to be less relevant to PRE than
other available methods. :

PKE's Revolving Fund activities to date can be broadly
conceptualized as field tests and refinements of two basic
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"models" -- (1) direct term loans to productive industries, (2)
loans to private IFIs in developing countries for on-lending to
micro, small or medium-sized enterprises. Each of these models
has a number of variants and, in some ways, each Revolving Fund
locan project could be considered its own model. Lest evaluations
be forced to draw ge~c~~l conclusions on the basis of single
cases, however, the numbe. of "models" will need to be kept to a
minimum for analytical purposes.

Since the " total number of cases is insufficient to use a
"representative sample" of cases as < valid basis for
generalization about particular models or about the overall
portfolio (and since it is impractical to expect the full range
of evaluative data to be collected on all projects) it will be
necessary to rely primarily on a case study methodology. In
drawing evaluative conclusions about particular models and
approaches, however, it should be possible to augment the
detailed data from selected cases with supplementary information
available from other sources (e.g., regular reports, evaluations
by other donors, interviews with Investzment Officers) on projects
of the same ilk.

Case study methodologies have numercus limitations. It is
nevertheless our judgment that this approach is the mest
cost-effective strategy available to PRE and, if properly
managed, is entirely serviceable,

A related set of general conclusions concern the 1level ci
rigor applied to evaluation activities. Given their somewhat
ill-defined development objectives and their emphasis ~on case-
specific ope-ational issues, none of the evaluation methods used
by the other uonors surveyed are likely to produce infcrmation of
tne type and quality required by PRE. At the other extreme, some
of the more rigorous evaluation methods employed within AID are
clearly inappropriate to the relatively small size of Revolving
Fund loan projects, the limited budget available for evaluation,
and PRE's current interest in adopting streamlined private
sector operating modes. Needed instead is a methodology which
addresses impact as well as efficiency; which includes some
consistency in the selection of development indicators and
evaluation procedures; but which nevertheless resembles private
sector information systems and makes modest incremental demands
on PRE and the recipient institutions. -

In light of the atove considerations, any evaluation system
developed for PRE will need to concern itself from the outset
with ways to achieve efficiencies in data collection and
analysis. It will also be forced to make a series of difficult
decisions regarding trade-offs between rigor and realism. The
operative principles guiding such design decisions should
include:

e avoidance, wherever possible, of generalizations based
exclusively on single cases

19



° selection of cases most likely to produce relevant and
replicable lessons learned

° identification of a minimum set of development
indicators to be assessed in all cases and a simple but
standardized methodology for collecting the needed
information

° maximum use of existing or routine information
(application, financial reports, etc.)

® combination of the collection of evaluative data with
other essential dsta collection exercises (annual
audits, new project design, etc.)’

) assurance that necessary baseline information is
collected as part of the project design process.

Regarding the collection and analysis of data from field
projects, three other consideraticns are relevant. First, AID
will probably need to take responsibility rfor collecting (or
paying to have collected) any information that goes substantially
beyond the regular information collection efforts of recipient
organizations (particularly information requirirg field visits to
sub-projects). Secondly, monitoring and evaluation provide
excellent opportunities for technical assistance to recipient
institutions regarding the upgrading of their own management
information systems. And finally, individual USAIDs will
frequently be anxious to have data collected and analyzed which
go beyond the information needed to complete a case study of the
type suggested. Since USAID collaboration in such evaluative
efforts is not only critical for obtaining the necessary
authorizations but also an essential part of PRE's dissemination
strategy, involvement of this type is to be encouraged. Like the
prior considerations, however, such involvement has significant
implications for the scopes of work and resources necessary to
carry out particular evaluation exercises.

A final set of conclusions concern evaluation at the program
level. In addition to the assessment and dissemination of
particular private sector financing models and approaches, the
Revolving Fund evaluation system should allow conclusions to be
drawn concerning the performance of the Revolving Fund program as
a whole. Such conclusions can usefully be categorized into the
following five areas:

° assessments of the financial performance of the
portfolio (especially disbursements and repayments)

° assessment of the structure of the portfolio
(especially its distribution by country and type of
project)

° assessment of the funds leveraged by Revolving Fund

resources (both local and international)
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° assessment of the demand for PRE services (as evidenced
in the magnitude and nature of new requests)

° assessment of the effectiveness of the overall program
in changing behavior within AID (especially its
consequences in terms of Mission buy-ins and new
private sector programming)

The Annual Report currently produced by PRE fully addresses
the first three of the areas,
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CHAPTER FOUR

RECOMMENDATIONS

A number of recommendations follow from the conclusions
reported in the previous chapter. These recommendations are
summarized below.

1. The three key elements of PRE's Revolving Fund monitoring
and evaluation system should be:

° a regular tracking system resulting in quarterly
management reports;

° a series of evaluations using augmented case study
methods to assess and document viable or potentially
viable program strategies or models; and

° an annual report summarizing the progress of individual
projects, reviewing the aggregate performance of the
portfolio, recounting lessons learned, and assessing
the effectiveness of the overall Revolving Fund program.

The current management reports issued by PRE are entirely
adequate to satisfy the first of these elements. Suggestions for
improvement or enhancement of these reports would include the
replacement of monthly reports with quarterly reports and the
addition of sections listing problem projects and pending
management issues. Ccnsideration might also be given to
elaborating the financial management and reporting along the
lines suggested by the OPIC system. On balance, however, rthe
current system appears to be both useful and used. The intended
audience for these reports would be primarily internal to the FRE
Bureau. -

The second element of the recommended system, assessment and
documentation of promising models, is virtually non-existent at
present. This element would replace the current strategy of
project evaluations previously practiced by the Bureau and is
described in greater detail elsewhere in this chapter. The
intended audience for these studies would be USAIDs, Regional
Bureaus, and others concerned with AID programming. Devices such
as dissemination workshops, video tapes, etc. mignt well be used
in conjunction with this portion of the system.

The third element of the system, annual reports, would build
on the annual report currently issued by the Bureau on the
performance of the Revolving Fund. To the current report format
would be added sections addressing lessons learned and assessing
the effectiveness of the overall Revolving Fund program. The
latter assessment would require data to be collected and
presented on such items as mission buy-ins, new private sector
projects, effective demand for PRE services and other evidence of
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receptivity to the models and approaches proffered by PRE. The
intended audience for this report would include Congress, AID top
management, USAIDs, Regional Bureaus, the development community
at large, and possibly the press.

2. All reports should be issued in formats that correspond as
closely as possible to those produced by private banks and other
commercial concerns., The system of "augmented audits” developed
and applied by the World Bank and IFC should be tried and, if
successful, mandated for all Revolving Fund projects (see Annex
9). If it is feasible to add the collection of data on key
indicators to the information included in mandated external
audits, the volume of relevant information available to PRE on
all of its loan programs would be substantially enhanced without
adding in any way to the data collection responsibilities of the
recipient organizations or PRE's Investment Officers. The
incremental cost of any such data collection should probably be
borne by AID who should also issue clear guidelines concerning
the collection of the needed information.

3. PRE's evaluation budget should be concentrated cn assessing
and documenting one or possibly two srcmising models each year.
Each such analysis should be based on at least two intensive case
studies supplemented with secondary data cn other projects drawn
from both inside and outside AID.

All case studies should be done using a comparable gereric
scope of work (see Annex 10 for draft). This sccpe should state
the minimum requirements for indicators to be assessed and
methads to be used. It should not, however, be construed
rigidly, In particular, PRE and the evaluators themsalves shculd
be encouraged to augment the basic scope to address issues and
objectives of particuiar relevance to a given project, and issues
of particular interest to a given USAID or recipient
organization. Scopes of work should also make specific and
explicit provision for investigating the major unplanned effacts
of individual projects. The draft scope of work should be
thoroughly field tested before being adopted and should be
modified from time to time as experience accumulates concerning
its use and limitations. Case studies should make maximum use of
information which is routinely reported, easily available and of

value to the recipient organization for its own management

purposes.

4, The common indicators selected for inclusion in the generic
scope of work should reflect the most commonly voiced cbjectives
of Congressional sponsors and USAID missions. Excluded from the
list of items to be collected in the field should be items
available or easily proxied frocm reports available in Washington.
Also excluded from such a list should be any items which could be
easily added to regular reports or for which necessary baseline
or control group information are unlikely to be available. Where
alternative indicators exist, preference should be given to the
indicator requiring least effort to collect and/or most likely to
be of interest to recipient organizations.
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Of the 26 potential indicators noted earlier in this
document, it is recommended that the following 9 be incorporated
into the scopes of work for future case study exercises:

° sustained project activities after withdrawal of AID
funding

° changes in loan appraisal terms and criteria (for IFIs
only)*

o changes in portfolio composition (for IFIs only)*

o nature of and replication in other host country

institutions of approaches tried in target institution
(for IFIs only)

() improved capability to identify, process, monitor and
recover relevant loans (for IFIs only)* .

® money invested by other sources in PRE assisted
projects*

° jobs created*

° increased sales¥*

° sub-project disbursement and repayment rates (for IFIs
only)*

In addition, it is suggested that field teams collect data on the
image of the project and the recipient organization as
perceived by its members, clients and competiters.Of these 10
jtems, only 2 require collection of information from IFI sub-
borrovers.

Among the other impact indicators which might be considered
are contributions to foreign exchange savings (export earnings
and/or import substitution) and the incidence of product or
technological innovation. In the cases of the IFIs, the
incidence of repeat business and the reasons for defaults on sub-
loans are adaitional indicators of possible interest.

Additional indicators to be compiled from PRE resources
should include, as a minimum, mission buy-ins, other resources
leveraged, and overall project disbursement/repayment rates.

5. Case studies should be carried out in the most collaborative
way possible. USAIDs -should, for a variety of operational
reasons, be actively involved in contributing to the scopes of
work. These contributions should, however, be regarded as
supplementing rather than supplanting the basic scope. Recipient
organizations should also be deeply involved, particularly in the
conduct and write-up of the case study. Although  this
involvement by recipient organizations should by no means be
regarded as an obligation, it offers a particularly useful
opportunity for the provision of technical assistance and should
be so managed wheraver possible. Finally, every effort should be
made to collaborate and share information with other donors
providing assistance to the same institutions.

*could possibly be collected by means of the "augmented audit”
(see recommendation #2).
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Contractor personnel will, 1in all probability, have primary
responsibility for the conduct of case studies and the
preparation of the associated evaluation reports. It 1is,
however, essential that PRE Investment Officers and Program
Review Office staff be actively involved in the process to ensure
that the reports are practical and take full advantage of
available information and experience., Final reports should be
edited and distributed widely in a format comparable to PPC's
impact evaluation series.

6. Cases selected for in-depth analysis should be those most
likely to document and refine models with widespread potential
replicability. The intent of the case study portion of the
evaluation system is not to draw "balanced" ccnclusions about the
magnitude or nature of PRE's impact. Neither is their purpose to
ensure accountability., These purposes would be served by the
other two elements of the system. Rather, the purpose of this
element of the system is to maximize the transfer of useful
iessons and approaches.

Given the focus, primary emphasis in the case study portion

of the system should be devoted to documenting theose models and
those projects generally assumed to be most "successful" and most
"relevant" to the possible future programmming and project design
decisions. In some cases, it may be most useful to compare a
successful case with a less successful one, but experience
suggests that such comparative studies are sften of limited value
when the -number of cases studied is small and the number cf
potential explanatory variables is large.
7. As noted above, all case studies shculd address some minimum
set of common indicators. Tt is essential that baseline
information on these iadicators be collected as part of the
application cr proiect design process. This should not result in
substantial additions to the information required in those
dccuments.

8. Case studies should be timed to permit sufficient elapsed
time for desired benefits to have occurred. In as much as PRE is
not currently disposed to consider follow-on projects for most of
its clients, and in as much as the main intent of case studies is
not improved management of ongoing projects, there is much to be
said for waiting at least 3 or 4 years after a project's initial
disbursements, or sub-loans before undertaking such a study. A
longer period would be even better.

In the short run, impatience for information may preclude
waiting for projects to mature prior to their being evaluated.
Should this be the case, such evaluations would most wusefully
focus on issues related to the efficient management of the
implementation process and on generating l:ading indicators of
projects' likely longer term impact by investigating short-run
impact of initial activities and the nature of the evident demand
for the resources provided by the project.



An exception to this recommendation concerns projects where
a Phase II is anticipated. In such cases, the immediate utility
of the case study information and the obvious efficiencies in
combining evalution activities with new project design efforts
outweigh the benefits of maximizing elapsed time, Every effort
should be made in such cases to link the two data collection and
analysis efforts to one another.

9. Grant funds or some other suitable mechanism should be used
to compensate recipient crganizations for any incremental costs
occasioned by AID's reporting and evalution requirements. By
removing these donor-related expenses from otherwise commercial
transactions between PRE and its clients, the private sector
nature of the basic relationship can be preserved. In the
absence of such arrangements, PRE will, in all probability, be
forced to introduce serious distortions in the terms and nature
of the agreements it negotiates,

10. PRE's annual report should be modelled on a ccrporate annual
report in substance, style and format (see Annex 11 for IFC and
OPIC annual reports). It should be professionally edited and
produced and should include information on lessons learned, the
demand for PRE services and the impact of Revolving Fund models
elsewhere within AID, as well as information on disbursements,
project and portfolio performance, portiolio composition and
leveraging of non-AlD resources (see Annex 12).
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ANNEX 1

Typical Reporting Requirements Included in

AID Revolving Fund Loan'Agreem'ents



Attachment 1

FINADE SUB-BORROWE&S’REPORT

(The following information is needed from each sub-borrower.)

Sub-borrower name, location, date incorporated.

Percent local, indigenous ownership$ type, and amount of

assets pledged.

Brief description of Business Activity (including source
and types of products imported and exported), and
indicating which products qualify as ''mon-traditional
under Dominican laws, and the percent by value of foreign

and local inputs in cost of each.’

Total Assets: (land, fixed assets including depreciation,

the capitalized value of leased assets). Note to FINADE:

(per Section 7.1 of Loan Agreement, ''at least 25 percent of
the value of sub-loans under the Pool shall be to eligible

sub-borrowers with tctal assets less than U.S. equivalent

»
-

of US$100,000".

-
-



Sub-loan from FLNADE:
Purpose: Amounts, types, and origin of goods financed,

Type: (i.e., commercial Letter of Credit, Standby Letter

of Credit or'Guaranty),

Amount :

Rate:

Term and Grace Period:

COMEDQM shsres purchased:

Tvpe:

Amount :

Hcw Financed:




7.

Development Impacts.

Net new employment generated

Nunber of net new full-time employees

Nuober of net new part-time emplayees

Skills and compensation of each

Source of new ecployees (i.e.: Fro; what previous

employment? Formerly unemployed?)

Identifiable indirect employment generated (i.e., by -
increased business with suppliers or other companies)

- number, types, skills;

Yumber of employees displaced - éf

appliceble/identifiagble;

Met foreign exchange generated (i.e., foreign exchange
receipts minus cost of imported materials used in

product preparation;

Brief description of forward and/or backward linkages

.2
e .

to other local enterprises including the extent t

-
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which non-traditional export production is
accouplished through small independent farmers or

agribusiness or industrial intermediaries,

Technology Transfer (i.e., new types of equipment usad
or speciaiized training offered to =2mployees or

suppliers;;



[y}

Attaghmens II-é

COMEDOM QUARTERLY REPORTS TO AID/PRE/I_AND USAID/DR

(first report due as of Jume~38~or March 31, 1985?)
Description of progress made by FINADE and consultant under
Grant with respect to:

a. Development of COMEDOM's Marketing Strategy;
b. Stactus of Prospectus preparation.

Copies of any reports prepared by consultant to COMEDOM

under Srant.

Final Report and Evaluation on COMEDOM to be prepared by

FINADE and to include:

a. Description of what FINADE has learned from the
COMEDOM market analysis and from general advice of its

consultant;



b. FINADE's assessment, based on the above analysis and
advice, of the prospective profizability and

usefulness of COMEDOM,

c. Atctachmenc: Copy of COMEDOM prospectus o be used to

attract investors,

(See also Annex 2, Section I (Technical Assistanca) to the

Grant Agreement.



Actachment I1-B

COMEDOM _PREFERRED SHARES

Quarterly Status Report

I. Capitalization as of (date)

Shs. Issued Book Valtu

*Common Stock ( shs.) Us$250,00
**Preferred - Series A (1,000,000 shs.)
#*%Preferred - Series B (1,000,000 shs.)

Total: i uss$

*Paid in as of 12/21/84
**To be fully subscribed by 12/21/86
*%%To be fully subscribed by 12/21/88

IT. Shares Purchased - Quarter Ended




and B\‘J Waem™m ,
Date,Purchased How Financed Shs. Purchased - Amc. Paid
uss
Total:
Us$

III. Assessment of COMEDOM's 1) status and progress toward
institutional development and 2) success as a model for internaticna

zartketing of non-traditional expores.



Borrower Name:
AID Loan No.

ATTACAMENT IIT —~A\

BALANCE SHEET

Piscal Year
(v.s. $ 000's)d

CURRENT ASSETS

/

Qtr.

CURRENT LIABILITIES

Casn XXX X Demand Deposits $ xxxx
In Local Banks _XXXX Savings and Time
In foreign Banks TXXXK Deposits $ xxxx
Short Term Claims XXX X Poreign_Qurrency
Prepaid Items _XXXX Deposits $_XXXX
Total Current Assets-§_XxXX Total Deposits $_XX%X
LONG TERM ASSETS Demand Liabilities $ xxxx
Long Term Claims $_XxXX
investments z XXX X
rixed Assets XXXX Due To Banks $ xXxxX
Other $_XXXX
Borrowings $ xxxx
TOTAL LONG TERM bomestic foreign $ xxxx
ASSETS $ xxxx S
Acceptances Outstand-
ing XXX
Other Liabilities XXX X
TOTAL LIABILITIES § xxxx
TOTAL ASSETS $_XxXX EQUITY
Share Capital XXXX
Reserves XXX X
Retained Earnings XX XX
Other XXXX
TOTAL EQUITY $ XxXXX
TOTAL LIABILITIEZS PLUS
SHAREHOLDERS
ACCOUNTS §_xxx
I current exchange rate: US$1.00 =




Notce:

ATTACHMENT TIL -B

FINADE, OUARTIRLY PROJECT PZRTORMANCE REPORT

Ouarter Ending

Project Name:
Loan Number:

Funds Rec'd from AID

Funds Dishbursed to Sub-borrower

Ozher Credit from Finadesd

Werking Capizal
0/D

Trade Credic
Other

Totezl

undés Co;:i::ed 3ut Net
ishursad

R

Tunds from AL
rcer

. nex<

LS

[ e ]

o)

interest 2d. o AID

Cecomicment Fees Pd. ©o AID

Ozher Fees Pd. to AID
Principal Pd. to AID

S
Uss
LSS

US8S

Ovr 19 _

Cum to Date

X X
X X

USS (

USS x x

) ()

X

v ox

"

[ ¢»]
(73]
wy

Lss

C8S

uss

US3 ( )

USS % x % x

() =

UsSS

X %
USS x x

>
b

USS x % » x

(1) Asterisle (*) where noted indicates convarsion of
local currency arounts at USS1.00 =




ATTACHHENT TII-C_
(Poqet &3

BORROWER'S QUARTERLY REPORT FOR HWEW SUBPROJECTS

OQuarter Fndilng T L
Project tlame: FINADE
Loan Humber: §1M =S-0OW8

|
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Revolving Fund Loan Application
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PRIVATE SECTOR REVOLVING FUND

l. Annual Report. The requirement for the annual report

presented herewith is stated in Section 108(h) of the
Foreign Assistance Act of 1961, as follows:

"Not later than December 31 of each year, the
President shall submit a comprehensive report
which details all projects funded under this
Section during the previous fiscal year, all
reflows to the revolving fund account, a status
repgort on all projects currently contained in the
fund's portfolio. Such reports shall include,
but not be limited to, information regqgardirg
numbers and kinds of beneficiaries reached,
amounts and kinds of benefits provided by the
funded projects to targeted populations, and a
justification for projects within the context of
the goals and objectives of the United States
develorment assistance program,"

2. AID's Private Sector Initiative. 1In 198l, the Agency

for International Development (AID) initiated a program to
encourage the increased use of private enterprise to
stimulate growth and meet basic human needs in the
developing world. These initiatives coincided with
mounting evidence that those developing countries wnich
have relied primarily on the private sector and market
forces for growth experienced more rapid economic
progress, by and large, than those which have relied
primarily on the public sector and government controls.
This more rapid economic progress, in turn, was often more
widely diffused, thereby promoting the development of
small businesses, generating employment, and expanding
participation of women in entrepreneurial initiatives,
Many countries that once neglected the private sector and
have suffered poor economic performance thus were

rethinking their overall development strategies. This
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reassessment became even more crucial in the face of a
then-gathering world recession. Capitalizing on these
trends, AID has steadily increased its emphasis on
projects and programs that activate market forces and that
encourage host-country environments conducive to private
investment and private entrepreneurial activities whicn
spur both economic and social progress.’

3. Rationala For The Revolving fund. - AID's recantly

formed 3ureau for 2Private =ntarprise (PRZL) was charged
with designing inncvative private entecrdrise projacts
which, when fisld-tested, would not onlv provide their own
immediate benefits tut would aiso serve as pro-wotypes for
vrojects 1nitiated bv tne rest of the Agency. 1In 19383,
Administzator M. Peter McPFhersoa asked Conjress ko
es=ablish a Private Sector Revolving Funid chrough wn:ich
DRE's growing poctfolio could pe crnanneled. The rat:ionale

for establishing such a revoiv:ing fund wasg as fOollows:

Q T™O ansure J>rogram accountadilicy by jcix

9
‘e
)
Y9}

resoonsibility and zerformance (making tne Drogram’'s
financial integrity ancé level of activity <epen
4

aflows from viable projects):

o To encourage participation in the pgrogram by the
private sectors in the United States and in the
developing countries through procedures which

demonstrate “"bottom line” results:

o o permit growth in the program without the
expenditure of additional tax dollars (through
recovery of principal, interest and fees, and

temporary investment of these proceads in United
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States Treasury obligations until commitment to new
development loans): and

o To ensure flexibility in the program by freeing
disbursement schedules from fiscal year appropriations
limitations, thus providing greater leeway for AID to
seize innovative investment opportunities to increase
employment, incomes, generation of foreign exchange,
technology transfer, and other benefits,

4. Authorizing Legislation. The Private Sector Revolving

Fund was authorized by the International Security and
Development Assistance Authorizations Act of 1983 (Section
101 (b) (2) of the Purther Continuing Appropriations, 1984,
Public Law 98-15l), signed on November 14, 1983, and
incorporated as Section 108 of the Foreign Assistance Act
of 1961, as amended.

Section 108 declares that private enterprise development
"is a vital factor in the stable grow:l of developing
countries"”, and further, that ic is in the best interests
of the United States "to assist the development of the
private sectors in developing countries and to engage the
United States private sector in that process". To promote
such development, the President was authorized to
establish a "Revolving Fund Account" in the Treasury.

Section 108 specifies certain types of activities that the
revolving fund may suﬁport. These include activities that
have a demonstration effect (that is, can be replicated by
AID field missions, financial institutions, and others),
are innovative, are financially viable, will maximize

development impact particularly in employment and
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the use of appropriate technology, and are directed
primarily to providing support and services not otherwise
available to small business enterprises and coopecatives,

Other requirements for projects include: no more than
$3,000,000 may be provided by tne U.S. Government for any
one projlect: a “"substantial portion” of the financial
supgocrt for each project must come from host country
sources: ao more than 20 percent of .revelving Zund assets
may support prejects in any on2 country: Loans must D2
made primaritly to intermediary institutions serv.ng the
private sector:; loans must be made at or near the lnterest

tate "otherwise available to the recipient”.

L) -1 H d ' €.y
5., Fundliag. To cagitalize the revolwving Iund, Corngress
authorized the transfer to :he fund of up to ©S320 =iliicn
cer year in FYs 1384 - 86 from AIC's development

assistance accounts, [n addicior, incerest ard Zees, and

W

eaarnings on cevolving fund reflow assets were 1.30 cb e
deposited in tne revaiving fund account. Ultimately,
Congress axpected tihat tne revolving fund's reflows wou:dl
maxe it salf-sustaining and would eliminace tne need for
additional tran;fer authority. Once the fund reaches
assets of US$i00 million, the maximum statutory size of
the fund, earnings will be returned to the Treasury. In
fact, AID will use only US$46.5 million of the US$60
million in available transfer authority during FYs 1984 -
86, mainly because other AID program requirements have

teen more preassing.



ADMINISTRATION OF THE FUND

1. Managemeuat. Management responsibility for the Private

Sector Revolving Fund rests with AID's Bureau for Private
Enterprise (PRE), under broad direction of the
Administrator of the Agency. The Bureau consults with
other AID bureaus and field missions as appropriate, The
Assistant Administrator, Bureau for Private Enterprise,
nhas overall responsibility for the fund's operations. The
Senior Deputy Assistant Administrator serves as managing
director of the fund and oversees portfolio priorities,
investment approvals, and financial operations, including
investment of fund assets in interest-bearing U.S.
Treasury obligations. The investment of fund assets is
undertaken in coordination with the Agency's Loan
Management Division, Office of Financial Management
(M/FM/LMD). The director of the Office of Investment of
the Bureau for Private Enterprise (PRE/Il) handles

day-to-day operation of tre revolving fund.

2. Development of Projects. Projects included for

financing by the revolving fund are developed by PRE/I
investment officers with full coordination and
consultation with affected AID field missions.
Representatives of AID's General Counsel's Office handle
legal matters connected with the Bureau and are heavily
involved in the negotiation process. Working within the
mandate of the revolving fund legislation, the Bureau's
Office of Investment develops criteria by which to

identify, screen, analyze and design proposals.

3. Internal Review Procedures. The Bureau for 2rivate

Enterprise has formalized an internal review procedure for



proposals recommended by investment officers for revolving
fund financing. The lead group is the Bureau's Portfolio
Review Committee. It includes the Assistant |
Administrator; Senior Deputy Assistant Administrator:
Dictector, Office of Investment; as well as representatives
of AID's Bureau for Program and Policy Coordination and
affected regional and centrally funded bureaus as
aporopriate,

This committee first reviews the prolect as an [nvestment
Cppcrtunity Prcposal (IOP). The review faocuses on tha
Droject’'s suitabilicty from the standpoint of the revonlving
fund and of the develooment strategy for tne affected
country ot countrizs. [If the commitcee €inds the project
apprcopriates, further analysis and negotiations are
andertaken by tre parties involved. This leads to an
Investment Proposal !IP), which again passes before cne
Portfolin Review Comr.ttee, The external Loan Review

Bcard {see telow) may review the proposal at either stacge,

4. Loan Review Board. A&s part of L1ts prcject review

process, the Bureau for Private Enterprise in July 1983
established a Loan Review 3card composed of private
financial executives who are knowledgeable in all types of
project financing in developing countries and their
associated cisks. The board reviews potential revolving
fund investments as to financial viability, conformity to
investment credit standards, and "packaging” for maximum
effect. The board has reviewed ail loans made from the
revolving fund. During FY 1985, it met four times. The
board's recommendations, while not binding on the Bureau,
have been of significant assistance in the development of

sound, creditworthy investments.
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5. Investment of Revolving Fund Assets. The reflows of

interest, fees, and principal to the revolving fund are
available for investment in U.S, Government securities.

In FY 85, approximately $89 thousand in interest and fees
was invested. Principal reflows, nowever, will not begin
until late FY 86 due to grace periods on principal
repayments which vary in accordance with specific terms
negotiated for each loan. Reflows 1n size sufficient to
finance new loan commitments are not expected before FY
1988 or 1289.

The pace of disbursement of revolving fund loans in these
early years as the revolving fund gets underway began
slowly, but is gaining momentum.‘ A total of $3.1 million
(21 percent of FY 84 appropriations) was disbursed as of
the end of FY 85. The rate of disbursements should

iancrease, however, as the fund grows,

Reflows received and investments outstanding as of

September 30, 1985, are as follows:

REVOLVING FUND REFLCWS

FY 1985
Source Amount
Fees $32,800.00
Interest $56,002.97

TOTAL $88,802.97
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REVOLVING FUND REFLOW INVESTMENT ACCOUNT

September 30, 1985

Private Sector Revolving Fund Account #72x4241l

Lpdicated Estimated
Annuail Annueal
Cost Ealue Income Yiels
Cash{l) 4 4,598.18 $ 4,898,1 ) - N3
Securlties:
U.S. TBills $84,204.79 $85,600.060 $6,300.00({2) 8.00% (2
due 10/31/85
TCTAL $38,802.97 $89,598.1¢ $6,800.00 7.359%

AID has taken two steps during FY 85 to 1mprove tne
red

(™

revolving fund reflow pos:tion: (l) loanrs were 3%-rucc
i

-

ry
with shorter .maturity »nd grace perioas, and (2) pro
participation was made a parct of locan terms and
conditions, The latter has been included ia tnr2e cf the
FY 85 loans (Agribusiness nvestment Corporaticn,
Muitifocds, and Societe Marocaine de Depot et Credit - see
Section D). The average weighted maturity of the FY 85
loans is 4.7 years compared with 6.8 years for the FY 34
loans. (Please refer to Annex IV.) Grace periods on
principal repayments have similarly been shortened from an

average of 34 to an average of 29 months.

(1)
(2)

Minimum purchase of T, 2ills is $5,000.
Approximate l-year Treasury Bill yield @ 09/30/85.
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The need to reduce the average maturity and grace period
of revolving fund loans highlights a certain necessary
conflict in the revolving fund concept, i.e., the goai of
achieving significant development impact in a high risk
environment versus the goal of a self-financing revolving
fund dependent on short-term reflows to sustain future
lending, The need for shorter maturities also has an
adverse impact on the range of project opportunities which
AID can consider and negotiate with LDC orivate
businessmen., As the revolving fund. grows, however, AID
again will be able to extend maturities if it car maintain
reflows large enough to provide $15 miliion annually for

reobligation.

CHARACTERISTICS OF THE PORTFOLIO

1. Summary. The lo~n agreemeat for the first project
financed from the Pri-rate Sector Revolving Fund account
was signed by Administrator McPherson on April 10, 1984,
Setween then and the end of FY 1985 (September 30), 17
loans totaling $30.5 million had been approved and
obligated. Nine of the revolving fund loans have grant
components as an integral part of their project design.
The nine grants total $1.42 million. These AID funds
combined with funding from other sources helped activate
investments totaling about $72.9 million, thus producing a
leveraging ratio of 1 of 3.4 or one AID dollar out of

every $3.39 invested.

This considerable increase over the FY 84 average
leveraging ratio of 1 to 2.5 is attributable to the

preponderance of intermediate financial institutions as
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loan recipients of FY 85 obligations as well as to
continued interest in venture capital financing in which
AID has taken only a 25-33% participation,

2. Types of Loans. Two general types of loans are used
by the Office of Investment (PRE/I): (1) loans made to

LDC private intermediate financial institutions (IFIs)
and, (2) loans made dicectly either to private LDC
businesses or to joint ventures between LDC and U.S.

businesses.

The intermediate financial institution mode nocrmally takes
cne of two forms. The first is a r2voiving £fund loan
directly to the IFI wnica, in turn, matches the AIC loan
in local currency, forming a pool of furnds for subsequent
on-lending to local private micro, 3small and/or
medium-sized enterovrises. The seccné form i3 a cevelving
fund loan which serves as collateral to guaranty a zoztion
of the risk of subloans made by the IFI with its own
tunds. 1In both cases, the [FI provides all admianistrative
support including sucloan applicant review and agproval,
nonitoring and implementation, as well as actual
assumption or oversight of credit and foreign exchange
risk, which risk may be passed on to subborrowers.
(Section C.5 discusses the risk issue at greater length).
In light of the requirements of Section 108, IFI loans
comprise 14 of 17 loans finalized by PRE/I during FY
84-85, or 82% of the current vortfolio by number and 88

percent in terms of loan orincipal.

A less commonly used loan structure for the revolving fund
vortfolio is the direct loan tc a specific private LDC

company. Only three such direct loans have been obligated



- 11 -

thus far, comprising 18% of the current portfolio by
number and 12% in dollar terms.

These direct loans are to projects ranging in size of
total capitalization from $1.1 million to $10 million.
Revolving fund assets committed range from 20% to 33% of
the individual projects. With direct loans, the revolving
fund carries full credit risk but not the foreign exchange
risk as all revolving fund loans must be repaid in U.S.

dollars.

Revolving fund loans can also be typed by objective. From
this standpoint, the portfolio reflects many of AID's most

important goals, i.e.:

Financial institution development;

Employment generation;

Foreign exchange generation for tne host country:
Agribusiness/satellite farming develoopment;

small and medium-scale busir.ess development;
Export trade financiag:

Technology transfer;

Capital market development:

Health;

Credit to micro businesses.

-

0O 0 0 0O O 0O 0O 0 0 O

The loans also have positive implications for the
achievement of United States development objectives in

future years, 1.e.:

o Leveraging of scarce AID funds through innovative

financing mechanisms;



o Involvement of U.S. private industry in the
development process; and

o A return on investment for the U.S. approximately
equal to the cost of U.S. Government funds
expended.

3, <Collateral Account

Sackaround. The Bur=au for Private Enterprise develoned

the "Collateral Accounz” loan 3%ructure during the summer
cf 1384. The Office of Investment found during various
project origination trips “hat there were many
deveiopmentally ard commercially sound prolr=2cts in AID-
reciplent countries that could benefit f£zom AID firnaacing,
but 2nly if the loan were sctructured in a way that
minimized the foreign excnang2 ri1sk to the borrower.
Accordinagly, PRET/I, wacking witn AID General Counsel,
davised a loaa structur= ~xrough which AID can lend anrnd be
repaid in U.S. dollars., Z.: can a: the same time modi:ize
extensions of needed loc:. Zirrency credit to the zarget
beneficiary class withec:: (nvolving the conversion of AID
loan proceeds into iocal currancy, sO long as the projects

remain commercially viaol=,

Structure. There is no single standard Collateral Account
loan structure. In fact, one of the Collateral Account's

orincipal virtues is its flexibility in being designed for
the particular needs cf the borrower. There are, however,
certain basic features. First, before any AID loan
proceeds are disbursed, AID , the borrower, and a bank
located in the United States ("Depository Bank") enter

into a "Three-Party Agreement" which establishes an
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account in the borrower's name ("Collateral Account") to
pe held and managed bty the depository bank. Tne
three-party agreement also spells out whatever additidnal
responsibilities the depository bank may be required to

assume,

Upon the request of the borrower, AID disburses the
requisite amount of loan proceeds into the Collateral
Account. The depository bank invests those proceeds in a
type of investment approved by AID, Jenerallyv C.S.
Treasury obligations, The depository bank then eilither
issues or confirms a letter of credit guarantying an
extension of local currency credit. The depository bank
is willing to undertake the contingent liability
associated with the leotter of credit issuance or
confirmation because, under the three-party aqreement, the
depository bank receives a security ilnter2st in the
Collateral Account and the investments contained therein,
This security interest assures the reimbursement of the
depository bank in the event a payment must be made under

the letter of credit.

The borrower's interest obligation to AID under the loan
agreement is measured in relation to the rate of earnings
on the investments in the Collateral Account. The
borrower will also generally pay a utilization fee for
this facility which is measured as a percentage of the
amount of investments in the Collateral Account that have
been "blocked" (i.e., made subjéct to the depository
Bank's security interast) to guaranty issued or confirmed
letters of credit. The loan agreement, for example, may
provide for interest at a rate equal to the yield of

180-day Treasury Bills plus a utilization fee equal to two
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percent of the average daily amount of Treasury bills
utilized or btlocked.

The loan agreement will also provide for an orthodo
principal repayment schedule. The dollars in the
Collateral Account are expected to serve as the borrower's
source of repayment, and thus the terms of the depository
bank letters of credit must result in enough Treasury
Bills being unblocked to permit periodi<c disbursemencts to
AID in accordance with the loan agreement's principail

repayment scnedule,

Two examples of the types of local currency loans that can
be effected by a Coliateral Account loan are PRE's FY 84
loans for low-ccst health preduct oroduction in Thatiland
and Indonesia ("PATY" project) and £or term agricultural
credit in Ecuador. 1In the 2ATH project, loan drocezds

deposited in a U.S. tank serve as collateral to permit

that bank's issuance of a standby lett2r of credit
guarantyin: tifty percent of term local curcrency loans oy

Thai ané ITndcnesian commercial tanks to healch produce
manufacturzaers in Thailand and Indonesia. As the local
currency loans are repaid, the amount of tne U.S.
daposicory bank's outstanding liability under the standby
letters of credit is reduced, thus releasing investments
in the Collateral Account from the depository bank's
security interest and making theam available for

disbursement to AID as principal repaymerts.

The Thai and Indonesia banks have the responsibility to
ensure that the principal amortization schedules of the
local currency loans match the coverage reduction
schedules of the standby letters of credit. The AID



borrower has the responsibility to ensure that the letter
of credit coverage reduction schedules match the principal
amortization schedule in the AID loan agreement,

Unlike the PATH project, in which the local lending bank
is the beneficiary of the letter of credit, the Ecuador
project involves the guaranty of borrowings by two
Ecuadorean financieras, or development banks. A serious
constraint on the ability of the financieras to make long-
term credit available to their customers is the
financieras' inability to borrow on a lcng-term basis
themselves. The beneficiaries of the latter of credit in
this project, therefore, would be the purchasers of
development bonds that may be issued by the financieras.
The financieras would then be obligated under the AID loan
agreement to lend the funds raised through the sale of
these guarant:ed bonds to a dasignated class of target
teneficiaries. As with the PATH project, the amortization
schedule of the bonds woulé match the coverage reduction
schedule of the letters of credit whijch in turn would
match the financieras' principal repayment obligation

under the loan agreement.

4. Loan Set Qff Structure

Background. The Loan Set Off structure, developed by the

Bureau for Private Enterprise in FY 85, represents a

variation of the earlier mechanism and one by which AID
can establish a letter of credit facility with a U.S. bank
for the benefit of a financial institution in an AID-
recipient country. Under this structure, AID enters into
a loan agreement with the U.S5. bank under which the U.S.

bank agrees to issue or confirm letters of credit in an
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aggregate amount up to the outstanding principal balance
of the.AID loan. )

AID, in this instance, is the customer or account party
under the letters of credit, and the loan agreement
constitutes the letter of credit application. Typicaily,
the letter of cra2dit application will include an
undertaking by the acccunt party %o reimburse the is

for any amounts paid out under the letters of credit. The
loan agreement under the Loan Set Qff structure liaits thne
U.S. bank's right to r2imbursement to the right to sen of&
amounts gaid under the let=ter of <redit against the J.5,

bank's principal repayment ctligation under tae AID loan.

Structuce. The letter of credit facility thus =23tablished
operates In the same manner as the facilitiass est=ablished
by the Collatesral Account structure developad by PRE
during FY 84. tandby lettars of creditc 1ssued by the
U.5. bank zan guaranty a porct:on of local currency lcans
by a host country banx ("Local Lending Bank"| to an
iden%icfied class of subbcrrowers such as small
agridusinresses or nontraditional exporters. Such letters
of credit can also quaranty some or all of loans to :tihe
local lending baank by local investors (as througn a public
bond offering) for on-lending to the gualifying
subborrower group.

Under the Loan Set Off arrangement, AID shares in the
credit risk of the subloans with the local lending
institution but has no recourse to the local lending bark
for the AID portion of the credit risk in the event
subloan defaults lead to letter of credit claims. The

documents which the local lending bank must present to
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obtain payment uvnder the letter of credit include an
"Assignment and Certificate" under which the local lending
bank (l) certifies the occurrence of the default and the
collection efforts it has made for recovery, and (2)
2ssigns to AID a percentage of its rights against the
defaulting subborrower equal to the percentage of the
subloan that was guarantied by the letter of credit. The
assignment and certificate will generally also include the
local lendiﬁg bank ‘s promise to continue reasonable
collection efforts on the defaulted subloan and to remit
to AIC a portion of the recoveries that corresponds to the
portion of the subloan assigned to AID. If further
collection efforts yield no further recoveries, the local
lending bank hes no obligdation to pay AID, and the
defaulted subloan will result in a principal loss under
tne loan,

Under the latter arrangement in which the standby lettecs
of credit guaranty borrowings by the local lending bank,
AID does have full recourse to the local bank in the event
of a claim against the letter of credit. Defaults under
subloans will not result in claims on letters of credit
until such defaults actually cause the insolvency of the

local lending bank.

A third use of the letter of credit facility is to induce
a U.S. bank, usually the same bank that is the borrower
ander the AID loan, to confirm commercial or trade letters
of credit issued by the local lending bank at the request
of customers belonging to the designated class of eligible
subborrowers. The beneficiaries of such trade credits
will typically be U.S. exporters of products needed by the
eligible subborrowers, e.qg., farm equipment or production
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inputs for small agribusinesses. Amounts paid to the
beneficiary-exporter by the U.S. bank can be set off
against the AID loan principal, as with the standby
letters of credit, if the local lending bank has not
teimbursed the U.S. confirming bank within an agreed time
period.

Comparative Advantages of the Collateral Acccun® vs., the

Loan Set Off Structure. The differances setween the

Collateral Account and Loan Set Off structure lie not in
the nature of the letter of credic facility but in the
mechanism for set:iing it up. The Loan Set Cff structure
has several impocrtan: advantaqges over the Collateral
Account structure. Most importancly, thece are countries
in which tanks have cfishore Sorrowing Limits such as
Indcnesia. The Collateral Account structure rzequir2s tne
‘ocal lending banx to 2nter a loan agreement under weilsh
it is tne direct »orrcwer of 77.5. dollars. PRE'S
axperience, at least in Indonesia, was that many tanks
ware net willing tc use a substantial peorticn of tnetir
ofishore bocrrowing limits in a lLoan facility that Jdoes act
permit the banks freelv co uriliize the U.S. dol.ars
corrowed. Under tne Loan Set Qff structure, when used to
cuaranty subloans dirzectly, the local lending bank is
beneficiary of a standby letter of credit facility and has
no obligation to repay U.S. dcllars except to the extent
of remitting to AID a gortion of the recoveries on
defaulted subloans.

The Loan Set Off structure is also somewhat simpler from a
legal point of view. There is no account owned by a host
country bank which creditors of the bank might seek %o

attach. AID need not concern itself with taking a
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security interest in a somewhat unorthodox bank account
with the attendant perfection and choice of law guestions,

Finally, the Loan Set Off structure permits the
establishment of a letter of credit facility with perfect
liquidity. The U.S. bank under the Collateral Account
structure is concerned with having to pay claims at a

time when the U.S. government securities have not reached
maturity and must be sold at a discount 1f the bank wants

immediate reimbursement.

The Collateral Account structure does, however, have
certain advantages of its own. If properly established,
tnere is a good chance that AID need not take the risk of
a possible U.S. bank insolvency. AID's recourse is to a
segregated identifiable account which might not e treated
as an asset of the (.S. bank in an insolvency proceeding,
This same assurance could be obtained with the Loan Set
Off structure if AID insisted that the U.S. bank secure
its loan obligations by a pledge of U.S. government
securities in a segregated account. Such a pledge,
however, is likely to reduce the interest rate the U.S.
bank is willing to pay.

It is not possible at this time to reach a firm conclusion
on which structure produces the highest yield for AID. ™o
date, the Collateral Account investments have been limited
almost exclusively to U.S. Treasury B8ills or Notes, and

the U.S. bank has generally deducted a small management

fee from the earnings. The interest rates proposed by the
U.S. banks in PRE's FY 1985 projects for the Loan Set Off
structure were generally higher than the 180-day Treasury

Bill rate and did not include any management fee,



PRE now has sample documentation for both versions and
will utilize both for at least another year to see how
each operates in bractice. U.S. banks have shown
considerable interest in each structure,

PRE has long 3ought to cofinance projects with private
U.S. banks. Both loan structures afford PRE a potential
to induce cofinancing through the Y.S. bank's fracticnal
sharing of credit risk. U.S. tanks are very unlikely to
shara subloan credit risk, however, and the manner in
which local lending banx credit is sharaed requices car=2Z:l

thought at cthe project design stage,
5. Risk. As inferced tfroix the discussion above, an
assessment of risk can bte approached from many sides, the
ultimate test: of which, for AID, is full crepavment of
principal ard intarzest to the revolving fund or the .5.
Government.
Major risks may he cazegorized as:

o) 3ccrowar or sub-bocrower cradit zisx:

o Foreign exchange risk;

o Country credit risk;

o Country political risk.
In addressing che various risk evencualities, the
Collateral aAccount and Loan Set Off mechanisms afford

considerable comfort in that U.S. or revolving fund monies

remain invested in U.S. obligations physically located in
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the United States. Both mechanisms have been used thus
far only for intermediate financial institution (IFI)
loans where the financial viability of the institutions -
U.S. or LDC - provides a strong-to-modest buffer against

unforeseen difficulties,

Other IFIs, however, may be new venture capital
organizations which invest their own and AID funds in
start-up businesses. Here the success or failure of
individual ventures, whether or not approved in advance by
PRE, will directly impact revolving fund capital.

Direct loans, though representing a small proportion of
revolving fund assets, run both the risk of project and
sponsor viability as well as unpredictable country
financial and political risk, as funds are disbursed
directly to such borrowers through indigenous banks which,
while private, fall under local government monetary and
political regulation. Tnaen, too, foreign exchange risk is
of greater concern with direct loans, although this risk
is reduced by PRE project design in selecting projects
which generate foreign exchange to cover repayments in
U.S. dollars. )

This brings us back to the principal rationale cited by
congress in establishing the revolving fund: to ensure
accountability of the program by joining responsibility
and performance. PRE developed the Collateral Account and
Loan Set Oif mechanisms to address concerns of LDC
borrowers while remaining cognizant of its own financial

integrity and accountability.

Venture capital, other start-up institutions and direct
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obligations are pursued with the gsame attention to
viability of the revolving fund and development
objectives. Greater risks of less controllable varieties
are inherent in some investments, however, and must be
accepted as "givens" where very strong development and
demonstrative objectives so warrant.

6. Geographical Balance. As a matter of policy, PRE from

the outset has made its :nvestments so as to avoid an
overconcentzation of resources in any one gecgraphical
area - consistent, of course, with available ianvestment
opccrtunities, This issue was addressed directly in che
revolving fund legislation, which specifies that no more
than 20 percent of revolving fund ass2ts may be allccated
to any single country. As of September 30, 1985,
distribution of the revolving fund portfolio by rejzion and
country was as follews (in US5 milliors) (See also aAnnex
ITI):

Recion Regional Total Country 7Total
Asia/Mear East Us3l3.7GC (61%)
Indonesia Us$6.10 (203%)
Morocco Us$4.50 (l4%)
Philippines CS$2.35 ( 8%)
Thailand . US$5.75 (19%)
Latin America
& Caribbean US$ 9.35 (31%)
Antigua Us30.10 ( 0%)
Costa Rica UsSs81.000 ( 3%)
Dominican Rep. Us$2.00 ( 3%)
Ecuador sS$2.80 ( 9%)
Regional Us$3.45 (11%)
Africa US$1.25 ( 4%3)

Regional US$ 1.25 ( 4%)
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Region Regional Total Country Total
Worldwide US$1.20 ( 4%) US$ 1.20 ( 4%)
TOTAL: US$30.50 (100%)

The legislation addresses itself to percentages of total
fund size, however, envisioning a minimum $60 million
capitalization plus eventual growth to a maximum $100

million,

PRE 1is striving to maintain geographical balance in its
investments in order to complete successful Jdemonstraticn
projects in all regions and in each of the diverse
financial, cultural, and economic contexts in which AID
operates. For example, it is seeking in FY 86 to develop
new projects in the Middle East and particularly in Africa
- areas of the Trhird World that present exceptional

challenge, and where projects have been siower to mature.

1985 PORTFOLIO: INDIVIDUAL LOANS

1. Introduction. In FY 85, the Bureau for Private

Enterprise initiated nine new loan projects which it
believes best serve the self-sustaining growth of market
forces in target countries. Of these loans, eight were
made through intermediate financial institutions for
sublending to a broad spectrum of small business and one
loan was made directly to a company with exceptionally
strong development impact. These loans were distributed
to six individual countries, plus three projects involving

multicountry loans.

Revolving fund loans obligated during FY 84 and 85 now
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total seventeen, their characteristics are summarized in
Annexes I, II, III., and Iv.

Brief descriptions of FY 85 obligations follow, by region,

ACCION MICRO~LENDING

ratin America and the Caribbean Area

Project Number ¢ 240-0002.44

Authorization Date September 20, 1385

Loan Number 598-5-008 dated September 25, 1985
Type Intermediate rinancial Institution

This project is intended to expand the availability cf credit
o very small or "micro" enterprises in Latian America and the
Caribbean. Capital fcr start-ups or expansions is rnocrmally
available to tnese tusinesses only from family saviags or local
money lenders charging exoroitant interest rates. To
supplement these sources, some community-cased lending programs
have been developed successZully in -ecent yeacs. Most,
jowever, have been funded by international or multilateral
organizations on concessional terms. This revolving Zund
project, on the other hand, consists of a $1.0 million AID loan
at market rate to Accion International, a U.S.-based private

voluntary crganization which provides technical assistanca to a
number of such micro-lending programs in the region. Funds
will ultimately provide'assistance to vendors, artisans and
small manufacturers, which businesses comprise the largest and

fastest growing sec<ors in the Third World.

Accion will deposit the loan proceeds in a dollar account with
a bank located in the United States. Using this account as
collateral, the bank will write standby letters of credit to
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guarantee loans by local banks in local currency to
micro-lending programs. Thus, a community organization wishing
to expand its micro-lending portfolio can raise additional
capital by borrowing at prevailing market rates from local
commercial banks. The organization will charge the micro
borrowers nonsubsidized interest rates.

AID is also providing a $100,000 grant to Accion to cover
start-up administrative expenses. Over the long term,

cperating costs are expected to be covered by guararnty fees,.

Develooment Impact

The Accion project will help generate jobs, a key focus for
most AID programs in Latin America and the Caribbean.,
3eneficiaries are very small, generally poor, business men and
women, Wwith Eixed capital below 32,000 and emploving five or
fewer employees. Average loans will be short term and in the
$100-300 range.
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MULTIFOODS REVOLVING CREDIT FACILITY

Latin America and the Caribbean

Project Number 940-0002.52

Authorization Date September 30, 1985

Loan Number 598-S-009 dated September 30, 1985
Type Intermediate Financial Insticution

Intended to promote LDC private sector satellite farming
overations or agribusiness, this project simultaneously
anhances export potential in Latin America and the Caribbean
area. Satellite farming operations are projects wherein cor:e
agribusinesses provide inputs and extension-~-type sarvices ho
surrounding farmer-suppliers. The borrower 0% tne AID ldan :s
Tnternational Multifoods Corporation (Multifoods), a 93-year
old diversified U.S. company which provides £s0d, praduce and
food services worldwide. It has proven expertise in fresn
produce oroduction and Gelivery, technical assistance,

management and engiaeering.

ATD's S1.2 miilion loan tc Muitifoods in FY S5 can ce zcliad
over annually £or up o 3 years aad, 1f thc (n

successful, car be increased to 33 million.

The ‘oanr will go o Multifoods on a partial reccurs=s tasis and
will me leveraged on a 2-to-l ocasis by private iavestcrcs and
commercial banks. Multifocds is tc advance its own funds into
the LDC financing operation in an amount equal to AID's
contribution.

LDC private enterprises benefiting from the project will nave
maximum net f£ixed assets of 3700,CC0. Emphasis will be on
agriculture, agribusiness or nontraditional exports with

significant satellite farming ccmponents.



Development Impact

Primary beneficiaries of the project are local farmers and
other small suppliers who would not otherwise have access to
credit or modern technology. Development results include job
creation, technology transfer and foreign exchange generation.



ANTIGUA SHRIMPERY

antiqua

Project Number : 940-0002.14

Authorization Date September 26, 1985

Loan Numbter 541~S-001lA dated September 30, 1985
Type Dizect

s e se

By diversifying Antigua's economy, drawing on the island's
natural cesources, this project is also intended to save
foreign exchange. Antigua is heavily dependent on Ilmports,
which have increased from roughly 10-to-30% in only a year.
This project is expected to supplant imported frozen shrimp for
the local tourist industry, thereby reducing foreign excnange
outflows. The $250,000 AID loan to Antigua Shrimpery Ltd. 1is
targeted for the construction of 25 acres of ponds and
facilities needed to produce 65,000 pounds of shrimp annually
for the local market. AID's contribution, moreover, triggers
the investment of a total $1.14 million in the project, a

ieveraging ratio of nearly one of five.

The $250,000 AID loan consists of a $150,C00 loan made in 7Y 33
and a $100,000 loan in FY 85. Only the latter 3$10G,000 loan is
for the account of the revolving fund, and comprises part of
increased proiect costs estimated at $600,000. The refinancing
supports higher costs brought about by earlier incurred
engineering costs, the addition of a hatchery facility and
project delays resulting from technical problems in securing
reliable sources of post-larval shrimp (seed shrimp). The
balance of cost increases are being financed by private equity
investment and commercial banks. AID's share of the total

financing has thus been reduced from 25-22%.



Development Impact

As noted above, this project is expected to make a noticeable
improvement in Antigua‘'s foreign exchange account. The
diversification of the economy will add 1.2 jobs directly and
generate more employment indirectly in construction, macketing
ard fcod services. The introduction of aguaculture t2cnnology
to the island is also expected to lecd no additional future
amployment and strong repiication potential in the Carldoean

rezion.
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3. LATIN AMERICA, THE CARIBBEAN, AND AFRICA

AGRIBUSINESS INVESTMENT CORPORATION
Latin America, the Caribbean, and Africa

Project Number : 940-0002.45
Aathorization Date : August 28, 1985
Loan Number ¢ 598-5-007 dated August 28, 1985

TYpe : Intermediate Financial Institution

Descrioption

The Agribusiness Investment Corpcration (AIC) croject is
designed to stimulate the start up and expansion of small
agribusinesses. The project sponsor, Western Agri-Management
Inc. (WaM), a medium-sized U.S. farming and agritusiness ficn
with a track record of successiul new ventures in several
developing countries, wants to pursue additional 10inkt venture
projects in Latin America, the Caribbean and Africa. The
project consists of a 32.%5 million AID loan to Agribusiness
Investmen%t Corporation {(AiC), cr=2ated by WAM as a venture
capital fund.

AIC and the parent, WAM, will provide direct investment,
tecqanical assistance, and management and will mobilize other
C.5. and local iavestors. Emphasis will be on satellite
farming overations. Under this concept, an agribusiness buys
from surrounding farmers and in turn provides these farmers
with seed, marketing knowhow, and other inputs. The approach
often leads to increased farm income and production. The
sponsor thus takes an active entrepreneurial role rather than a
passive role played by, say, a bank which provides financing
only to projects brought to it by others. For every AID dollar
this project will mobilize three additional dollars in total

capitalization.



Development Impact

Tha project will relp generate jobs and foreign exchange,
develop local technical and management skills and, :n the
satellite farming conponencs, help local farmers produce a
petter produc:, BSerneficiaries are small agriculture-related
nusinesses and small farmers.
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4. THE MIDDLE EAST
SOCIETE MAROCAINE DE DEPOT ET CREDIT
Morocco
Project Number : 940-0002.50
Authorization Date : September 25, 1985
Loan Number : 608-5-045 dated September 30, 1985
TyYype : Intermediate Financial Institution

This project is intended to stimulate trade financing for small
Moroccan businesses through the creation of a private export
trading company. Since the =arly 1980s, Morocco has faced an
increasing shortage of harzd currency and a negative trade
balance, prompting a drive to spur exports. Societe Marocaine
de Depc: et Credit (SMDC) currently finances 12 percent of
Moroccan foreign trade. The project consists of a $2 million
AID loan to help SMEC form an export trading company to

facilitate exports from the small business seccor,

AID's leoan will create a facility to guaranty SMDC's guaranty

cf loazns made by other Moroccan banks to the trading compaay,
ENEX, which is tc be partly owned by SMDC. The trading firm
in turn will deliver short-term cradit tc exporters and buy

export marchandise against letters of credit or purchase ordecs.

Cevelopment Iapact

The project is expected to benefit about 50 small businesses
and provide an estimated 3,000 local jobs by 1988. It will
also spur non-traditional exports and thus help build Morocco's

hard currency reserves,



5. ASIA

BANK NIAGA
Indonesia

Project Number
Authorization Date
Loan Number

Type

940-0002.46

August 29, 1985

497-5-090 dated August 30, 1985
Intermediate Financial Institution

Description

T™.e Bank Niaca lcan and the Zollowing tnree Asian loans
otligated in FY 85 employ the Loan Sat Off structure, with
Rainier Bank of Seattle as Zepository and confirmisg bank. The
project is designed to provide credit £or small and
madium-s:zed Indonesian enterprises, mainly in cural areas.
Emprasis 1s on businesses producing for the export markec,

tnhus reinfercing the Indonesian govarnment's effort to rebu:ld
depleted foreign excnange resazves. AID has provided a

32 millicn loan juaranty tc Bank Niaga, a privately owned

tnstitution wnich normalliy lends only to lacge firms.,

D's lsan guarant:es 563 cf a 34 million loan poci proviiec Dy

=
+
C

3aak Niaga in local cur-ency for onl2nding o small- and
medirum-sized borrowers outside cf Jakarta, tne capital. Loans
will go orimarily to producers of nontraditional exports in
order to spur diversification of products Indonesia can sell
abroad to earn foreign exchange. AID is also providiag a
$50,000 grant to help Bank Niaga train branch personrel in

serving these new markets.

Develooment Impact

The project will help create rural jcbs, earn foreign exchange,
and expand the local credit base by opening new credit windows
for small firms that have trouble borrowing through regqgular

commercial channels. Beneficiaries are businesses, primarily
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nontraditional exporters, with $150,000 - $300,000 in monthly
sales. Loanc are limited to $250,000 per borrower.,



OVERSEAS EXPRESS BANK

Indonesia

Project Numbet :t 940-0002.47

Authorization Date : August 29, 1985

Loan Number : 497~S-091 dated August 30, 1985
Type : Intermediate Financial Institution

Complementary to the Bank Niaga loan, this activity is intended
to provide shoct and medium-term credit to small enterprises,
principally to less populated areas of Indonesia. The local
lending institution, Overseas Express Bank (OEB), is 50% owned
by the Indonesian government tut is in the process of

conversion to full private ownership.

AID's $2.85 million loan for OEB will guaranty 50% of OEB's
$5.7 million local currency lending through its 20-branch rural
network to the presently depressed small enterprise sector.
Handicraft, agribusiness and light manufacturing are targets.
Thesa beneficiaries are consisient with Governmen*t of Indonasia
objectives to broaden private sector involvement so as to
stabilize Tndonesia's oil-dependent economy. A $50,0900 AID
grant will helo OEB train loan officers in ranéling small

business accounts.

Develooment Impact

Direct beneficiaries will be 1,300 small enterprises by 1990.

Employment generation is a major expected result.



FAR SAST BANK AND TRUST
Philippines
Project Number
Authorization Date
Loan Number

TYpP2

940-0002.49

august 29, 1985

492~5-077 dated August 30, 1985
Intermediate Finaacial Institution

Mobilizing sho:rt and medium-term credit to small and
medium-scale Philippine entaerprises, principally expotters, 1is
the oblective of this revolving fund loan. It reiaforces local
govarnmen: ancouragement of trade financing %o generate hard
currency. AID's 32 million loan for Far East Bank and Trust
Zompany (FEBTC) will guaranty 50 percent of 2z 34 miilion local

cuzrency loan pooi for on-lernding to small and medium-sized

[ 4
2axXport hHusinesses.

TERTC wi1ll raise funds from its deposit base cr, alternatively,
mobilize addizional trade financing 1n hard currency in the
form of conficrmed iette:rs of credis., The credit o0l :s
desijrned to stinulate sa2lf-sustaining amploynansz, 33.es, and
incremental investment in agrinusiress and -light Tanulacturing

sJyo3ectors,

[}
1]
<
7]
' -
9]
F(J
=)
1]
e
¢ T

Impact

Goals for this project include the creation of up 0 7,500
job-years, targeting at least 48 small enterprises by 1990.
Ficms with a maximum $1 million in net fixed assets - as

defined by the Philippine goverament - are eligible for the

pool.



THAI DANU BANK

Thailand

Project Number : 940-0002.48

Authorization Date : August 29, 1985

Loan Number : 493-S=-043 dated Augsut 30, 1985
Type : Intermediate Financial Institution

To stimulate growth of small-scale enterprises in Thailand's
rural agro-industrial sector, this project is intended to
mobilize needed short- and medium-term credit. Thailand's
rapid development and resultant agricultural mechanization,
coupled with a record labor supply, have caused a drop in
agricultural emplovment, prompting the That government tc
target the creation of agribusiness jobs to absorb excess rural
labor. AID's $2.35 million loan for Thai Danu Bank, a private

institution, will expand che bank's operaticns into rural areas.

The AID loan provides a partial guaranty of $4.7 million cf
local curctency lending by Thai Danu to tne target group,
pusinesses with less than $250,000 in net fixed assets.
Subloans will be limited to $130,000 per borrower. A $50,000

AID grant will help the bank train its rural branch personnel,

Development Impact

With the objective of increasing rural employment in Thailand,
the Thai Danu project goal is to benefit 140 small rural
businesses by 1990.
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FUTURE CHALLENGES

1. Project origination. ‘To date, the Bureau for Private

Entecrprise has received revolving furd investment
prorosals from sources ranging from individual LDC
sponsors, their U.S. or foreign representatives or
contractors, indigenous and U.S. banks, U.S. corporations,
and USAID missions.

Earlv proposals were often minimally documented and, wherce
considerable potential for AID ianvolvement appearel to
exist, the proposals required ext2nsive pre~-£feasibility
reseacrch. As the Private Sector Revolving Fund has become
more widely known and 1ts purposes are better understood,
the number of proposals received nas grzwn exponentiallvy.
ORE/I has slowly built a networ< of contacts wita2in the
AID mission community and the gcivate sector i1n the U.S.
and the Third Worid =o achiave a steady flow of potential
projects, Mission anferscanding of PRE's focus and
demonstration project: are Key to eventual private secro:
devalopment impact *“x:-sughout the agency. 3uch
recognition i1s grswv.n3 ooth from the project origination
and replication standooints. Solidifying these gains is a

major goal for PRE over the next year and beyond.

2. Replication. Section 108 requires that the projects

undertaken by the revolving fund have a demonstration
affect, that is, that each project be developed in a Zorn
that can be copied by other investors, lending agencies,
and other regional units of AfD. This was a
characteristic of PRE investments even before enactment of
the revolving fund legislation. For example, two of

PRE/I's earlier projects involving LDC institutions, Siam
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Commercial Bank and Kenya Commercial Bank, had clear
demonstration effects. 1In both projects, the use of these
private institutions as vehicles of credit for indigenous
small business led to larger projects, designed by the
AID missions in Thailand and Kenya respectively, targeting
the private sector and involving other indigenous
commercial banks. More recently, the revolving fund
projects have used techniques for mobilizing small
business credit pools that can also be translated intec

larger projects funded by U.S. missions abroad.

The Antigua Shrimpery project is an example of a
technology transfer activity that could be ceplicated 1in
the Eastern Caribbean. The same elements - rising demand
for shrimp and a falling local capability to harcvest
shrimp naturally - could be met by installation of the
pond/hatchery techroliogv used in the 2antigua croject.
Another area for replicable projects exists in the private
sector supply of products hitherto monopolized by
government. Thai Meat Processing, as an example, is
Thailand's first modern private sector slaughterhouse (our
rv 894 revolving fund project). The introduction of
private enterprise into areas traditicnally cdominated by
the public sector opens up totally new avenues for private

sector delivery of products and services,

In addition, the USAID mission in the Dominican Republic
has expressed interest in the financial mechanism employed
by PRE's complementary export finance related loans in
Morocco - one of which supports the importation of inputs
used to produce products for export and the other of which
helps to provide short-term credit to small- and

medium-sized local exporters.



As cevolving fund projects mature, PRE plans to develop
models of target development objectives and loan financinq
mechanisms whicﬁ can be adapted by USAID missions to local
country priorities and private sector initiatives, In
this manner, the goal of agency-wide replicability cf
revolving fund projects can be achieved.

3. ?P2rojected Reflows. Reflow projections inclusive of FY
86 appropriations, based on total capital of 346.5

million, show annual reflows of interest, Eee* and
orincipal for fiscal years 1984 through 1988 as follows:

($0GO)
FY 84 FY 85 FY B6 TY 87 TY 88
0 $38 $725 $3,300 335,200
1€ provided the fuil 360 million, the 3ureau for Private
Enterprise believes that sufficiant reflows will accru=s by

the early 1290s to ensure 2 se.f-sustaining Private Sectoc

Revoiving Fund program.

4. Risk. Continuing challenges for the revolving £und
itself, as well as for replicability purposes, are those
of more versus less risk, shorter or longer maturities
versus reflows sufficient to achieve self-sufficiency, and
acceptance of profit participation versus interest rate,
grace period and other negotiable terms and conditions.

As mentioned earlier, (see page 10, 20, and 2l1) the goals
of self-sufficiency £for the revolving fund versus long

term development obiectives and replicability may often be
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at odds. Projects whose activities may require longer
start-up periods, and therefore longer grace periods for
repayment of principal may nevertheless offer significant
development returns. It may be possible to compensate for
the increased risk and longer payout period by negotiating
a significant portion of the financial return as a profit

participation, with a lower initial interest rate.

The Bureau has managed to balance these conflicting
challenges thus far.  As both agency replicability and
revolving fund self-sufficiency become interdependent in
the face of scarce foreign assistance funding, however,
this challenge grows. The Bureau hopes that, as
understanding of this interdependence spreads, so too will
cooperation of all parties involved in tne success of the

private sector initiative,



F. ANNEXES ANNEX I (1)

I. LOAN PORTFOLIO - PRIVATE SEHCTOR REVOLVING FUND

| T Fees (7 | I | T
lcty/ooll. jLate Pymt/| i ICancel/| (L) (G)]

1 | 1 I I
| Terms {
Acct. | pefault |Facil.|Commit.lutil.|Prepymt{pisburse.|Reflws (8
|
|
|
|

Ipan : JPunding fmillion) |Leveraging| Te
{Name /Countcy/Proj.4 | (L)AID  (G)Total | Ratio | Rate %lGrace yrs. |Tecm
| ] (1 2

|
|BANCO DE DESARROLLO 2.0 .05  4.0]1 of 2 7.5%
|
I
|
!

X/X X/X X X X/- |$1.0M4(L) |10,000(F)

i | ] |
|FINADE, S.A. |
| (pominican Republic

I

]

1]

|

1

4 years | 7

|

|940-0002.25 |
|

—— — — v t—_
— e w— e o—az
— —— — a— ]

1.0 .05 3.0]l of 3 | 11.58%
| !
| |

3 (6

| SUBPRODUCTOS DE CAFE X/x Il x | x 1 x | | | 8,800 (F)
| (Oosta Rica, other)
1940-0002.27

{
i
|HEALTHLINK (PATH)
ICREDIT

|
|
|
|
|
i
I 2 years
|
|
|
1
|
|
| (Thailand & Indonesia)l
!
|
|
|
|
|
|
|
|
|
|
|
|
I
|

1 of 2 1$272,903

(G)

5 years

1240-0002.30 (Grant)
1940-0002.31

| (Thailand Loan)
|940-0002.32 .

| (Indonesia Loan)

|
JTHAILAND L.IVESTOCK
|IMEAT PROCESSING

| (thailand)
|940-0002. 24

|
|FINANCIERA DE GUAY-
jouIiL .

| (Bcuador)

1940-0002. 36

2 years X/X

(1 (3

2.5 1.00 5.0
1.4 2.8|1 of 2 10.2% 2 years

|
|
|
|
|
|
1
|
I
|
|
|
|
|
|
|
|
|
i
|
|
|
|
|
|
I
: 7,000 (§)
|

i

__-__--__ﬂ________
s e T

|
|
!
'
|
|
|
|
I
2.5 .07 10.0|1 of 5
|
i
i
|
I
|
i
i

— e s — o — it s o o]




. ANNEX I (2)
1. LOAN PORTFOLIO - PRIVATE SB™OR REVOIVING FUND

T T | T 71 I tees (7 | 1 | | 1 |

Lpan Iﬁundlng {(million) |Leveraging Terms | IGty/ooll. |Late Pywt/| | | fcancel /(L)  (G) |
jName /Oountry/Proj.8  {(L)ATD _ (GjTotal ] Ratlo mate Rlurace yrs,|Term| Acct. | pefault |Facil.|Quam.t. lutil. |Prepymt IpDisburse. |keflws {81
i | | (i 61 1 | | 1 I |
JPINANCIERA IBERO- .4 .8§1 of 2 10.2¢ | 2years | 3 | x/X | x/x I x | b x| | 1 2.000(F)|
| AMERICANA i | i | I | ! | | | I ) |
| (Bcuador) | | | | i | | | | | | |
1940-0002. 36 | | | _ 1 L | I | | |
i . | | { | 1 | 1 ] |
|CARIBBEAN BASIN COIP. j1.2 4.8|1 of 4 112,78 | S yeass | 5 | I -/x | ([ S | | x/- |$L06,250 | |
| (CBC) | | | | i | | | | | | | (L) |
| (Car ibbean-Wide) i i i } ! I, ! ! ! t i i |
940-0002. 41 ! | | | + L | | | i |
| ‘ | { (| 21 1 ) ] I 1 |
|wafabank (Was COM- 12.5 .05 5.0])1 of 2 | 8.08 ji-l/2yss.| 5 | x/x | -/x | x | I x | 1$2.0014 56,003 (1)
{PAGNIE MAROCAINE DE | | } | | i | | | | | | (L |
JCREDIT kT DE BANME) | | | | } | | | | | | | | |
} (o«CB) l | | | | ] | | | | | | |
} (Morocco) | | | | | | | | | | | I |
{940-0002. 34 | {, 1 _“___',l____l o ] | |
] i 2 1 | i ] ] |
Iaccioni:Miceo-1ending 1.0 Jd0 1.0)) of ) I 72.7% | 3years | S | X/X% | | } i i i ] i
gty i | { | | | | | | | | | | |
j (tatin Amer,/Carib.) | | | i | | | | | | | | |
1940-0002.44 | | __a____ Y O 1 1 ! |
) i 1 | 1 1 1 |
|AGRIBUSINESS INWEST- {2.5 16.0]) ok 4 | 22.08 % | 1 years |5 | | ox/x ix 1 ox 1 | ox/- | 1 I
{MEVT CORPURATION | | | | | | | | 1 | { | {
| (Latin Amer./Africa) | | | | l | | | i l |
1940-0002.45 | 1 | I D N ] | I . |




ANNEX I {3)
t. LOAN PORTFOLIO - PRIVATE SHCTOR REVOLVING I ¢

1 ‘ | | ] | | | Fees (7 | . ] | |
l Loan |Funding (million) |Leveragingl| Terms i IGty/0oll. |iate pymt/| | | lcancel/{(L) (6] |
{Name /Country/Proj. 4 | (L)AID _ (G)Total Ratio Rate ®lGrace yrs.|Term| Acct. | Default |Facil. |Ooamit. |util. |Frepymt |Disburse, Reflws {8|
| a (4 | | I | T |
|BANK NIAGA 12.0 .05 4.0|L of 2 | 9.58 | 3years |7 | X/X | -/% } | | { I | |
| (Indonesia) | | | ] | | | | | | | | | |
1940-0002.46 | P | | | 1
| | T | 1 | | i
|OVERSFAS FXPRESS BANK |1.2 4.8|1 of 4 | 12.7% | S years | 5 | I -/X | | | ! | | |
| (indonesia) | | | | | | | | i | | | | |
1940-0002.47 | | | ] |
| | (1 4 { 1 1 ]
{THAT DANU BANK 12.35 4.7|} of 2 | 9.5 | 2yeacs |5 | %/% i -/X | | | | | | 1
| (THAILAND) | | | | | | | ] ] | | | ] |
1940~0002.48 | | | | ! . |
| | (1 (4 T 1 i | |
|FAR EAST BANK AND 2.0 4.0|1 of 2 | 9.5¢ | 2years |5 | X/X (S ¢ | | | | | | {
{ToUST ' | | | | | | | | | | | | ]
| (Philippines) | { i | | | | | | | | | | |
1940-0002.49 | | | | _ I 1 | |

| I a1 ] { | | | ]
|SOCIETE MAROCAINE DE “|2.0 2.0}l of 1 | 9.7 * | 3vears |3 | X/X | x/4 | | I x | 4 | |
|DEPOT ET CREDIT | | | | | | | | | | i ! | |
| (Morroco) i | ! ] ] ] | | | | | | | |
1940-0002.50 | | | | | | | | | ] | i i {




ANEX I (4)
1. ©OAN PORPFOLIO - PRIVATE SFCTOR KREVOLVING FUND
T ! | { ) YT i pees (77 T 1 1 | 1 ]
| 1.oan {Funding (million) lLeveraging| LWy } Gty /oLl [late Pymt/] I . i ICancel/{{1) (G)) )
| Nawe f00nEry /Pro). 0 | (LIAID (G)'lutalJ_ Ratio | Rate t{uuve yro. 'l\.‘lm‘l act.. | pefault b‘m‘.il.iamluit:]lutu. prepymt [Nisburse, |reflws (8]
| | 5 | i i
| MULTIFOONS fr.2 3.6 1 of 3 J1lo.2* | lyears {1 | I -/x P x x| | | i
| (Worldwide) | i | | i | | | ] )
1940-0002.52 { | [ ] {_- 1 | |
) | 1 | I 1 | |
| ANTIGUA SURIMPERY | .1 51} of 5 | 11,08 |} years |5 | ! 1 | i | i ] |
| (antiqua) | | | | | | | | i | | {
[940-0002.14 \ T I l b 1 | !
] | 1 f" I 1 I |
{ TOTAL 130.5 1.42 70.9|) of 3.39 | 9.7%* | 2.44 yrs.|5.069] | 1 | } { 13,106,250]88,803 |
| AVERAGE i d.8 | | | | | | | | i i i i i
| . | | | | | | | | i | | 1272,903 | |
| 1 } | A S DR B | | i ] ] ) ]
NOTE: ‘Total Funding figures do not include Grant coponents.

SMOC:

Agribusiness Investwent:

plus Participation Fec, $25,

Mal td foods:
NOTE:

Footnotes on next page,

plus 2 percent ot gruss revenues.

Plus 2 percent of gross revemks.

00U, when Genex gross sales are equal 1o or yreatet than $5 million in any Genex Piscal Year,
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ANNEX I (5)
FOOTNOTES

In the case of intermediate financial institutions (IFIs),
the leveraging ratio quoted applies only to the Agreement
with the IFI, the main borrower. Accumulated on-lending,
which also activates use of subborrowers' own funds, will
increase the ratio by an estimated factor of 2 - 3.

Based on l80-day Treasury Bills of approximately 7.5% as of
09/30/85.

3ased on 180-day Treasury Bills plus 2 percent,.

Based on 3-year Treasury Note plus 1/10%, maximum 9.5%.

Based on l-year Treasury yield + 2 percent.

Based on LIBOR (about 8.75% as of 09/30/85 less 0.75%).

pefinition of fees are as follows:

a) Late payment/default penalty - a higher rate of
inter=st 1s charged to discourage late payment and
default: the rate is usually about 2.4% higher than

that in the loan agreement in the case of default, not
so severe for late payment;

b) Facility fee - charged the borrower for the benefits of
having a line of credit made available; runs about .5%
of loan amount and is payable shortly after signing of
the loan;

c) commitment fee - charged to induce the borrower to draw
Jdown loan funds according to a prearranged schedule, or
sooner; runs .5% per year on the undisbursed principal
balance:

d) Utilization fee - charged the borrower for the guaranty
service provided through the use of a collateral
account; ranges from about .25% to 2.0% per year;:

e) cancellation fee - charged if the bor:rower exercises
the right to cancel the loan:

£) prepayment fee - charged if the borrower exercises the
option to prepay the loan (which it might do if market
interest rates decline); intended to help AID recoup
the cost of establishing the loan.

additional disbursements totalling $1,920,000 in loan
principal and $156,121 in grant funds have been made as of

12/09/85; $47,825 in additional reflows had also been
received as of that date. Programmed grant-commitments are
higher than grant disbursements shown.



REVOLVNG FUND COMPARATIVE REVIEW

Characteristics:

General Emphasis

of Development Goals:

Mechanisms:

l.oan Structur=a:

Maturity (Wtd. Avg.)
Grace Period (Avg.)

Interest2d Rate
(Weighted Avg.)

Leverage Ratio:

FY 1984

*Commercialization
of Technology

*Investment
Promotion

- *Privatization

*IFI - AID Letters
of Committment

*Diract - Direct
Di.sbursement

6.3 years
2.87 years

10.6%

1l of 2.50

ANNEX II

FY 1985

*Export Trade
Promotion

*Capital Market
Develoopment

*Sartellite
Farming SSE/
Micro Targets

*IFI - Col~
Tateral Ac-
count
{Guaranty) via
3-Party Agree.
or [Loan Sat
Qff 'Guaranty,

*Direct =
DiL-ec* Dis-
bursemen*



PORTFOLIQ BY FUNDING

REGION/COUNTRY

ASIA/NE
Thailand
Indonesia
Philippines
Morocco

LAC/SA
Ecuador
Antigua
Dominican Republic
Costa Rica
Regional**

AFRICA
Regional **

WORLDWIDE***

TOTA

i

*NOTE:

PRE/I REVOLVING FUND
(September 30,
(Us$ Millions)

PER REGION/COUNTRY™

COUNTRY TOT. %

Uss$
Js$
Us$
us$

us$
uss$
Us$
Us$
Us$

Us$

5.75
6.10
2.35
4.50

2.80
0.10
2.00
1.00
3.45

1.25

—~ o~ o~

Us$ L.20

19%)
20%)

8%)
14%)

9%)
-%)
8%)
3%)
11%)

43)

4%

US$30.50 (100%)

1985)

ANNEX III

REGION TOT. %

Uus$ls.70 ( 61%)
US$ 9.35 ( 31%)
UGS$ 1.25 ( 4%)
788 1.20 4%)
US$30.50 (L0OS)"

RF legislation inciudes the following caveats:

1 Not more than US$3.0MM to any single project.
2. No more than 50% of total project funding of any single

project is to be provided by A.I.D.

3. Not more than 20% of RF assets to any single country and,

preferably,
fully funded.

** Tncludes Agribusiness Investment Corp.

this limit will be closer to 10% when the RF 1is

(Total $2.5 million)

estimated as split 50% each to Africa and LAC/SA regions.

**%x Multifoods Revolving Credit Facility project, worldwide,
but expected to be used initially in the LAC/SA region.



ANNEX 1IV.

REVOLVING FUND AVERAGE TERM OF FY 84 - 85 LOANS

FISCAL YEAR 84
8 Loans
SUM TOTAL OF LOANS: (S$14,500,000

Weighted Average 6.78 years
Unweighted Average 6.50 yearcs*

FISCAL YEAR 85
9 Loans
SUM TOTAL OF LGCANS: US316,000,0069

Weighted Average 4.70 years
Unweighted Average 4.5 years

FISCAL YEAR 34 - 85 COMBINED
1? Loans
SUM TOTAL CPF LOANS US330,500,0C0

Weighted Average
Unweighted Average

U W

9 vears
7 years*

-

.6
.4

* 1) The Multifoods Lcan (FY 85) is i1ncluded with a term of
one (l) year. The facility is characterized by an annual
roll-acver for a period of five (5) years.

2) FINGUASA and FINIBER Loans (FY 84) are 2ach calculza=zzd4
using a cerm of three (3) years as opposed to the ten (1l0) year
original term for each.

These adjustments account for the change in unweighted averages
previously used of 7.5 years for 1984 alone and 5.7 years for
1984 and 1985 combined.




REVOLVING FUND

ANNEX V.

Amount

Us$32,800.00
USs$56,002.97

REFLOWS
FY 1985
source
Fees
Interest
Total

Us$88,802.97

REVOLVING FUND REFLOW INVESTMENT ACCOUNT

September 30, 1985
Revolving Fund Account $72x434l
Indicated
Annual
Cost Value Income
Securities:
US T Bills
due 10/31/85 $84,204.79 $85,000.00 $6,800.00 (2)
Total $88,802.97 $89,598.18 $6,800.00

1. Minimum purchase of T. Bills is $5,000.

2. Approximate 1 year Treasury Bill yield @ 09/30/85.

Estimated
Annual
Yield

0%

8.00% (2)

7.59%



ANNEX 4

Samples of Revolving Fund Monthly Reports

Currently Produced by PRE



AGENCY FOR INTERNATIONAL DEVELOPMENT
WASHINGTON O.C 20822

APR | 4 1986

MEMORANDUM FOR PRE (SEE DISTRIBUTICN)

FROM : PRE/I, Sean P. Walsh

SUBJECT: PRE/I Loan Portfolio Summary As of April 4, 1986

ITEMS OF NOTZ:

* Changes from the last summarv are noted wizth a "#" on the
f£inancial pages and are underlined in the text, '
varticularly in the status cclumn.

* To conform with a decision made with respect tc the 1985

Revolving Fund Annual Repor%, all refer:zaces to
Intermediate Credit Institutions (ICIs) nave been changed
to Intermediate Financial Insti:utions (IFIs) as more
suitably cdescribing the varied past, preseniz, and future
institutions to which we lend - including for example,
venture capital and insurance companies.

* Disbursements of all Revolving Fun< loans 2 cats total
37,307,259.

R.F, Reflows:

interest: $139,912.,91 Cash : § 2,0C0.0°
Fees : 68,973.91 UST Bills : 222,472.28
Total : $228,8806.82 Total 22.,979.28
* Cash 1s approximate. =Zxact figures on in process giurchase
$85,200 USTBills due 10,08 '86 (maxkinc $223,479.23) not vet:
availaole.
THE INFCRMATION CONTAINED HEREIN IS OF A PROPRIETARY NATURE.
DISTRIBUTION AND DUPLICATION OF THE DATA IS PROHIBITED WITHCUT PRIOR

CERMISSION FROM GC/PRE
The next monthly status ceport will be publisned on May 2, 198

Attachment: a s
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Ms. N. Peden
Mr. R. Sonenthal
Mrc. D. Trussell

M/FM/TMD

e — ——— ——

Mz. E. Chin (2)
PRE/2PR

PRT. DT

Mr. R. Beckman
Mr. 5. Wegner
Mr. R. Anderson
M. M, Nov:.ns
Mr. J. Gelo

]
(8

ERELL

Mr.
Mc .
Mr.

S.
Cc.
d.

R.

Walsh
Chase=Lansdale
Aller '
Claeys

Loth

Martin (5)
Johnson

weliskizch
Doéscn
30.comb
Reinharde



an_ Number
099-W~002
099-W-003
281-W-001
391-T-190
291-¥-194
492-5-077*
493-T-032

493-5-040*

493-5-043*

1437-5-9C*

31l-w=063

(511-0582,/G) **

515=-5-044*

PRE/I LOAN PORTFOLIC
april 1,

pProject Number

940-0002.09
940-0002.09

940-0002.23
340-0002.13**
940-0002.33**
940-0C0Z.49
940-0002.0L**

940-0002.24

= G=-55-4076-00**

940-0002.48**

- G0D0-5087-00**

940-0002.46
940-0002.47**

940-0002.311(T)
940-0002.32 (D)

940~C002.30(G) **

240-0002.22
940-00C2.22**
940-00C2.27**
940-0002.25
940-C002.05**

240-0002.26
940-0002.36

1986

Mame

WWB 1
WWB 2

AEIBC

&yyed *x %

National Development*x
rar zast BK & Trst.
SCB**

m™al Mearc
T.M., (G)*~

Thai Danu (G)*~

Zank Niaga
verseas EXpress Ranx**

H. PATH

H. PATH

d. PATH ** -
PDC-J002-C-SS-4104-00

-

Bolivia
Bolivia (G) - Mission

Bolivia

Sud. Cafex*
“TNADE

FINADE (G)** -

Mission D.R.

ZC.~ FINGCASA
2.~ TINIBER



PRE/I LOAN PORTFOLIC

April 1, 1986
- (Cont.)
- -
M 4 Project Number Name

527-T-080 940-0002.02 Sogewiese
532-PG-001 - CER/RBI
541-7-001 940<0002.14. Antigua Shrimpery I
541-S-001A* " anctigua Shrimperwv I3
598-S-006* 94C=0002.41 cC
398-S-007* 940-0002.45 Acribusiness Invast,
898-5~003* 940-0002 .44 ~** dccion:Mizro=land, =™

DPE-2002-G-85~5C6L-0C(G) 1L /28/8S

598-5-0CO* 940-0002.52 Internazicnal Mulii-
focds Corporaicn

605-5=C45* 94G-0002.50 RMCC (Moroceo)

608-5-053* 940-0002. 24"+ WaZabani ‘Morocco) T

6L2-T~Cll $40-0002.26 ¥alaw. (Srcearnesd,

615-m-018 940-0002.53** RCI*

615-T-019 | 940-0002.12 LIK

§32-T-021,/021A 940-00G2.11 LT -CeoDn/z20b

538-W=026 940-0002 .20 ICI - Deocirech to DLT

*Tayolving Fund
** [oan/Grant doc. no. same for: Sayved; Siam Ccm. 3ank: Xenya Com. 3ank;
Subcafe; NDLC: Bank Niaga; Overseas Express Bank: Wafarzank.



PRE/I LOAN POHTFOLIO SUMMARY PROPRIETARY INFOIRMATION
(April 1, 1986) nuplTcation or dlistribution of
material strictly prohibited without tlu:

express authorization ot
A1D/DAA/PRE.

Nunber of Active loans ____'mtal bligated Aount bisbut sed Principal Interestass Neb peos e 1K
_Ioan Grant 1oan Grant _ _heceived leceived Received Recuivesd

1IFL
PCGP

Non RF
RE__
‘TOTAL, IF1

DIRECT

Non RF

I

TOTAI. DIRECT

GRAMD TUTAL
POGP

Non RF

RF
GRAND_TOTAI

Dechba ., 1}
Cutstanding: )

Funds Authorized, But)
Not Cbligated: )
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ol. Water
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(nrp.s*
Nlaga““/

(w. Ex. Bank*#”
hal Danuse
Bce s .
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AID/OAA/PRE.
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Interest fueos icy
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LOAN PORITOLIO SIMMARY

Disbursements

1oan —_Grant

Loan

Gant

Thal Meates "//
Sub. Caf.** .
TOTAL_DIRECT
GRAND TOTAL

et b

Apc il 1, 1984

PROPRIETARY INFORMATION
puplicatlon or distribution of this
mater fal stoictly prohibited
without the expcess suthort ization ot
ALD/DAR/PRE.

feceipts

i Tncljal

Intervst Fues iy



: PROPRIEFARY INFORATION

PHE/I LOAN PORTFOLIO Funding sourcel Duplication or dlstsitution
(Mx 1) 1, 1966) 103 - {Mrib.)l of this material strictly
104 = (ialth)| hibited without the cxpress
1. FINALIZED LNANS 106 = (SbAa )| authorization of AID/EAA/PML.
A.  INTERMEDIATE FINANCIAL INSTINIFIONS .
]‘ FROJECT FINANCING ]ﬂnmm!mgg]@}_‘gﬂ_ars 4"" “DESCRIPTION _!m-.vﬁﬁw-m' TPACT] STATUS T
¥

|POGP 02222,

|Royal Bank Jamaica
jGuaranty . 532-pG-00)
| Jamaica) .

lproject Mot —-—--
|auth., pate: 7/13/83

HA

|siam Commeecclal Bank
lioan 493~-1T-032

| fihailand)

|

Iproject No.: 240-0002.0)
{auth. Date : 09/15/82

(C-1.

{sogewlese (pasing, SA
ltpan No. 527-1-080

| (Peru)

{

Jrroject No, 940-0:02.02
{auth. Dates 9/27/02

e e e e e e ———————

- emy G ma S YU Gm - o



PROPRIETARY I[NFOI®MATION

- 14 - puplication or distribution ot
this material strictly prohinbiated
PRE/I LOAN PORIFULIO without the express autismr izatton
{(ApcI1 1, 1986) of AID/DAA/PRE.
II. LOANS IN PROGRESS (POST IOP)
A. INTERMEDIATE FINANCIAL INSTITUTIONS
: PROUECT & BORROWER FINANCING 1]nmnmr‘.] TERMS 1 DESCRIPTION [DEVEIOPMENT TMPACT] STATUS & ACTION |
| ! N | T '

j{Jamaica Private Sector Trade
|Financing (Jamalca)

} .
|Project No: 940.0002.35

5

| TRAFCO Export Finance

| (Regional NE/ASIA)

|

|Project No. 940-0002.51

cC-L

polivia rCGP
{Guaranty)

v o — o ——— —— — — - ———— —— — ————— —— — q— — —— — ———

——————— —— — ] S — ———— ——y —p—— —




PROPRIETARY INFOIMATI(N

- le - muplicatlon or Alstribution of
this material strictly prahinbitd
PRE/I LOAN PORITULIO without the express authu izut ion
(Apcll ), 1986) of AID/DAA/PRE.
111, LOANS DBOBLIGAT(D :
A. INTERMEDIATE FINAICIAL INSTITUTIONS
| PROJECT "FINANCING Tnnmm;!mujmm! cps_ [ __ DESCRIPTION "I DEVEIOPMENT TMPACT] STATUS T
4 L) ’ ) )

)

lt.ife of Jamalca, Ltd.
{toan No. 532-T-02)1 and
1532-T7-021A (Jamalca)

|

|

|Pcoject No. 940-0002.11
|auth, Dates 12/28/82

[
=

jtatin Caribbean Investmente
|Loan No. $38-W-026

| (Panama-based Catibbean)

|

|Project No.:  940-0002.20
{auth. Date: 09/29/83

|

b o s e . G - G VM g S g— — S gy ——— —

o
=




IV. PRAJECTS IN PREPARATION (PRE-10P)
A. INTERMEDIATE FINANCIAL INSTITUTIONS (OONT.)

-17 -

PRE/1 LOAN PORTFOLIO

(Apc 11 1, 1986)

PROPRIETARY INFOIRMATION
puplication or distribution of
this material strictly pcobibitusd
without the express authorization

of AID/DAA/PKE.

| PRAJECT & BORROWER

DESCRIPTION

DEVELJPMENT IMPACT STATUS & ACTION

|
{p1SO Bank, (Philippines)
|SMSE Trade Finance

oc-L).

fotable Water Loan Fund
(Guatemala)

QT Dairy Plant
(Panama)

HA

|
|
|
|
|
|
|
{
|
' .
| HA
|
}
|
|
I
[
{
1
I
|

|Sencgal Rehablilitation |
IProject |
| (Senegal) |
| |
| SeM|

FINANCING TFOIDING |
I f




ANNEX 5

Project Meeting Agenda



MEETING AGENDA OF 6 JUNE 1986

briefing by MSI on findings to date and issues arising
from our initial work;

discussion of alternative objectives for the system and
‘their implications in terms of audiences served and
level-of-cffort required to operate them, Issues
include such items as:

- nature of the development objectives to be
assessed

- implications of case study, sample, purposive or
complete coverage of cases for ecvaluation purposes

- nature of, and necessity for, information on sub-
projects

- possible innovative approaches to collecting the
necded data

- format and frequency of regular reports to be
produced.



ANNEX 6

Descriptive Profiles of Current
Monitoring and Evaluation Systems

of OPIC, IFC, SBA, SBIC and the World Bank



OVERSEAS PRIVATE INVESTMENT CORPORATION

BACKGROUND

The Overseas Private Investment Corporation (OPIC) is a federally
chartered corporation to encourage American business investment
in the developing world. OPIC provides insurance against
political risk, loan guarantees, direct loans to small businesses
and cooperatives, and a number of investment encouragement
services to businesses owned by U.S. citizens.

ACTIVITIES

OPIC provides service tc approximately 140 projects per vyear;
about 25 of these will be financing with the remainder insurance.
Of the 25 financing projects, 18-20 will be guarantees to lenders
and the remainder direct loans.

OPIC is a self-sustaining agencyv, and receives no public funds
beyond the original start up appropriations. It has recorded a
positive net income since it began operations in 1971 and has
reserves in excess of $800 million.

OPIC will participate in joint financing programs with other
agencies such as the Export-Import Bank, world  Bank,
Tnternational Finance Corporation, Inter-American Development
Bank, and other similar institutions.

The amount of support to projects vary. Insurance can be as
high as $50 million with the median about 310 million.
Guarantees range from $1 million to 320 million. Direct loans

range from $100 thousand to $3 million.

The active 1loan portfolio {guarantees and direct) amounts to
approximatelvy 100 cases totalling approximately $330 million.
The average maturitv of the loans is 7 vears. Repayment 1is
generally on a semi-annual basis.

REPORTING REQUIREMENTS

The basic data on all loans and guarantees is computerized, and
the performance is monitored monthly. Quarterly financial
reports and annual audited financial statements are required from
all borrowers. The financial data is computerized for monitoring
purposes.

Loans past due beyond 90 days are considered in default and
interest 1is no longer accrued. Payment requirements on such
loans are often restructured in a workout review. All problem
loans receive a site visit to ascertain the problems and to
develop a workout solution.

The loan information on each borrower provides the basic data on
the loan, country, sponsor, authorization amount and date,



disbursement amount and date, and the current status. Summary
information from the financial statements of the borrower is
computerized with comparison from period to period and certain
ratios calculated. Information on servicing actions is main-
tained, including information on site visits.

This basic data forms the base of a series of summary reports
prepared monthly, quarterly, and annually.

EVALUATION

In addition to the financial monitoring and evaluation, the
development impact of the program is measured. The major
development aspects reviewed are the displacement of United
States employment and exports. A sample of about 35 projects is
selected each year. (Partially on a random basis, with inclusion
of orojects determined o be in "sensitive" industries, and
projects aimed at economic development of the host country). In
the 35 cases, the project is requested to submit a form which
updates the application form, and a site visit 1s made to the
facilicy.

OPIC submits a Development Report to Congress annually,



INTERNATIONAL FINANCE CORPORATION

Since the IFC's founding in 1956, it has funded over 850
projects and has a current portfolio of over 400 projects. The
portfolio of 3.5 billion U.S. dollars contains a wide variety of
clients and financing methods, with 197 of the total coming from
capital markets/financial services sectors of developing
countries, Although affiliated with the World Bank, the
International Finance Corpoeration promotes economic development
through private investment by dealing directly with private
businesses.

Information is received daily from DFC's arouad the world by
the Reporting Control Office of the IFC, This financial
information is entered into a computerized system which produces
Monthly Management Reports £or use by the DFC's. The I[FC
primarily uses information supplied by the finencial
institutions, making only occasional requests for data.

A quarterly financial statement 1is developed by the
[nvestment Department of the IFC from the information supolied.
[t covers such areas as the balance sheet and income statements,
arrears, etc. The goal of both the monthly and quarterly
financial reports is to 1) provide the IFC with the needed
financial information and ) implement the tvpes of financial
management tools that a DFC needs in order to effectively
operate.

The average IFC loan officer has 4-6 projects and is
responsible for producing a annual supervision report on each of
these projects. The supervision report is a one page formatted
summary of the status of the project. Froem this infurmacicen A
annual report of the portfolio is developed and resviewed by the
Board.

The IFC's approach to evaluation is on a project basis.
Projects are primarily evaluated by financial criteria, since the
IFC is externally accountable first for the financial performance
of individual projects and the portfolio. Only after this has
been sufficiently clarified does the Board review any possible
development impact.

For the IFC, development impacts are most thoroughly
examined in the completion report. Developed 12-18 months after
industrial/commercial operations begin, the completion report
determines the foreign exchange rate and the economic rate of
return bv the loan. Oftentimes, the borrower decides to go for a
Phase II with refinancing. When this is the case, the IFC
prepares a new appraisal report and does not perform a completion
report.

The IFC has also performed evaluations for the mining,
textile, hotel and cement sectors based on its previous loans in
these fields.



One of the more interesting features of the IFC gystem was
its role as a financial management consultant to the intermediate
credit institutions. The IFC provides technical assistance to
local institutions in the establishment of systems (accounting,
management and financial) and other problems 1leading to

inefficient operationms.



SMALL BUSINESS INVESTMENT COMPANIES

BACKGROUND

Small Business Investment Companies(SBICs) are licensed and
financed by the Small Business Administration (SRA). SBICs are
privatelv owned and operated venture capital firms making loans
and equity investment in small businesses as defined by the SBA.
SBICs can obtain long term financing from SBA equal to twice (and
in certain circumstances) three times the paid in capital. The
financine 1is usuallv for ten to fifteen years with no princinal
amortization and no specific collateral. Interest rate is at the
cost of funds to the Government olus one-half of one percent,

REPORTING REQUIREMENTS

SBICs must file with SBA each vear audited financial statements
on a form specified by SBA. The repcrt includes schedules of the
investments in the portfolio <2iving specific information
concerning the status of the investment. 'n addition, 1if the
SBIT is requesting financing from the SBA, thc financial state-
ments and schedules (unaudited) no more than €C days old must
accompany the request.

EVALUATION

The legislation authorizing the SBIC program requires SBA  to
examine each SBIC or an annual basis. This examination is
similar tc an audit and is performed at the business office of
the SBIC by examiners emploved by S3A. The examination inciides
visits to selected oportfoiio firms, The examination seeks
information on the sractices of the SBIC in terms of meeting the
legislative requirements and to determine the finaacial viatility
of the SBIC. The examinat-on is reviewed bv the Investment
Division of SBA and aporopriate acticn taxen.

COMMENTS ON THE FINANCING OF SBICs

SBA provides long term loans to SBICs. The funds are used bty the
SBICs to make loans or equity investments in small businesses.
Successful operation requires the SBIC to keep its cash resources
invested. The SBA financine does not require principal
amortization because the SBIC reguires flexibility in making its
investments and should not have to structure its portfolic of
investments to meet the amortization requirements »:I it=
financing. Successful SBICs remain fully invested and when the
due date of the SBA financing occurs does not have the available
cash to repay. As a consequence, SBA generally refinances the
loan to avoid the reduction of the size and activity of the SBIC.



SMALL BUSINESS ADMINISTRATION (SBA)

BACKGROUND

The Small Business Administration was established to '"support,
assist and protect small business”". Small business is defined in
the legislation as "independently owned and operated, and not
dominant in its field". SBA has interpreted "independently owned
and operated" to mean that the major oswnership of the business
must also be involved in the management of the business. Size is
established by SBA and is dependent upon the industry in which
the major porticn of the activity occurs.

CINANCIAL ASSISTANCE

A major activity of SBA is providing financial. assistance tc

small businesses, both through direct loans and through
participation with lending institutions, primarilvy commercial
barks. Direct funding from appropriations is very smali; the

pulk of the lending activity of SBA 1is through deferred
participaticn or guarantee of loans.

SBA wiil guarantee up to 907 »f the loan made by 2 varticipating
lender to a small business or 3$500,00C which ever is less. The
participating lender provides all of the funds for tae lcan.

The guarantee is a default guarantee. If the borr~wer fails to
make schduled pavments and is more than 60 days nast due, che
participating lender has the right to request S2A to purchase the
guaranteed gportion of the loan. Upen purchase of its portion,
SBA either assumes the servicing of the loan or agrees to permit
the lender to service the loan. Any workout or liquidaticn cf
assets is subject to SBA approval.

QUALIFICATION OF PARTICIPATING LENDER

SBA has established certain criteria for qualification of lenders
to participate in the financing program:

A. Capability. The lender must possess the continuinag
capacity to evaluate, process, close, disburse and service
commercial term and other loans that SBA has authorized to be
made. This capability is deemed to exist when the participants
operations are conducted by persons possessing the abilities
listed. The participant must hold itself out as engaged 1n
making such loans and have an office accessible to the small
business community,

B. Good Character and Reputation. The iender must possess
good character and reputation, and is deemed to have such
characteristics if holders of 90% of the equity of the lending
firm, and the members of the management of the lender possess
such atctributes.



C. Supervision and Examination. The lender must be
regularly examined by a state or federal chartering, licensing or
similar regulatory body. Commercial banks and savings and loan
associations because of state or federal charters or licenses are
assumed to be eligible to participate with SBA. Lenders other
than banks and savings and loan associations must demonstrate to
the satisfaction of SBA that they meet the qualifications for
participation. In certain instances, SBA may agree to
participate with lenders established for the primary purpose of
participating with SBA if such lenders also agree to submit to
examination and supervision by SBA.

REPORTING REQUIREMENTS

In general, prior to the disbursement of a loan, SBA must reviaw
the application and approve it. Certain lenders which have
participated with S3A in several loans and which have a
satisfactory default rate, are authorized by SBA to approve and
cisturse loans without the orior approval of S3A.  The guarantee
for such loans 1is limited to 73%. The apolizacion must be
turnished to SBA at the time of the approval. tach disbursament
‘inder the loan agreement must be repcrted to S3A.

Quarterlv, SBA generates a comcuter schedule of the 1loans
outstanding for each lander, indicatingz the current status cf the
loan as snown in the reccras cf SBA. This schedule is sent ©9
rhe lender for verificaticn a23d for changes in sratus, 2nad
rezurned to SBA.

3asic iata on the fira; 1incustry, exmployment (current and
anticipated), 1iocan size, interest rate, maturity, guarante=
amount, etz., are gathered from rthe application. Fortiolio ‘ata
such as rnumber and amount of 1icans current, delinquent, in
defsult, and in liquidaticn 15 aevelocped e2ch month as an
interral document 12 SBA for manazement purposes. Jata «cn
itenders such as number iand zmount of loans made per yvear, aumber
in default, and number ard amount of repurchases by SBA is
nrepared on a quarterly and annual basis.

No regular scheduled followup is made on the success and growth
of the small firms financed by SBA. On a periodic basis, samples
are taken and information developed to measure the impact of the
programs.

SECONDARY MARKET

Under the guarantee program, cthe participating lender must
provide all the funds for che loan. Smaller lenders and lenders
with high loan to deposit ratios are often not in the position to
provide all the funds. To assist the 1lenders in obtaining
funding, SBA has established a secondary market for the
guaranteed portion of the loan.

Essentially, through ctri-partite agreements, SBA permits the
severing of the guaranteed portion from the loan and its sale to



investors. The full faith and credit of the U.S. Government
attaches to the instrument representing the guaranteed portion of
the loan. Consequently, the investor bears no credit risk and is
willing to accept a lower yield. The loan to the small business
is at market rates, (up to 2.5Z above bank prime rate). The
spread between the loan rate and the yield required by the
investor enables the lender to increase its yield on its retained
risk and to pay the costs of marketing the guaranteed portion
through the investment community of broker-dealers.
Approximately 30%Z of the loans guaranteed by SBA are subsequently
sold in the secondary market.



PROJECT EVALUATION AT THE WORLD BANK

BACKGROUND

The World Bank provides financial and technical assistance to
developing countries throughout the world. Financing is provided
for projects in the private sector and supporting the private
sector, but such financing is done through the host government
which is the borrower from the World Bank. Generally, the loans
from the World Bank to the government is on a concessional basis;
financing to the ultimate recipient may be on a commercial or
market basis.

ORGANIZATION

The World Bank is headquartered in Washington, D.C., and 1is
organized on a regional basis. [n general, the World Bank dces
not maintain a mission in developing countries, but rather
provides the assistance and service through periodic supervision
visits by Washington based staff.

PROJECT DEVELOPMENT

A detailed project document is developed at the time of approval.
In that document, as related to assistance to development
financing companies (DFC) or to private sector enterprises,
projections of the development impact are made. These include
number of employment opportunities, number of firms to be
assisted, foreign exchange impacts, rates of investment and
economic return, export and import impacts, value added, changes
in import restrictions and similar elements.

The project documentation will require the recipient to provide a
quarterly report on activity, and an audited annual financial
statement. In the annual audited statement, the auditors are
asked to comment on the specific World Bank requirements in the
projects. In the case of a DFC, the annual report will be of the
total activity of the DFC and will include a separate comment on
the portion of the activity represented by the World Bank
financing. To meet the requirements of the World Bank request to
the auditors, the DFC 1is required to maintain data on the
subprc¢ jects suppported by the funds provided by the World Bank.

PROJECT EVALUATION

World Bank personnel visit projects on a periodic basis (3-4
times per year) on what is termed '"supervision". On these
visits, record keeping and report development and preparation are
reviewed, as well as the activities of the firm as it relates to
the projected activity in the Project Document.

The quarterly reports and annual audited reports are monitored in

Washington and problems commented on and discussed. A system of
requests for, and followup on the reporting .requirements is
maintained. Deviations from the projected activity are generally



evaluated on the next supervision visit.

At the end of the project (usually eighteen months after
disbursement), an evaluation of the project in terms of the
original project is performed by the Regional staff.

The end of the project report is reviewed by the management of
the Region and is then sent to the World Bank evaluation
Division. This division functions somewhat like an auditor. Its
role is to review the reports, determine the lessons learned, and
to provide recommendations fore changes in this or other similar
projects. Its preliminary report is furnished to the Region for
comment and the final report is sent directly to the 3oard of
Directors of the World Bank.
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FINANCIAL AND COTHER REPORTING REQUIREMENTS
CONTROL AND SUPERVISION DOCUMENTATION FOR
DEVELOPMENT FINANCE CORPORATIONS

INTRODUCTION

The purpose of this guide is to outline the basics Scr con-
trolling financial and other raporting requiraments that have bYean 2stad-
lished in the iavestument agreements a Deveiopment TFipnance Corzoratica has
contracted.

Its intended use is as follows:
(a) wWithin IFC
ind

acy

Investzent officers new to DFC investments will ¢
this guide particularly usefil when assessing the adegu
of the existing or oroposed Reporting Requizement and
Supervision Ccrntrol Systems of an IFC investment.

(b) OQutside IFC

The guide will assist IFC Inves:ment Officers in zases
where local DFC wmaragement has little or no experience of
strong control systems. The guide outlines & successful
system which JFC managements could adopt For their own use.

However, it is extremely igportant to cote :hat %he
guide only provides illustrative outlines of a sournd and
successful system, and examples of the docurentation ce-
quired to support it.

Great care therefore must be taken to tailor, in a
practical manner, these illustriative models to the require-
ments of the particular DFC under consideration, and %o
ensure that its management and staff fully understard what
is involved acd what is required of them.

The guide covers tae receipt of reports, ‘their review by in-
vestment officers and the subsequent fcllow-up of matters arising frem
these reviews.

It also covers the wider aspect of the supervisicn of irndividual
projects with suggestions on how to control this task.

The Guide has been divided into two par:s:
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A. Financial Reportizg Reauirements Contzol (3lue pages)

This aspect is of prime importance as without it the second,
stage—supervision of iadividual projects——cannot bYe conducted effec-
tively. This section covers controlling the reports and documen:s :that
each proiect in the portfolio is required to submit to the DFC at regular
intervals ia accordance with the stipulations of its iavestaent agrea-
ment. The greater part of thege will be periocdic financial statemen:s,”
including annual audited financial statemen:s. Secticn 2 of the Guida
outlines a simple provea manuai ceporting control system which is illus-
trated by aneans of flow ckarts. The kays to the success et sucz a sys-anm
are: '

1. Maintenacce of sroject reporting contsol cards on a daily
basis;

2. izmediate follow-up at each conth-end of delizquencies, an

3. presentation of a report on overdues %0 Management witiiz a
faw days of each zonth-end.

The initial follow-up of overdues, which s a routize zasxk,
sbould e cenzralized to reduca costs ard improve efficiency, :tu:l t2e
cesponrsilility for delinquencies exc¢eeding two zon:ils should be zass
the appropriate Ilavestment 0f<icer for zore active follow-up.

3. Supervision DJocurentation (Tellow pages)

The dccuments and systems outlined in this secticn are ia
to provide a broad ovesview of the bdasics Jor adaguat2 supervi
These can easily be adapted to the z2eeds and cirsumstances of dif
Develcpment Finance Corporations.

The outline covers:

1. The maintenance of adequate racords to demonstratae that
active supervision has taken place and to provide the neans
for planniag future supervision (Zxkidits 4-14) i/

2. The raports necessary for Zanagement 0 control sucervisicn
activities (Exhidits 15-16) i/ -

The basic, simple method of supervision control outliged in ki
guide is based upon a sroven system for a development finance corporation
vith 350 investments in its portfolio. Each developrment finance csrpora-
tion will naturally usa the operating procedures of the countsy iz whick

1/ Exhidbits are tagged.
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it is based, but the basics outlined here, appropriately modified, should
be followed if meaningful, controlled portfolio supervision is o be
achieved.
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FINANCIAL REPORTING CONTROL
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Flov Diagrams (Exhibit 1)
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[l1lustrative Reporting Requirement Guidelines

Instructions for Reporzing Coatrol Cards (Exhidit 3) °
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FINANCIAL REPORTING REQUIREMENTS .
INTRODUCTION
Investment agreements should stipulate varicus fizancial and -

other reporting raquirements. The basic requirements usually are:

Quarserly Project Pzogress Reports (uatii the grojec: is czsm-
plete and operaticg)

Quacterly Firancial Statements

Annual Audited Financial Statements (including auditor's mazage-
znent letter)

Iaforaation on extent of insurance cover
Notice and Minutes of dicesctors' and sharerolders’ zmeet:ings

Some iavegtment agreemects, “ovever, stigulate special referiizg
requisements wvhich can coves such araas as:

Monthly Proiect Pregriess Repores

Mont:ly Fizancial Statements

HMore fraquent audited fiadncial statemen:s

Appraisal reports on depleticn of miniag deposits

Details of inter-group sales/pucchases/transactions, etc.
Audited financial statements from lessors, guarancors, etc.
Audited consolidated financial statements

Reports showing percentage of nationai and jon-naticaai company
cwuership .

Exvibit 1, in flow chart form, outlines a system to control (a)
financial reporting requirements, (b) the review of finaacial statements
and other reports, arnd (c) wvarious actions to ensure compliance wita
investment agreement reporting covenants. Ideally coantrol over iacoming
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reports and initial follow-up of delinquent reports should be handled Dy
a staff member irndependent of the Investment Departzent. In the follow-
ing flow charts this person is referred to as the Portfolio Records
Assistant.

Exhibit 2 illustrates a typical rceporting requirement lett
with illustrative financial reporting requirement formats shown in Annex
I. These formats should be tailored to the needs of particular projects
and to the procedures of the country. However, prompt, adequate
financial reporting is not only essential to a development f£inance
corporation but also to the management of the company iavested in, if

that company is to be operated efficiently.

Exhibit 3 provides examples of financial reporting contrcol
cards. These cards are used for logging receipt of financial statements
and other reporcs received from the corporation’'s investments and foz
initiating follow-up of delinquent reports.
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Step 8

The Portfolio Records Assistant
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and other reports.
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Step 10

The Portfolio Records Assistanc
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Step 12

Portfolio Records Assistant sends
reninder letter zo projects which are up
to> 30 days delinquent with financial
statements or cther reports.

Scer 13

Portfolio Records assistant sends
telex reninder to projects which are up
ro 60 days delinquenc with financial scaca-
ments or other reports.

Step 14
sl ——

Portfolio Records Assistant sends ko
Investment Department a list of projects
that are up to 90 days delinquent with
financial statements or other reports as, at
chis stage, follow-up responsibility should
pass to the Investzent Deparcment.
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( InvescmeéE) 7
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Scep 19

Investment Officer, when appropriate,
sends quarterly financial statements and
other report reviews to the Investment
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Step 20
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Sten 23

At donth-end Investx=ent Departaens

Manager receives from Portfolio Records
Assiscant a mcnchly status report showing
overdue:

a. reporting requirament lectars
3. financial stazecents and aghar

repores
4inancial stavement and other --

report cavievs.

Ce.

Scep 24

Investment Departxusnt Manager circulates,
wichin the Investment Dapartmant for actiod,

coples of the following raeports:

a. ovardue reporting raquiremant
lacters .

overdue financial stacemenrts and

- other reports-=

overdue financial statements and
octher report reviews

outstanding macctars requiring fo

Invcs:m@nc
Dant, st.

Portiolio
Rec. Assc. .

Receivas i

Qverdue /S | |
& other :ec:J-J
4#:3
Jveriue Re-

 corting le-

Quirezent ,

0/S =zaczars
rqu}rin
Overdue
Reviaws
“Overdue /S
and other

! raports
‘;Circulacag /. Jrerdue e- |~
%n Invest- | pcrtiag e~
oent ‘

licw-up

reportad in previous financial.statem

bl
ment and ocher raport reviaws.

*This report could be issued on a quarterly basis.

quirensnt
Lettegs



={HI3IT 2
Page 1

REPORTING REQUIREMENT LZTTER INSTRUCTIONS

Normally, shortly after an iavestment agreement nas been signed,
the investment officer should prepare a Reporting Requirement Letzer (see
attached) noting therein the appropriate conditions laid down ia the
investment agreement covenants. Accompanying this letter will be a set
of [llustrative Financial Reporting Requirement Guides (Amnex 1).

It is most important to ensure that the oroject accountant/
finance manager fully understands these requirements. [t may be neces-
sary to provide assistance in adapting these requirements to the proj-
ect's current managemen:t iaformation system. Considerable atctention
should have been paid to ensuring that the project's cost accountiag,
financial accounting and information systems are adequate, and that suis-
able calibre staff are available to operate them. If these systams and
the staff are of acceptabie standards - then no difficul:y should be
experienced :n adopting appropriately modified financial ravorting
requirements as outlined in the Illustrative Guides (Annex 1). I[f the
systems are not to acceptable standards, prompt steps will be aecessary
to remedy the sitvation. )
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fage 2
Re: FPinancial and Other Reporting Requirements
Dear Sirs: -
Section of the Agraecent
dated vith (Proiect name) . __ requires ‘iat zes-
tain pericdic reports be forvarded to us. The purpose of :ais latzer is
to explaia these reporting requirements and to offer zuide.izes or zre-
paration of cach of the reports. General guidelines are ou:zlized :n zhe

enclosed Financial Reoorting Requisements pamphlec.

1. Annual Fiaancial Report (Audited)

This should bte submitted a8 soon as available but hefore cre hbundr-ad
twenty (120) days followiag the financial year-end of the Cocmpany. we

understand your Company's year end is - , azd we lock
forvard to receving the audited Fircancial Pagort Far ke  yea:
ended . (See Ancex 1, Iliustrative Fisancial
Reports).

We shall forward a copy of the Financiai Reporting Raquireman:s
pamphlet and Annex 1 to your auditors, for their guidaace in reportinz 2n

the fizancial statameants of your comvaay.

We would appreciata your secaizg us copies of aay commumicarions sencs
by the auditors to tke Ccapany or o5 its zanagsenen: ia ralatica 25 :xe
Company's accounting systems and inzermal control procedures.

2. Quarterly Financial Statements (Jcaudited)

Within sixty (60) days aftec the end of eacl quarter of :he Finac-
cial year, beginning with the quarter ending , we would
like to receive financial statements of the Company in a Sorm substan-
tially as set out ia the attached Illustrative Quacterly Finamcial State- ~
oents (Annex 1). Of course, until cperations commerce, only :ie Yalanca
sheet will be necessacy. - -

3. Project Progress Report

Copies of forzs for the preparation of the Project Progress Repc:ss
and ingtructions for ccampletiag them are attiached (Arcex 1). Forms A, 3
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and C have been partially coopleted to reflect the project budget and
financial plan as shown in the _ Agreement. ror Form 3,
we have listed the Fixed Assety classification as used by us at the tize -
of our investment.

We would appreciate your completing the forms and tke other par%s of
the report, and returning them to us with the firancial statemen:ts frcm
the quarter ended .

4. Notice and Minutes of Shareholders' Meetings

Copies of the notice and minutes of all shareholders' aseetings, as
well as other communications with shareholders, should bte forwarded as
soon as they are available.

S. Insurance Information

Within ninety (90) days after the end of each fiscal year, certifi-
cates from the Company's insurer or insurance broker should te provided
confirming the insurance cover currentiy held by you. At this time, we
would appreciate receiving a list of insurances and a copy of the =ajor
policies carried by the Company (such as Contractors' All Risks
ingurance; Ocean Marine Cargo Insurance, Third Par%y Liability ard Ialand
Transportation Insurance).*

e e % R Ok

Please send four (4) copies of :-: reports mentioned in Items 1
thkrough 5. We need trese reports for cur quarterly and annual reviews of
the project and their prompt submission v:ill be appreciated.

Please do not hesitate to reques:t any further clarification or
assistance needed in preparing the reports. In the zeantime, kindly
acknowledge receipt of this letter by returning the enclosed copy, signed
by an officer of the Company.

Yours very truly,

Invegtment Officer

Enclosures -

* Note: These are coverages for projects under cemastruction. For com-
panies already in operation, examples of major policies include Fire
Insurance with Extended Coverage Endorsement, Boiler and Machirery
Insurance, Third Party Liability and Businass Interruption Iasurance.
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REPCRTING CONTRCL CARD MSTRECTISNS

It is igperazive that thase be upcatad daily f£ar all rcegorts and
docuzents ceceived #rem investzents. As soon as racaist of a day's

report and documents have been logged, tkea Portfolio Recsrds Assistan:
fizers for raview.

should ensure their proper distridution %o Iavestzent Cffizer

Qeporting control cards could be :ia a differan:t format frzm that
illustrated, Hut thkis outline used :in soniunction wiia zazdax ravs” nas
tmant3 zandlaed v Jne

Jravas sacisfactory ia graciice Zor up 2o 350 iavaestmer
2ortfoiio Records aAssistans:.

(3]
o
[

Tha2 types 23¥ ragcrt illustrited on Jgecia. Rezar:t Cazi vl

00’

maturally vary €roo orojact 0 drolec:.

* Thega :rays allow easy access and are frequently usad Yy iadusizial
=

and commercial concerzs for ioveantcry cecerd 2azis.
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SUPERVISION DCCUMENTATION

INTRODUCTICN

Once a developwent finance corporation (DFC) has entered into an
agreement to provide ficancial asgistance to a project, it is essential
that it keeps the project under constant review. Altbough it will not be
possible to obtain complete protection for an ipvestoent, adequate super-
vision will provide indications of impending problems and should provide
tioe in which steps can be taken to control or eliminate such problems.

A sound, wvell thought-out suparvisicn system is the cethod for
achieving thig goal. Section 2 of this Guide presented a systen for con-
trolling the receipt of financial and other reports that each investment
in the portfolio should send to a DFC on a regular bagis. These reports
are the essential bage to any good gsupaervision system.

Section 3 oow takes this a stage further and coversg the prd-cessing of
thete reports and other measuras essential for ensuring adequate super-
rigion. : ) . :

The first step arfter signature of a loan agreement ocr zaking an
equity investment is to open i1 Project Supervision Fila (Sxhibits 4-5).
Thig file will then constituta tha DFC's record of tbe supervision
performed on the project. Copies of reporis, docusmantation of reviews
and follow-up on matters arising vill be recorded here, and the Fila will
be used for such tasks ag, planniog future supervigion and reviewing tle
DFC's portfolio for loss reserve purposes. It is esggsential that these
files be maintained up-to-date ind ba considered by [nvestment Officers
as a valuable tool in carrying out their project responsibilities.

.o BV LT - . - ’

The second gtep ig aa annual on-gite vigit to . .the project. Raeviewing
fipancial and other reports at Corporate Zeadquarters goes a long way
tovards monitoring an investzent, but to obtain a proper fecel of a proj-
ect's progpects, and to obtain icpressions of the project not available
in reports, an annual ca-gite visit is recomended. Such a visit i3 best
if it takes place sbortly after receipt and review of the project's
. apmual - audited financial statements. Following the visit the Annual

Supervigion Report, or in’ the year after project ccrpletion, the Comple-
_ tion Report, should be written and subaitted te the DFC's Management
(Exhibit 5 coataing illustrative outlines of thase reports). e

R R SR N R o 3 S-SR N i i R ) . T .
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- . ‘fhe third step in the Systes is to coordinate the above activities
and to ensure that all projects are reviewved annually. Thisg will be
- achieved by means of 2 Supervision Work Programme. (Exhibit 13 provides

‘an ilYustrative outline for guch a programme). . - T -
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e o e . . . h ot ’ ERSE .
e - - Y - bt PR - U8 W TR . N R XL e e PROPIE



1-2‘3

The fourth step is the DFC Managerent reviav of the performanca of
projects in complying with the - terms of their igovestment agresments.
Such a review would, in the case of substantial, establisked DFC's,
corzally be pnrfcmnd by Management. Howaver, in the case of new or
small DFC's it is frequently the Board of Diractors which carries out the
review. This latter situatica is common with maay IFC OFC investments.
Exhibit 16 illustrates a Monthly Portfolio Report which provices
iaformation on the status of projects, repor:s, etc. received frcm them
ind revieved by tha Lnvestment Offficer. It a3lso covers reports, efc.,
vhich are overdue, and those reports vhich have bdeen received by the IF7,
Mt vhere tha Invest=ent Officar's reviev has yet %0 be complerad.

I£ the basics cutlined in this section are follcved, a develcocen:
finance corporation sbould de in a posn:mn %0 exsrcisa ccoper conicol
over its portfolio.



EXAIBIT &

INSTRUCTIONS FOR_PROJECT SUPERVISION EILE

As mentioned earlier the project supervision file plays an iagportant
role in the supervision system. To perform this role, it ig essential
that the Investment Officer responsible for the project keeps the Project
Supervision file constantly up-to-date.

The €ile forms the record of supervigion performed by the DFC on each
of its investzents. It also, for example, forma the base for planniag
future supervigsion work, for controlling each investment's compliance
with its investment agreement covenants, for the transfer of project
responsibility from one lInvestwent Officer to another, for providing
training material for new Investment Officers and for raviewviog the 07C's3
portfolio for loss reserve purpases.

The Investment Department Manager and/or the OFC's Internal Auditor
should periodically review Project Supervision Files to ensure that
adequate supervision is being carried out in line with Corporate policies
and procedures. Particular attention should be paid during -hese raviews
to queries, problems, oon-coxpliance with covepacts aed other aatters
raised by Investoent Officers during their reviews and other work, to
ensure that thege have heen satisfactorily followed up and rasolved.

The project supervision file skould be opened shortly after “ze
investment agreement is signed. The attached I[ndex illustrates the con-
tents of a typical Project Supervision File. Also attacked are illustra-
tive examples of scme of the items usually found in a supervision file.
The Investment Summary should te filled out as far as possidble vben the
file is opened and should be updated, usually at least on 3 quarterly
bagsis or as the Investmeat Officers carry out thair duties. This sumnary
would also be updated when attached to a supervision or completion report
that is being presented to the DFC Management for review. The Comments
Column on the Index should be used to indicate why a certain item is not
in the file and for other explanations that might be cecessary from time
to time. . T F o -l e

. o, A .
. v - -
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INVESTMENT SUMMARY

SPONSCR(S) : Investment No.
Board Dats
TECENICAL PARTNER: Investment Agreement Date.

Estimated Completion Date
Company Financial Year

PROJECT DESCRIPTICN

PRODUCTZON CAPACITY (units per year)

Principal Products Projec® Existing Oparations
— 3

PROJECT COST

Original Revised Zstimates Actual
droiaection (latest renor: daz2)

Tixed issets
Pre—operating
Expenses
interest during
Constructicn
Workiag Capital
Other

Total

FINANCING

Gross long-tera
debt
Your Corporation
Other

Equity
Your Corporation
Others

Total
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INVESTMENT SQMMARY

ORIGINAL INVESTMENT

Qutstand:ng
at 1o

—a

ltoan Description (amcunt, rate, “erms, izportant Featuraes)

iquity Cescription (amount, features, opcions, e%2.)

JISBURSIMENT SCHEDULD

Original Revised Zstimates Actial
Istinate i *)
aitial Drawdcwn
Subseqguen: Jravcowes
Tully DisSursed . )

MAIN FACICRS 70 WATCH DURING SUPERTISICN

{This section skould contaia iaformation on 2atzars 97 :oncern 23522
during arpraisal and supervisioa visits o :the project, such as: ~apiaciiy
dJtilizaticn, oricss, izport <costs, goveramental cegilations oid ariza
controls, possible shortage of rav =matearialg zaused by irzor: resziciz-
sions, mTaragenert pgroblems, iack of skilled lator, neea 0 waxch =2arzizs
closely, —eed o stay abreast of rapidly changicg -achpological davelso-

zents, ecc.)

FRINCI2AL COVENANTS AND RATICHALE

(Describe the principal coverants; refer to and attach existing zemoran-
dum(a) describing the rationale for the covenants ligted).

OTHER AREAS OF CONCEXN

Date ravestaent Cfficer
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ANNUAL STPERVISION REPORT

Ideally each year every project should Ye visited, preferably shor:zly
after the issue of the annual audited financial statezents, fo¢r the pur-
pose of revieving the project's progress and status. However, it may ao:l
be sractical to visit every projec: annually, and this would apply par:i-
cularly to those projects where the DFC's exposure is small and :nhe
project :s operating successfully and troudle-free, Sut it is essentia.
that all oroblem 2:ocects Ye visited at .east once a vear. Foiloving
this visit the Investment Officer should write a superwision regort con-
taiaing his findings during the wvisit. Below is a suggested outlice for
such a supervisioa repor:t.

[. Investment Summary

This Summary, acrzally xept at the front of the projec:
supervision file, would %e copied and attached 0 the supe:vi-
sion report as a reference poiat for :the reader.

tI. Iatraduction

This section sets forth the activities whnich led o ::e
preparation of the supervision repor: (supervision mission, dis-
cussions with project manapnement, desk review, analyses »per
foraned, etc.). I* also identifias :the nrames or the staf
involved.

T

Il Tindiags and Ccnclusions

This section should cover a b“rief, zo-the-point discussicn
of salient facts on the operations of :the company and should
provide a link with previous supervision activities and recom-
mendations. The following is a suggested format:

1. Reasons for and course of action proposed ia previous
Supervision Reports with comments on success achieved.

2. Action taken during year and Summary of Events that led o
o oresent situation. (This may bde brokea down Dy sub;ect area,
such as management, market, etc., dut sMould cover only relevan:
areas. Listing of all .subject areas as in thke appraisal axd
completion reports is discouraged, as this often leads =z

-

lengthy restatements of facts not pertiaent o tke present si
ation.)

? o

~-

3. Conclusion
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I[V. Recommendations
This section should set forth the Iavestzent Officer's
recormendations with regard to the investment, acd skould out-
line an action plan for the coming supervision year.

v. Notes and Analyses .

We suggest :hat this section take the form of a2 dpcendix,
which would support tle conclusions redched and weuld 2arsviie
additional ianformation t¢ *he interasted reader. 7o Further
reduce work, wa sugzest zhat financial information on tZe 2ro’-
ect be summarized on cne shaeet and ugcdated anaually, 33 shown on
page 6.

Cxclusion From Supervision Razor: Requirement

It may da that after 3 period of time certaia frojects ic zot warran:
a full supervisgsion reapcr%, i.e., those that are perdoraiag well,
vbasically prodlem free and in wvhich the Corporation 2as 2ow onlyv liai:
exposure. In such cases 3 brief zemorandum, aczompanied Yy tRe iaves:t
rent susmary, should e igsued statizg wky :he projiect dces ot raguirce
£411 review., 3aelov is suggested criteria far axclusicn frox ceviaw:

Primary Critaria

- Mature project

- Ia sound finarcial cordition

- With regular profits

- Complying with iavegtzeni agreazent
§§ggsﬁre Limits

- These should be set according to local corditions
and sbould cover both lcan and equity.

Repaymeant Provigion

- One-half of loan repaid.

There should be flexibility with the above criteria bdased om ke 2erits
of each project.
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ANMNUAL SUPERVISICYH REPCRT

ANALYSIS
Operations Summary 19 19 19 19 29 19 19
Production Tons
Urea
Complex

% of Capacity
Sales Tons

Urea

Complex
Revenues

Net Iacome

Cash Generation before
Interest

Net Income/Equity (%)
Net Incoxre/Fixed Assets
Net Income/Sales

Net Long Tarm Debt/
Equity

Net Working Capital
Earnings Per Share
Market Value Per Share
Book Value Per Share

Dividends Paid

Nota: The items listed here are
examples only. Tke invest-
ment department would decide
what should be covered here on
case-by-case basis.
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COVENANTS AND RELATED MEMORANDA

The following documentation is an illustration of what sbould be filed
under this saction:

- Principal covenants to be folloved up (pages 3-3)

™is form lists the principal ccranints requirizg fellzw-ud.
The list is a quick guide for :he Iavestzant COffiler’s ise wren
reviewing :he financial statezents for compliance with acven-
ants, vhen going on a supervision aissicn, when jreparizg ne
annual supervzision report and in the Jversali sup2cvisiosn work 21
tkea project.

- Summary of Covenan: Coniraventions (page .0)

This indicates the 7iolations noted, heir follow-up apnd sulie-
quent disposition. Dlocuments €rom whick the Susmary vis e~
pared should be filed right after 22 swmary sheat (a,2., 2ezos
to record covenant cantravanzions, foilow-ip letters and rTelited
communicacions).
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Date . :
Prepared by
Country/Company: _ _ cvestzent No.
Fiscal Year Enc: _ Cate Signed
( ) Investment Agraeement - I[A Securisy:
( ) Project Funds Agreemen: - PFA ( ., Guarantee
( ) Stack Option Agreement - SOA () Mortgage
( ) Shara Ratention Agreement - SRA { ) Ocher
( ) Guarantee Agreement = GA
( ) Supplementary Financing Agraement - SFA
()
)
PRINCIPAL COTENANTS 7O 8E TOLLOWED-CP
Agnt.
Ref. &
Sec. MNo. Covenants/Restrictions Excapticns
( ) Reporting Requirements
- Quarterly Financial Statements due __ days after 2nd cf qIr
- Project Progress Repor: due __ days after 2nd of g:r
- Audited Financial Statements due __ days after 2ad cf 77
and Managezent lLetzter(s)
- Notice/Minutas of Share- due __ days prior 0 meeting
holders Heetings date
( ) Insurance Requireman:s
( ) Special Reporting Requirements
( ) No dividends while in default Dividends permitted if:
of loan interest or priccipal ( ) LTD/Equity at least
repayments ( ) Current ratio at leas:

( ) Dividends cot zreater :han
% of net earanings for

( ) No Capital expenditure, except...

( ) No guarantees, except ...........

1/ LT = Long-term debt.
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Section Reatrictions : Excanticns

( ) No indabtedness excepc ...... () 1/ STD not excmed:ng =
( ) Suppliers' ¢redits not
anceeding

)
()

( ) No liens on company assars,
T oexcept (......

( ) No sudsidiaries; no loans,
advarcaes or invesimensts ia
othar comp4dnias, excant ...

( ) No arrangement where Scopany's
iacome night be shared Wil
othery or wiere compaay will
be maciged Dy othaers.

( ) No *ransactions vith othars,

CU 7,211 S ( ) in zhe ordizary tcursa ¥
of Susizness. 20 ordinary

No sole or axclusive Zurthis- csrmercial tesms and

ing or saliag agsency. ara’'s Lapgth dasg.s.

~~
b4

( ) Mo fusdamental changes, such as
anendment of charter, fiscil ysar
gature of presant busicess, dig-
posal or leasa of substantial parct
of fixed assets, zerger, ccnsolida-
tion, aegotiation.

( ) No prepayment of daot unlass pro-
porticnate prepayment is nide of
[FC loan.

( ) Other restrictioas

i/ SID = SnorT term debt.



Date

Agreement
Reference

SMM4ARY OF COVENANT CONTRAVENTIONS

Description of

Covenant Contraventions

Action
Proposad

2o TE R
Page .J of L6

Action
Laken Result
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WATTERS/AMENDNENTS AND RSLATED 4EMCRANDA

The following documentation should be €iled under this section:

- List of vaivers and arendments O the jnvestoent agreement

Tha purpose of thisg list ig to have a coavanlent jwrmary 2
chapnges in the icvestent aigreecent. Tne 1isc saou.d -
the date of the vaiver or acendzent, the pacticular se
the investzent agreement azended or wvaived acd 3 deser:
tha wvaivar or amendzent.

Hemos in suppor: of the wvaiver or ammadzent wvhich Jravide ne
iustification for granting tie waiver or azmeadzment should e
€filed afta2r the above summacy.
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SUHMARY OF WAIVERS AND AMENDMENTS .
70
INVESTMENT AGREEZMENT

Section of Investment
Date Agreezent Amended/Yaived Deseription of Yaiver/ameniment
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PROJECT CIMPLETION REPORT

A projec: zompletion report should De vritzan for each project, The

cecommended timing for such a report ig 12-13 months Jfter full commence-
ment of operation which permits sormally expected start-up problems O e
scived. The prime objective of his report is to evaluata the projec:
construction performance and the project’'s Jperating prosgects, and then
to ccmpare these vith the expectations outlined in Ine pProject appra:rsal
raport.
T™he avaluaticn should cover tiree 2main areas:
1. Has :ha project been cosstructed as planced and will i zeet its
operating expecracions. [f aot, ik an exnianaticn skould De
given,

2. What lessons can be learned from rhe successes and failuras
axperienced during implezentarion cf the project.

3. Recomandations for furture supervision of the project,
Below is a suggested outlioe for a coumpletion repace,

Propoged Secticns

1. lavestzen: Summary

This sumcary, cosmaliy kept at =ae froat of the project suservis
€ila, would 3le copied and attached 0 the conplation rcaport as 4
referance for :he reacer.

2. Introducticn

Thig section would ideatify :ha staff zembers, wvkich should include
an engineer, involved in preparing the report, the date that project con-
struction was completed and the date of the project ccopletion mission.

It would cutlice the salieat features of :he sroject and hriefly das-
crije the technical aspects.

1. Svaluation

(a) Susmary of the conclusions regarding the proiact's implementa-
tion and its future prospects.
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(3) Highlights of major divergeancies from original. expectatices 6ar
project izplementation and operating praspects.

(¢) Outline of any general conclusions ind lessons learned wvhich
could help when ccasidering further 2rojacts,

$n
'y
e
33
o™

(d) Outline of areas vhich might require special attention I
future suparvision activitiaes,

If the projact's condition places agy part of che inrestzent 8 feo-
pardy or requires irmediate special action, i jeparate Zemorandum shou.z
be prapared. This would include recocmendations €or acticn togathar wiin
sugportiag analysis raviewing nhe gafety of the (nvesimes: ia relaiion 3
e project's prcblems and prospects.

6, The Company

Pescription of equitly struciure, asoua: ¢f jpaid-ia cavital asc swuer.
shin. Ifantification and expliacation of changses in equity fiaancing o¢
in major shareholders frem chosa anticipated at apsraisal. Thera snould

he a review of corpany managerent ird tecinical assistance compared 2
plan, identificasion of stremgths and weaknesses in viaw of onsiogticn
serforsance, and 1 sactice dascridizg and evaluating raiaing 3easures

taken Yy the cozpany.

if tha compaay had cperaticns Jpart frca ke project, tha coerazin
aid firancial results durizg the construction ;anfd. should te reviawad,

Jtiy were tihase actl ar v vorsa than axpec:ed? Tha acalysis stouls show
wow much cash gezeratioa existiog opericions 2ace aviiladle for posszidla
use ia project Finapeing, Sut tiis should de afler allowance for all cap=-

ital expenditure, dividends and deot repaywent selited ) axisIizg spera-
ticns.

Actial cash genmeration should bYa c¢ompared o the or:gimal fizancial
plaa.

5. The 7lant
A. Physical descripticn of original forecasts.
B. Actual capital cost compared %o astinates.

C. Actua! fipmancing of oroject ccxpared to 2stigates.




6. Proje
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ot Jnnuts

A,

Rav material supply position, sources of supply, prices and
quality, cozpared to expectaticrns.

3
-
[
D
[ %]

Review of positicn for utilities, sources of supply and
cempared to expectations.

]
3

v
2y

P

Staffing costs and experience :n hiring suiadle perso
turmovar, acd adequacy of training arvanguents.

7. Praduction

AI

Discussion of actual to-date jroduction build-up and qualizy
compared to  axpectation, and forecast for future ogerating
periods, corpared with original projsctions,

Acalysis of production efficiency, both present and ar Ffyll pro-
duction, by cowputing physiical ise of various production iapurs
per unit of output, Cosparison o efficiency aszimated in
Appraisal Report. Discussion of process probleas, Oces the
project work as iantended? [f aot, what steps are Zeing taken oy
the cozpaly (o ccek 2 remedy?

Calculation of actual production costs ger uniz <f ouiput and
comparison %0 expectation. Explanation of najor dev:i1-.ons,

8. Marker

Al

Review of demand/supply %alance of project's sriziisa. nmarue:
area.

Selling prices.
Distributicn arrangements, priacipal customers.

How do market and sales arrangsments compare to plan?  Aay »rob-
lexg?

9. GCoverncent Policy

aacial performance and the investzent, e.g., duties, price contr

tagatian,

Any changes in Governzment policies affeqting the projacti's fia-
ols,
axchange rates or repatriation of foreizm iavestmeat should e

listed hera.



10. Financial Proiections

A,

Yediuz-term forecasts of projact iuncome and cash €low. The tize
period covared should include at ieast the first year of full
dabt service. Assurptions and priccipal chacges from originas
expectations should be given.

Salanca sheets for the proiaction perigd.

1f a copacy Sas operations apart from the Prafact, sonsolil
zediva-carm forecasts of iscome and casa £low, and lalance s
gshould also “a sreparad.

asad

2
gart

Lastly, the goroject's expected financiil and econcaic razas ¢
returs should %e sacaleulated, using presen: cindizions,
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GUIDELINES FOR REV(ZWING AODITED FIUANCIAL STATTMENTS

The attached guidelice was prepared to asgigt an Iaves:izan?
Officer revievw audited financial statsments.

Apong the mora important points to be coted {a such a reviev ase
the auditor's repor® and the adequicy of information disc.used in In
financial stataments.

The pore simmifizant disclosures :ka lavestaect Jffiier shoull
loox for are enumarated ia Zxhidit 9. Thesa disclosures ars needad for
an adequata evaluation of the fairmess of presentation of ine Finazncliil
podition ard results of operations of the company.

Exhidbit 8 is an example of an unqualified (2lear opinicza)
long~fors audit report. Tha First 2wo paragraphs constituce ke  sasee-
form report wvhen only the dasi: fioancial statements are submitied. Shen
supplemantary data and schadules are inc.uded, a thicd paragrapz i3 adced
vhich gives the opinion on ths supplementary ioformation. The long-dorm

report also would ordicarily iaclude the fourill paragrapn.

The Iavestzaant Officer should 2ote any deviazions fo2m the
standard auditor's reporz, siace these would ordinarily comsiizuza ¢ -
vations or qualificaticns of ke auditor relative 20 :xe faimess o
informazion shown in the fipaneial gtatesments,

™e cagults of the Invasgtment OFfFigar's seview and inalvs:is
tha avdited finarcial statemenzs should e documented 1o a4 zemocrascun
the Cepartment Macager. Sarple Audit Reviev Mempranda are gzives
Exhibits 10 ard 1l. Thesa are cot preseanted a3 Dodels Sut rather
exazplas of how the results of an [nvastment Offices’'s ceview of finan-
cial statements cculd be deocuzented.

G v v O
o P Oy

Below are broad guidelines for the revievw of tha quality of i
report and the adequacy of discloguses in the audited finarcial staze-
oents. It should be clearly understood that cthe ccm*ants ard orenaration
of the fipancial statsments ara *he responsSibilizy Of the anrarscise's

management and 2ot the audi=or.

A. The auditor’s fOvimion - The aore imporvial features 0 logk Jor
ia the auditor's report are given balow:

1. The audit report should be in lopg form (see Zxbidi: 3 for
an exarple of an unqualified long-form report).
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The auditor's cpinion should be -on the auditor’s letter-
head, signed by the auditor and dated. The opiaion shou.l
be issued vithin a ceasonable time after the firancial year
erds.

Tha audit report should Ye received within a reasonable
time after the date the audit report wvas signed.

The auditor's raport should Zive an opinicn on the £inan-
ciai gtatements. Otherwise, :he rasor: should s:ake why an
opinion could not be randered.

1€ the auditor's opinion is cther than an unqualified one,
the reasons for his qualifications should be given i the
auditor's report with, vherever possidble, quantification ot
the effects of the qualifications on the financial state-
wents.

e auditer's qualifications and their effect on the com-
sany's financial position and results cf operations, if
determinable, should bea mentioned in :he Investzenc Offi-
cer's Audi: Review Memoracdws (Exhidbits 10 and 11

- Financial Statements

1.

™e audited Fizapcial statezents will ordicarily include
the balancs sheet, the statezent(s) of income and retained
earnings, and the statement of changes ino €inancial posi-
ion. Amy supplesentary ioformation requasted from the
cowpany wvill be inmcluded with these gtatements. 3oth basi:z
financial statements and ze supplezentary information
should be covered by the auditor's long-form ceport. [t
should be observed tha: the cotes o the finamcial state-
menty are an integral part of such statemenls acd should be
covered by the auditor's opinicn.

The fipancial stataments should norzally be in the general
format showm in [llustrative Form of Audit Report (see
Apnex [). This illuskrative format is For =zanufaciuring
and commercial cozpapies acd would vary for spacialized
industrias like hotels, real estate and financial imstitu-
tions.

To be adequately informative, financial statemen:s should
discloge all information necessary for fair preseatation ia
conformity with generally accapted aiccounting principles.



c.

The more important disclosures: the [avegtment Officer
should look for are enumerated in Hxkibie 9, Mych of this
information is disclosed on the face of the Ffiszancial
statemants themselvas, wi*h the remainder shown ia the
notes to the ficancial statements.

The Audit Raviev Memorarndup

1.

oo

The results of *he Iavestment Officer's rceview and analysis
of *he audited firancial statements sboulc Ye addcasied 12
the Departaent Manager ag illustrated :ia Zxu.bils 10 and ..

Any auditor's qualificacions or resersvations ou the f&
¢ial gtatements and their effect aon such 3tatements should
be mentioned in tha Audit Raviaw Memorandus.

Ia computing analytical ratios aand :in determiaing :omol
acce with covenants, tie effect of e audiior’'s gualifica-
tions ca the Fipancial stateameats acd of any disilosurss
affecting the ccaputazicn of suck ratics should e
sidered. For instance, cranslaticna of foreigz zurs
loog~-tarz deb: at aisztorical rates (rates at e tize
vare incurred) after an anfavorable charge iz axct
rates vresults in A& =2isgtatament of the long-tera
This factor skould te :3asidared (a dezerzinziag comoli
wizh the required dest. :quity ratio.

2 3 '
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The reasons Yehind =a-=rial viriations ia financial
oent €£igurss betwesa v2ar3 (currant and ruecedizg)
be included in :=te aza.ysgis. 1a c¢ar=aiz cases, scce
these changes are at:sidbutadle 2o the pursuil of cersza
goals and objectives Ly the ccapany or of future plams ¢
expansion. Where so, zenticn skould be made ia the Audi:
Raview Hemorandum.

(RIS BN
", i

A brief comment should be made on any significant natters
requiring attention, such as substant:al change in profi:
performance, a low curtent ra%io, a aigh long-tesm dabz 2
equity zatio, and otlhar aatters of particualar iateraesc.

The Iavestzant Officer has an intimate xzowladge of i
company's operations ind any iaformaticz affacting th
growth or profirability of the enterprise or of cha sec-
urity of your investmumt wouid be helpful ia evaluating b
othar matters discugsed in the Audit Review Memorandu=,
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Where available this should be included under "Otler
Information."

A specific stacezent of compliance vith investment agree-
ment covenants, as can be determined from the financial
statements, should be included ia the Reviev, as well as
any action taxean or recommendations made for action, 10
case of violations.

Otter points which should e mentioned imclidae:

- whether a3 managexment .etter froo the auditors has teen
raviewed acd, if so, any ®major weaknesses in intermal
coptrols cr other significant comments zenttioned .o
the letter.

- Any changes in auditor €rom the previous year and rea-
son for the charge.

Any action needed or recoxmrended siould de included in the
Raview Hemorandus.
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EXAMPLE OF UMQUALIFIED LONG-TERM REPORY -

THE 30ARD OF DIRECTORS
ABC COMPANY

We have examined tha balance sheets of ABC Company a: Decenmber
31, 19__ and 19__, and the related stactements Of income, retained earn-
iags, and changes in ficancial position for the years tlen enled. Cur
examinations were made in accordance with genarally accepred audizing
stardards and. accordingly, included such xests of the accounting records
ard such other auditing procedures as we considered necessary ia zhe Cir-
cumstances.

In our opinion. the financial statezents cefecred to above ore-
sent fairly the financial position of ABC Company at December 31, .9__
and 19__, and the results of its cparations and the changes in :is fi nan-~
cial posxtxon for tke years then ended, ia cocformizy wizin generally
accepted acccunting prirciples appiied oo a consistent dasis.

Our examinations were nade prizarily for the purpose ¢f form
the op iion stated above. The accompanyiﬁg sunpiamental data and
ules, .lthough a0t considered necessary for a fair prasentation of
cial position, results of operations and ch anges ‘u financial 2osi:
are preseccted principally for supplementary ana.ys: s purposes and have
beer subjectad o the same audit procedures applmed in the examination of
tke dasic “Firancial statements. la our opinion, these data are fairly
stated in all naterial respects ia relation to tile basic financial state-
ments taken as a whole.

A summary of our principal auditing procedures i3 presented Zol-
lowing the supplementary schedules and informarion.

C?A & CO.

(Place)

(Data)



REQUIRSENTS IN FINANCIAL STATEMENIS AND NOTES

To bde adequately informative, financial statements should Zis-
close all information necessary for fair presqntation in confocaizy wi:l
genarally accepted accounting principles. Much of this iaformaticn i<
disclosed on the fice of tha financial statemmts thamselveg, wiwh o
remaicder being disclosed in the notes to the financial stacamencs. The
aora important diasclosures the Iavestzent Ofé‘ce:’ gshould lack far in ke
finarcial statements are enumerated delov. The list does 20t suspor: o
be complate, and the [avest=eat Cfficer's 2swn unovledza of <he company
ard its bugizess wviil Ya beloful in detemiai,,g tae adequacy of the 1i3-
closures acd information presented i3 the figancial statamencs.

"

.

1. DJisclosure of Accountiag Fclicy

Description of tha acceunting priacip..s follcved 9y 1he ccmmany
vhich caterially affect the determizaticn of Fizancial zosi:is
ekanges ia financial position and results of operaz.ins. Thiz
aorzaliy the first note ic the finangial statemen:s).

" -

Znazrpleg:
- Depreciaticn (rates and oeiheds) of oocopersty, olan: and
equipsent.
- Amortization policy for intangiole agsess and 2a’f itazs

of defarved charges.

- laventory pricizg (e.z., the lower of cost or zarker) and
oethod of decermining cost (e.2., average; Ffirs:
first-out; last-in, rirst-out).

- Trapslaticn of foraign currencies.

-~ Basis or principles of consolidation of financial s3zaze-
senty of the parent compacy and itg subsidiariaes,

2. fChapges ia Accounting Peincioles

- Nature of tlhe changes
- Effect on incoome

- Justification for the change
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INSTRECTIONS FCR QUARTERLY FIMANCIAL STATIMINT AMD
_PROJECT PROGRESS REPCRT REVITY

After logging inccming Guarterly Financial Statezents and Proj-
ect Progress Raports the Portfolio Records Assistant should ixmediately
send copias to the lavestment Officers responsidble for the projects for
their review. The Investzent Officer, upom conclusion of tha review,
should cemplete the appropriata raviav sheet aoting any action requirsed
acd ensuring that action proposed by 4 pravious Teviaw 1as Seea ctomplazed
or statisg that it ig stiil in active progress. Ia the case of Quarserly
fizancial Statemants the appropriate columms (o the 3a.ance Sheat and
lacome Statemen? Summaries should he coxmpleted.

If the Reviever fizda aoything during e course of the reviaw
vhich requires Manageman: action or attention then an appropriate Zemo-
racdum should be preparad.
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REVIZW OF QUARTERLY FINANCIAL STATIMENTY
fiscal Year End Decenber 31, 19
Reporting seriod Firs: quarter Januarzy [ - dareh 3L, 1%

Comments of Cperating Resul:s

Comments s FTinancii. Position

Tompliance with lavastment Agreamen: Convenants

(Corrcents on contriventions ind proposed remedial aciion)

Other
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QUARTERLY FINANCIAL STATEMINT

ABC COMPANY

SUMMARY

T:scal Year End 3./12/19

Actuia. Issul'ts

ist Q.

Iacome Statement

ur)

Tew

Sales

Salas revernues

Cost sales

Gross grofit

Gareral. and admir.
excerses

Otker expenses (rez)

Drofit (lcss) tefore
tax

Taxes

Nlet Preic

-
-~ .-
-

{ioss3)

Selacted Unit Costs/
Consu=oricn Ratas,

-
ZEC.

Cost per ton produced
Energy cost per :ton produced
tabor ccst per ton produced

Cash Generation

Net orofit (loss)
Deprec:iation, amortzizatiom
Provisions
Total funds £:¢C

operations

2a¢ Q. 3zd Qrr. wta Qrr

IXHIST

3

Jage

1
5 ot

3
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ASC COMPANY

REVIZW OF PROJECT PROGRESS REPORT

QUARTER 19

Included here would Je a <copy Of =he latest Praiact ?-::g-
Report and pertinent comments on material mattars, arising from
Investment Officer's reviev of the veport. Any fol.ow-up action requl
would be noted with prograss recorded on sudsaquent: ceview sheets,

'l tl Iﬂ
oy
&1 m m
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AMNUAL SUPZRTLSICN “CRX PRCGRAM

INSTRUCTICNS FOR 2REPARATION AND _CSE

To ensure tha: superwvision covers the entire portfoi:o and tha:
i* is conductzed in an ordarly manner a sugervisicn work Jrogr:n should 22
established. Every year each investment in :he portiolin s..c,Ld t2
reviewed by managemen:. A suparvision cagort fFollovwing in on-site visi:
1o the 2rosec: should Je prepared for 3oard revievw. Hewever. in a year
in which a projec: ccmple: repoTt s writtan a supervision <c2cor:
wovid 7ot Ye raequired (Exhidic 5 contains sugges:e? outlinas for cthasa

rezorts).

Attacned is an example ¢f a Sugervisicn werk Prograr and Lelcw
are instoiuctions for scmpleting it:

1. The Departmen: Marager should classiiy the 3zcr:folio v
category as follows:

(a) - Prajec:s under cons:iruction

(9) - Unseasoned projects {:those not yer fully oszarative).
(¢c) - Cperating Prajacts

(d) - Problem Prcjects

2. The investments ia each ca:tsgory should Ye .istid cn sena-

-~acum

rate annual superv’ision #OIZ DrOgrams.
3. The columns for the prior period sihould then Je cimpiecad.

4. The anticipaced supervision activities for the ccming year
should be charted in the appropriate coiumns us:i: g the ccd2
to identify the type of activity involved.

5. The work schedule should be updatad zonthly and CTe kedct
under constant review by the Department Manager to ensurs
that the supervision program is carried ou: on :ize.

An independent person, 2.g., the I[nternal auditor or Managamern:
Secratary, would be respoasidle for scheduling 3oazd Meetings to review
Sugervision and Completion Repor:s. The agenda for such zeetings would
ve derived from the aAnnual Supervision Work Program as periccically us-
dated. Ctach month the Iaternal Auditor or Management Secretary wouldl
srapare a status cesort for inclusion iz the Monthly Portfislio Repor:

{(Tgnibiz 18).
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INSTRUCTICNS FOR MONTHLY PQRTFOLIQ REPCRT

The objaective of this report is to bring to Management's at:en-
tion on a monchly basis the status of wvarious aspec:ts of the Corpora-
tion's portfolio and its supervision. Attached is a suzzastad Index fcr
such a repor: and xl'uscratxve exampias of some of the conten:s. To »
of value o Manaigement the regort should be issued within one week of the
month's end. Set out below are sugzestions for which demartmen:s should
ba rasponsible far produciag the virious sections of :he report. The
overall responsibiiity for the report should be wiii the JAccsunmzing
Departzent or the Internal audizer.

Report Responsidility
1. Loan arrears Accounting Dapartmen®
2. Pzoblem projac: and loss Internal Auditor/Accounting
reserve pasi:ion Departmert
3. Cash divicends dve from Accounting lCepartmen:
invesiments
Stock dividends due from Accounting Department
investments
Other non-fixed income due
from investients Accounsing Departmens
4. Status of supervision and Internal Auditor/Managaements
completion reports Secretary ./
5. Overdue financial statements Portfolio Records Assistan:z 2/

and other reports

6. Oucstanding Reporting Requirement Portfolio Records Assistant 2/
Latters
1/ See Exhibit 5.

See Section 2, Exhibit 1: Flowcharz for Financial and Other Repor:ing
Requirements - step 10.

N
~
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Report Resoonsibhi.icy

7. Summary of financial statements
and other reports

Antual audit Portfolio Records assistan: ./
Quarcerly finaacial stitements Portfolio Records Assiszan: .-

Quarterly proiect progress
reparts Porsfolio Raczcris assistan:

Quistandiag macters foam prio?
zonth reviews Portfolio Records assiszant .

Qverdue financial s:azement
and other zecor: raviaws
from i1avescment dezarinent Portfslio Recores assiszan:

1/ See Section 2, Exhibit l: Flowechart Sor Financial and Other Reoor:iag
Requirements - step 10.
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Loan arrears

Sroblam oroject and loss reserwe
position

Cash dividends due from investmants

Stock dividends due from investments

Other non-fixed iacome dve from investrent
Status of supervision and completion reports
Overdue financial statements and other renorts
Outstanding reporting reguirement lettars

Summary of financial and otner reports Srom
investments thart were raviewed during the month:

Annual audits

Quarterly financial statements

Quarterly project progress reports

Cutstandirg matters from prior month
reviews

Overdue financial statement and other
Report reviews from Investmen: Departzent

ILE3ILT L6
Paz2 3 or .3

See attached, :Ipé

See attached, :-07
Lis: those overdue
List those ovardue
List outsrandings
See attached, :p3,
See sttached, 209

List ousstaxndizg

See attached, :co
See attached, o
See attachred, oo
Briaf description
for each itam

See attached, cpi3
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Page 7 ¢
PROBLEM PRO.ECT AND LOSS RESERYVI
POSITION AT 19
Investment Amounts Brief Descriz-
Loan Equity Loss Reserve tion of Projec
Investment Corporation Partici