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Attached for your raview 2re the recommendstions for
authorization of a loan in an amount not te exceed $15,000,000
to the Government of Brazil to finance the local currency and
dollar costs of poods and services necessary to assist Borrower
in conducting a program of financing agricuvltural marketing
projects in the North and Northeast regions of Brazil.

This loan proposal is scheduled for consideration by
the Development Loan Ztaff Committee at a meeting on Thursday,
February 18, 1971.

Rachel R. Agee
Secretary
Development Loan Committese
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PART ONE: SUMMARY AND RECOMMENDATIONS

1.

8

Borrower: The Government of Brezil (GOB) for the technical assiatence
and the Nationel Bank for Economic Development (BNDE), an sutonomous
dependency of the Ministry of Planning, for the construction program,
The loan to the BNDE will be guaranteed by the GOB.

Purpose:

The purpose of the losn iz to provide financiel and technical assistance
to the GOB in creating an appropristely structured, viable. and
efficiently managed end operated egricultural marketing system to improve
the marketing and distribution of food in the North and Northesst. The
facilities to be financed vre large and medium sized wholessle food
markets and rurel food collection centers, in furtherance of national

and regidhal agricultural objectives and policies. Specific technical
assistance will be provided for guidance and trsining in the creation,
orgsniration, management and operation of these entities.

Description of the I.can and the Program and Executing Agencles:

The A.I.D. loan wlll assist In flnancing a portlon, 1l.e. the
North and Northeast, of the GOB's national program of construcg-~
tion, equipping and operation of wholesnle markets 1n the '
urban centers and rural assembly markets at major interior
collectlion points. Inasmuch as part of the operatlng system

of the markets Includes markel news service and grading and
standards for produce, A.IL.D. will also provide flnancing

for technical assistance, training and equlipment for these

activities. In addlition, technlcal expertise wlill be pro-
vided for wholesale market operation, retall food marketing,
and rural marieting orpanlzations.

The three year naticnal Investment program will cost appro-
ximately $100 mlillion with some $70 milllon to be provided
through the BNDE, from 1ts own and &éxternal sources, and
$30 milllon from state and munlcipal governments. Thus far
some $32 million worth of projects have been i1dentified in
the North and Norftheast and fcasiblility studles for these
have elther boen completed or arc presently belng carried
out.

A.I.D. willl not specify the projJects to which 1ts resources
willl be applled but, rather, leave thls decision to GEMAB
and the BNDE based on thelr review and approval of loan
applications. USAID willl, however, review the financial,
technical and economic criteria which the BNDE and GEMAB
willl use In thelr analyses, prior to makling any disbursement
under the loan, Thls paper, therefore, evaluates the overall
objectives of the program and assesses the capabilities of
the executing agencles to evaluate and implement the sub-
projects.
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Executing Agencies: The principal executing agencies

wilY be the BNDE, GEMAB (Executive Group for the Modernization
of Food Supply) and COBAL (Brazilian Food Supply Company).
Supporting roles will be played by SUDAM and SUDENE, the

- Development Superintendencies for the North and Northeast.
While these organizations will be analyzed in detail in

part two, Section II, a brief description of their roles
follows.

The BNDE will serve as the Borrower, executing, financial,
and monitoring agent of the proposed construction program
and will.provide long~term financing for the construction
and equipping of the markets.

The Ministry of Agricuiture acting through GEMAB, which
was created by PRESIDENTIAL Decree on November 26, 1969,
to promote and implement the recommendations for the Food
Distribution Section of the GOB's Strategic Developmernt
Program, will be the agent of the GOB responsible for
overall planning and coordination of the program and
execute the $1 million technical assistance program,
GEMAB 1s presided over by the Minister of Agriculture and
includes representatives from four Ministries and from
the National Confederat!ion of Commerce.

COBAL, a dependency cof the Ministry of Agriculture, was
established in 1962 and given a broad mandate in executing
GOB plans in food cupply and regulation. Under the pro-
posed program COBAL will participate in the operation of
eacii of the markets through its ownership of up to 30% of
the shares.

GUDENE and SUDAM would assist the state goveruments under
their jurlsdiction to promote plans for wholesale and
assembly markets in support of the national program.

Under these arrangements, established for the administra-
tlon of the program, GEMAB, assisted by COBAL and the BNDE
willl Jointly, under the direction of GEMAB, approve projects
for economic, financial, and technlcal feasibllity;

(1) the BNDE will undertake the vesponsibility for monito-
ring the execution of the construction of the markets, and
(2) GEMAB and Cobal will (a) undertake the responsibillty

of supervicing the organization of the mixed economy --
companies which will manage the market, establish operating
regulations and procedures for the operation of the markets,
and provide necessary technical assistance and training to
the mixed economy companies, and (b) carry out the technical
assistance programs financed under this loan.
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Insofar as the institutions are concerned, the USAID is
of the opinlon that they have the capacity to execute

the program. Wilth respect to the BNDE, this finding is
based on the BNDE's generally pgood to excellent record 1n
the execution of a large Industrial intermedlate credit
program utilizing AID program loan counterpart (in excess
of $100 million), our review of the BNDE's prccodures, as
outlined in this paper, and discussions with the BNDE
staff responsible for the program. With respect to GEMAB
and COBAL, our opinion 1s based for the most part on the
qualification of the executives and staff whilch have been
asslgned to thils program, and on the high priority i1in
terms of resources and staff which the Government has
asslgned to this program,

Wlth respect to staff, we have reviewcd the curricula
vitae of the key ctaff people, and reviewed procedures

and regulatlions thus far developed by them for the execu-
tion of the program. The staff is well qualifled and
several members have had extensive experlence with the
executlon »f the Sao Faulo market and in other marketing
programs. OQOur oplnion 1s that thls staff In conjunctlon
with the staff{ of the BNDE has the capaclty to satisfacto-
rily execute thiz program.

We have concluderd that tne Institutional arrangements for
the implementation of thls program are satlsfactory.

Loan:

(a) Amount and Terms:

(1) Up to $14 million to the BNDE for a sublending
program of wnolesale market construction, on
following terms, a 20 year amortlzation period
including a .race period of &% years with an

interest rate of 7% a year during the grace
period and 3% a year thercafter. The GOB will
guarantee the loan.

It 1s antlclipated that subloans wlll be made by
the BNDE on 1its present terms for Infrastructure
investments of nct less than U% interest plus
monetary correction and up to 20 year prilncipal
repayment. Any change 1ln interest rate or terms
by BNDE to Borrowe: will be approved by A.I.D.
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(2) Up to $1 million to the GOB for a sub-loan or
sub-grant to the Ministry of Agriculture, acting
through GEMAB, for technical assistance on the
following terms, a ll0 year amortizatlon period
Including a grace period of 10 years with an
Interest ratec of 2% a year durinpg the grace
period with 3% a year thereafter.

(b) Local Cost Financling: Foreign exchange procurement
of technical assistance training and related equip-
ment will be from eligible source countries. GEMABR
has indicated the U.S. 1s thelr preference for such
forelgn exchange procurement.

Justificatlon

Except for isolated areas, such as Sao Paulo, the existing
food distribution system in Brazll 1s largely antiquated
and inefficlent. Most farm productlon in the North and
Northeast 1s carried to collection centers manually or on
pack mules and sold to intermedlaries who generally sell

to truckers for shipment to urban centers. Pracltically

all of the perishable produce enterling the urban centers
pass through o©ld public wholesale market facilities,

where spollapge locses are high, vehicular and human traffic
is congested, operating scale is small and health condl-
tions are sub-standard. At the retail level, while super-
market chains are cxpanding rapidly, most fresh produce

1s sold through public fairs where scores of small operators
make sales from individual stalls.

While moderrnication is needed at all levelis of the distri-
buticn channel, the GOB 1s convinced (and the USAID
concurs) that the most urgent bottleneck is poor whole-
sale facillities for perishable products. For that reason
the GOB 1s responding to requests of many state and
municipal governments to provide assistance for the con-
struction of modern f{acilitles. This 1s not to say that
other marketlng problems wlll not also be attacked, only
that 1nitlal concentration will be made on lImproving
marketing facilitles,.
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Background

Interest in modernizing the food distribution system only became
evident some 10 years ago when SUDENE and the S#o Paulo state govern-
ment commissioned feasibility studies for modern wholesale market
facilities for Recife and Sdao Paulo, respectively. Both projects wexw
delayed, but over a period of several years problems were resolved

and the S#o Paulo market (CEASA) was completed in 1966 and the Recife
market (CARE) cpened for business in 1968 with 30% of its planned
facilities completed,

USAID's role in food marketing has been limited to technical assistunce
and PL 480 donations. We grant financed USDA-PASA specialists in
wholesale facilities (two years) and in market news service (four
years). In addition, Michigan State University was contracted to
participate with SUDENE in a study of food marketing in the Recife
foodshed. The results of that study formed the basis of our initinl
review for a possible marketing loan.

After many yecars of discussing and studylng the marketing problems
and possible approaches, the GOB hng taken action in the last twelve
months to implement, on a priority basis, the recommendations of ti-»
food distribution se~tion of jtas Strategic Development Program (19683-
1970). In o recent (September 1970) announcement of Goals and
Objectives for 1970-1973% (Metes e Bases), Preasident Medici underlined
the GOB marketing program a&s one of the ten priority programs for
agriculture. To avoid delays previously encountered in implementing
the CEASA and CARE markets, the GOB has decided to centralize the
national plan and offer special financial and technical assistance
to state and municipal euthorities in the construction of modern
vholesale markets with specisl emphasis on perishable produce.

financial Plan

The investment cost of the tirst phase of the National Program isa
estimated at approximately $100 million, with some 40% of this -



$40 million - to be directed to the Nowth and Northcast regions of the
country. Of the $100 million national program, $15 million would be
in the form of a loan from A.I.D., and the balance would be from
internal sources composed of $30 million from the state and municipal
governments and $55 million from the GOB. The latter amount includes
approximately $10 million from PL-480 counterpart. Except for a
portion of the technical assistance, training and communications
equipment, the entire program consists of local currency costs.

The financial plan, nct including the $1 million for technical
assistence, training and equipment, for the A.I.D. assisted areas, the
North and Northeast, is as follows:

Fund ing Source Amount (Millions US$)
BNDE 1L, 0
Ao I. D. Loan 1k, 0
State and Municipal 12, 0
,“OQ O

BNDE will

be providing 70% of the financing for each market. However, up to 50%
would be loaned to COPAl, which will purchase sheres in each of the
markets and, thus, complement the 30% equity contribution of the state
or municipallity. (The loan to COBAL would be repaid pursuant to yearly
contributions from the btudget of the Ministry of Agriculture). The
balance of the BNDE contribution will be a direct loan to the mixed
company castnblished to own and operate the market. Thug, the financial
plan for ench of the markets will include f0% equity (30% COBRAL, 50%
state and/or municipallty) and 40% debt.

Other Sources of Funda

n, In its letter to AcI.D. of December 16, 1969, the IBRD stated that
it was not interested in considering financing for this program.

b, In its letter to A.J.Dn of March 24, 1970 the IDB stated that the.
bank was not considering any loun In the Northeast agricultural
markeling sector.

Co In view of the local cost nature of the program, the EXIM Bank
indicated at an EXIM-A.I.D. Liaison Group meeting held December 22,
1969 that it was not interested in providing financing.
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BNDE (The National Economic Development Bank of Brazil) has all
its resources totally committed and could only supply additional
funda by diverting them from other high priority projects.

Private investment sources scek a high commercial rate of return
and since these essentially infrastructure projects do not have

a high commercial rate of return, it i8 not possible to obtain from
the private sector, funds, in addition to those indicated herein.

There has been, in recent years, an expansion of available egri-
cultural credit. The possibility of using this as a source of
financing for this project was investigated,

This source was discarded because:

(1) Although agricultural credit availability has expanded, it is
not sufficient for asll the projects in the agricultural sector
needed for Brazil's development.

(2) Private vanks traditionally finance only short to medium :
term loans to private individuals and firms, A long term lcan of this
nature by & private bank to a Government owned company is not
considered a feasible source of financing.

34 /18 Funds

These funds - called 34/18 after the Code's numerlcal
articles in the laws which created and renewed them -
are generated from federal income tax due from Brazilian
and foreipgn companies operating in Brazill. They are
generated as a result of an investment incentive program
for industrial, agricultural and telecommunications
projects for Northeast Brazil. Companlies may opt to
deposit - for subsequent investment - in the Banco do
Nordeste do Brasil, 35 % of thelr yearly income tax.

These proposed NE agriculiural marketing centers are public infra-
structure projects and while they provide a significant economic

rate of return in the economy as a whole, it is not feasible to
consider them profitable as commercial investments. Therefore it

18 not reasonable to expect that the private sector investora will
elect to invest their 3&/18 credits in these projects. 1In any

event, there are at present insufficient 34/18 deposits, existing

or projected, to finance the 34/18 projects approved for financing
by SUDENE. Thus, 34/18 funds ere no% a practical source of financing
for thias progrom :
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h. Some PL 480 resources have been allocated to assist in financing
the local currency requirements of the NE Agricultural Marketing
program. Cr$7.2 million from the Seventh Wheat Agreement of
October 1967 were allocated.

From the Eighth and Ninth Agreements, Cr$67.82 and Cr$75.15
million were allocated respectively through the GOB budget for
budgetary support in specific and related areas such as agri-
cultural credit, agricultural procuction, agricultural marketing
(Cr$17.35 million from the Eighth and Cr$19.0 million from the
Ninth), rural roads, and agricultural research.

As indicated in the table in Annex V Exhibit H, PL 480 proceeds have
declined steadily. This contrasts sharply with increased

local currency requirements and the decreased A.I.D. dollar
funding availability. The major local currency gap, however,
has been created by the halt of program lending to Brazil
which has imposed even more demands on reduced PL 480 generated
local currency. The GOB is counting on the funds allocated
from the 10th Wheat Agreement for this Agriculture Marketing
Program.

Because of the requirements for concessionary loan terms
which are known not to be availlable from sources other
than the above, other efforts tc obtaln financing for
this program were not undertaken.

Statutory Criteria

All Statutory Criteria have been met. The Statutory Criteria check-
1ist is contained in Annex XII. ‘

Recommendat ions

On the basis of the concluslon of the USAID Mission that
the proposed program is technically, economically, and
financially sound, it is recommended that a:loan to the
BNDE, $14 million, and the GOB, $1 million, for an amount
not to exceed $15 million be authorized subject to the
following terms and conditions.

a. A.I.D. loan funds may be used as necessary to meet
cruzeiro costs of the construction and equipping of whole-
sale, combination wholesale/retall and rural assembly
markets in the North and Northeast of Brazil.




b.
and
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Up to $1,000,000 to be used for technical assistance
training programs.

(1) The BNDE will repay the #$14 million loan over a
20 year period, including a 5 year grace period, with
an interest rate of 2% a year for 5 years, and 3% a
year thercaflter. The Government of Brazil will
guarantee the loan. The two step option will be
offered to th¢ GOB with repayment schedule at 40
years including 2 10 year grace perlod with an inte-
rest rate at 2% per year durlng the grace period and
3% per yeur thercafter.

(2) The GOB wi1ll repay the 31 million leoan wilth re-
payment scheduled at 40 years including a 10 year
grace period with an lnterest rate at 2% per year
duringthe grace period and 3% per year thereafter.



d. A.I.D. financing will be limited to no more than 50%
of any BNDE loan for wholesale and rural assembly
markets 1n the North and Northeast.

Project Committee

CDLS: - R.E. Bobel, C.A. Buchanan, D.J.Mackell
Engineer: - G.B. Sparrow, NEER; Jeffrey, ENRO
Financial Analyst: - A. Mulholland, CONT
Legal Advisors: - B. Sldman, E. Seiff, Legal Counsel
Economist: - E. Silva; K. Fedor, PREP
Agricultural Advisor: - 3. Krause, R. Beck, T, Ivers,

J. Wythe -~ ARDO
Program Officer: -~ J. Hulehan, ADPR

Approved by: William A. Ellis, DOM - USAID/B
Dwight B. Johnson, ADCD - USAID/B
William L. Rodgers,ARDO - USAID/B
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PROJECT

SECTION I - NATURE OF THE PROJECT

A. Description of the Project

1.

The National Program

The AID loan of $15 million will assist in financing the North and
Northeast portion of the Government of Brazil's national program
of construction, equipping and operation of wholesale and mixed
wholesale/retail markets in the urban centers and assembly markets
in the major Interior collection points, 8Such program forms part
of the recommendations of Brazil's Strateglc Development Plan
(1968-70) to improve the food distribution system, Such programs
were 2130 included in President Medici's September 1970 pronounce-
ment, called "Goals and Objectives" as among ten top priority
programs of the Brazillan Government for the Agriculture Sector
over the years 1970 through 1973,

The program will be Lased on Lhe following general criteria:
8 Wholesale centers in citles with over 500,000 population

b.  Smaller wholesale markets or combination wholesale/retail
markets in cities between 170,000 and 500,000 population,

Co Assembly markets in major interior agricultural producing
areas,

An integral part of the program will be an expanded market news
service program which will operate through the larpge wholesale
centers and include the major producing areans as well and a
program of grading sand classification of produce. A relatively
successful market news service program is already in operation
but it will be expand~d to new areas of the North and Northeast
within the areas of influcnce of the new wholesale markets and
will be increased in elficlency so that market price information
is distributed more rupidly.

It is estimated that the three yoar national Investment program
will cost approximnilaly the cruzciros cquivalent of $100 million,
Of this amount, some 370 million will be contributed by the
Government of Brazil and International lending institutions
through the National Bank for Economic Development ' BNDE) and

$30 million by the state and municipal governments. (A more
detailed cost breckdown 13 Included below in Section V under

our Financial Analysia). Approximatelv 75% of the projects have
already been identified. Feasibillty studles for these have
elther been completed or are currently 1n progress.


http:point.so

2.

11

The North/Northeast

AID assistance would be limited to the North and Northeast
portion of the national program. Such a focus would be
consistent with our previous technical assistance efforts

in marketing in the Northeast and concentrate our agsistance
in the most impoverished areas of Brazil.

Thus far somé $32 million worth of projects have been identified
in the North and Northeast. A listing of these projects with
their cost estimates follows:

a. Wholesale Centers

Selvador i? million
Recife million
Fortaleza $5 million
Belém 34 million

b, Smaller wholesale or combination wholesale/retail

Aracaju $4  million
Maceid $2.5 million
Manaus ' $2.5 million

Feasibility studies have been completed for Salvador, Recife,
Belém, Maceid, and Araca i while studies for the ather listed
projects are presently beinpg carrled out. 1In Addition, the state
governments of Maranhdo, Parafba, Rio Grande do Norte, and Piauf
are preparing study proposals for new market facilities for their
respective capitals - Sao Lufs, Joao Pessoa, Natal, and Terezina.

Finally, the protolype plans for the interior assembly markets,
presented in the MONTOR report, are belng studied by the GOB,
Several of these markets will be constructed In major Northeast
producing areas. Among those being considered are:

Irece (Bahia) - bean area
Proprid (Sergipe) - rice area
Crato - Juazeiro (Ceard) - cereals area
Pencdo (Alagoas) - rice area
Bacabal (Maranhao) - rice area
Iguatu (Ceard) - cereals area
Santana de Ipanema (Alagoas) - cereals area
Aguas Belas (Pernambuco) - beans area

Ararapina (Pernambuco) ~ mandioca area
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3. The AID loan

The AID loan of $15 million would be utilized in the following

manner:
a. market construction $14, 0 nillion
b. technical assistance and training $ 1.0 million

The major portion of the AID loan, $14 million, will be repassed
through the BNDE for market projects in the North and Northeast.
Our money would form part of a fund in the BNDE from which loans
would be made to mixed public/private enterprises which would awn
and operate the markets, and to COBAL which will make an equity
investment in the markets,

It i3 not the purpose of this paper to identify the specific
projects to which AID 1lrnan resources would be applied. This would
be the decision of the GORB, acting through GEMAB and the BNDE,
based upon their review and approval of loan applications. Our
approach herein is to evaluate the executing ugencles capacities
both to choose projects which are economically and technically
feasible and to efficiently administer their construction and
operation.

The ldentification of specific projects to which AID loan
resources would be arnlled will be the declislon of the GOB,
acting through GEMAB and the RNMNDE, based upon their review
and approval of loan applications. U3AID wlll, however,
review the economic, financial and technical criterla which
the BNDE and GEMAB will use 1n their analysis, prior to
maklng any disbursement under the loan. Our approach hereln
is to evaluate the executing agencies capaclbles both to
choose projects which are economically and technically feasilble
and to administer offlclently the construction and operation
of said projects.

To assure adequate any timely contributions by the GOB, we will
agree to finance up to a limit of 50% of ‘market, project loars
approved by GEMAB and the BWDE. lnasmuch as the state and/or
municipality will contrlbute 307 of the project cost, the overall
cost breakdown for the North/Hortheast wlll be as follows:

Source Amount

State/Municipio 12 million
BNDE 1 million
AID $14 million

$40 million
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In the event that the state and municipalities, because

of circumstances and deemed warranted by the BNDE/GEMAB,
are unable to finance their 30% of a project, the BNDE may
finance more than 70% of a project. In such cases, AID
wlll participate, as before, in 50% of BNDE financing for
the project.

Thus, with the AID aasistance the market construction program tor
the North and Northeast will be npproximntely $40 million or LoO%
of the natlional program.

Inasmuch as part of the operating system of the markets includes
market news service and grading and standards for produce, AID
will also provide financing for technical asaistance, training,
and cquipment for these activities. 1In addition, technical
assistance will be provided for wholesale market operation, retail
food marketing and rural marketing organizations. This portion of
the program will be administered by GEMAB.

A complete description of the markets, and the technical assistance
and training programs is provided in Section III - Engineering and
Technlcal Feasibility,

Institutional Aspects of Program

The most Important aspcct of the loan wlll be the moder-
nization of the marketing system itself. The exlsting
structural deficiencies of the "market" are a serious
bottleneck to agricultural development. Lack of efficlent
supply channels, prlce infermation, an adequate network of
storage and supply centers plus the cost of needless
spollage, all prevent efflclient distribution of production
and income to the varilous units operating In the market

and thus case price distortions and artificlal shortages
which inhibit overall lncreused preduction and confuse the
market causing misallocations of resources: The severe effect of the
1968 drought on agricultural prices, with adverse effects on the stabi-
lization program, was in part aggravated by the lack of storapge and the
inability of the market to respond to the situation.

The decision of the (GOB to establish GEMAB and introduce national policies
and programs to improve the market 1s the result of its realization of

the deficiencies of the current market structure (1) that an adequate
market structure is necessary for the effecctive lmplementation of credit,
minimum price, and other agricultural propgrams and policies, (2) that
private javestment in the marketing sector is dependent on both publie
investmefit in the basic infrustructure and on sound government policy,
and (3) that to implement such a propram, financing and policy guidance
from the national level nre necessary. The declsion to create the
executive group (GEMAB) to coordinate policy and programs and the decision
made by GEMAB to carry out the program of construction of wholesale
markets is an Important first step in developing the marketing system
necessary to more rapid development in agriculture,

important efforts have been made toward creating a more viable basis
for the improvement of the market structure by USAID inputs,
including, (1) the MSU study which provided important data and
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trained a nucleus of marketing economists and specialists in SUDENE,
(2) the provison of a U3DA specialist in agricultural marketing who
helped in the analysis of NE marketing problems, and (3) the initiation
of the marketing news service as n service of the Ministry of Agricul-
ture, The proposed loan will serve the Important purpose of providing
necessary resources to (1) accelerate the implantation of the market
centers in the North and Northeast, (2) continue and expand the insti-
tution building work in the Market News Service Program which 1z an
indispensable part of the total market system, and (3) provide important
technical assistance and training to GEMAR fn maerketing and grading,
wholesale market operation, and in developing programs at both the
production and retail sides of the market,

Given the overall GOB policy and program performance in agriculture,
over the past {our years, this loan will prove to be effective support
of both an important institulional improvement in the "market" and other
programs and policiers initiated by the GOR.

Backpround

L. Urigin of Program

As in most of ILatin America, the wholesale marketing of fruits,
vegetables and other perishable food products in the large urban
centers of Brazil has been through traditional, antiquated

public markets. Crrenls and other staplea are also handled at such
markets and alzs through wholesalers owning or renting their own
store rooms or warehouses. Sales from the interior directly to
retail self-service outlets has hepun only recently.

Interest in midecnlzing the wholesala system first became evident
in the Northeast =ith the establishment of SUDENE in 1959. A
French consulting firm was contrac’ed to mnke studies and prepare
plans for central wholesale markets for the three largest Northeast
capitals - Recife, Fortaleza and Salvador, In order to execute the
plans and operate those markets, SUDENE formed a subsidiary company
CANESA (Central de Abastecimento do Nordeste, S.Ahs )o

During this srme perind the Siate Government of Sdo Taulo created

CEASA (Centro Estadunl de Abasteclmento S.A.) In 1960 giving it

the broad range responsibility of golving the state supply problems

of fruits, vegetables, and fish as well as constructing and operating

8 modern wholezale centev for these products to serve greater 5ao Paulo.

Partly because of economic problems confronting Brazil during the first
half of the 19605, and partly because of lack of experlence with modern
wholesale structure design, the initial accomplishments of CANESA and
CEASA were disappointing.
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In the Northeast the construction of the Recife market, CARE,
began in early 1962, Hcwever, because of the lack of financing
and because of disagreement over the adequacy of the French

market plans, there were serious delays in execution of the market.
Over a period of several years the deslgn problems were solved and
construction proceeded on a piecemeal bagis when budgetary assis-
tance was available. Finally, with 30% of the planned facility
constructed, CARLE opened for business in February 1968.

Although CEASA was organized in 1960 it suffered through growing

pains comparable to that of CANESA. However, 1t succceded in

carrying out its entire construction plan and the market was opened

fn 1966, It is the most

advanced wholesale facility in latin America both In terms of its
structure and operating policles, Its success has been largely
responsible for the interest of other state governments in modernizing
their own wholesale infrastructure.

The Role of AID

USATD/Brazil's role in food marketing has been quite significant in
terms of technical assistance, especially in the Northeast. Such an
approach was logical as the lack of expertise on the Bmzilian side
prohibited any effective capital assistance.

From August 1966 to August 1968, the USATID's Northeast office
provided SUDENY the sevvicers of Mr. Roy Bradenburg, a USDA marketing
apecialist in wholesale facilitics. He was instrumental in assisting
SUDENE revise the Recif'e market plan and in establishing the rules
and regulations for the market. In addition, he offered valuable
advice to the state sovernments »f Bahin and Ceard in planning thelr
wholesale facilities. Inrtially because of hig erforts, the North/
Northeast is as far advanced as the more developed arens of frazil

in planning modern martret facilitieu.

A second USDA techniclan; Mre lance Hooks, worked with the GOB for
four years in establishing a2 market news service program, 1In
connection with this prigram the USAID sent a number of Brazilian
techniclians for tralning in the U3, and provided telex equipment.

The service is under the jurisdiction of the GOB Mlnistry of Agricul-
ture which works in cooprration with the state secretariats of apgri-
culture. The program started in three states (530 Pauwlo, Minas Gerals
and Guanabara) but has been expanded to the Northeast to include
Fernambuco and should begin to operate soon in Bahia and Ceard,

In 1966 AID contracted Michigan State University (MSU) to study and
make recommendations for Improving food marketing for the Recife
foodshed. The study was conducted by a jolnt task force composed
of technicians from SUDENE and staff members of M5U., The study
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recommended an integrated progcam including the completlion of the
Recife wholesale market, an improved marketing news service progranm,
loans to accelerate the expansion of self-service retall outlets,
especlially supermarket chains, the improvement of the public retall

fairs and marketing credits fcr producers of staple items
in selected zones of high productivity potential.

The MSU report was published in 1969 and formed the basis of our
initial review for a possible loan. After considerable field Invess
tigation we prepared an IRR which was approved by AID/W in December
1969 (see Annex V, Exhibit A for AID/W comments). During the same
period we also contracted MONTOR, a Brazilian consulting firm to
assist {n the data pgathering and analysis necessary to lay the
groundwork for a possible capital assistance loan for food marketling
in the Northeast., That study has been completed and its recommen-
dations were considered In formulating the lnan proposal.

GOB Priorities

Both the nntional planning organ - IPEA - and the Northeast planning
orgAn - SUDENE - have accorded a high priority to Improving the food
distribution system. Brazil's 3tratepic Development Program (1968-
70) gives specinl emphasls to whnlesale market construction in major
urban centers pursuant to the guidelines already described in

Section I A 1. (See Annex V, Exhibit B, for relevant excerpts from
Strategic Programj. This is also consistent with SUDENE's fourth
master plan which proposes new market fecilitles for all the capitals
of the Northeast,

To avoid some of the delays encrunter~d in implementing the 3ao Paulo
and Recil» markets, the national pgovernment is centralizing adminis-.
tration of the program and will offer special technicnl and financial
assistance to the state and municipal aulhorities. Concrete arrange~
ments for implementine the program commenced 12 months ago with thes
establishment »f GEMAR.  Since that time several pregidential and
Ministerial decrees have been issued setting out the responsiblilities
of the GOB agencies charsed with administering the program. (See
Annax V, Exhibits D, E, F, G, T-1, Exhibit I-2, is the agreement
gigned Sepbember 12, 1970, by BHDE and COBAL, outlining the
obligations of those two partics in the executlon of the Agriculture
Marketing TI'rogram). These responasibilities are described under
Section II - Executing Agencies.

D. Justification

L

The Existing Situaticn

As Iin most ecconomic sectors of the North and 'ortheast regiong of
Brazil, the vicious circle of poverty, poor education, limited
innovation and application of technology, and limited investment
makes it very difficult to introduce modernizing changes into the
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existing traditional structure of food production and distribution.
With the exception of sugar anl cattle, most of the production of
foodstuffs in these regions is carried out on small land units with
little use of modern Inputs. And, although agricultural production
has Increased at an average annual rate of 4% over the
past decade, such increases have come from cultivation
of more land units rather than increased productlivity
on existing farm land, and have been inadequate to meet
growlng demands. With virtually no economic power,
farmers sell their products at low prices, generally
after having carried them manually or on pack mulec to
local assembly markets, the [lrst of a serles of inter-
medlaries who themselves are mostly small operators,
Produce leaving the region for the large centers is

then sold to truckers who deliver it at the urban markets.

Most of the produce reaching the larpe urban centers enten; either
the larpge public wholesale markets or, in the case of some cereals
and staple {items, warchouses of private wholesalers,

The markets operate throuph tens or hundreds of wholesalers (or
wholesaler/retailers) who rent stalls or boxes from which they

purchase and sell produce (compartment wholesalers). Storage areas

are generally highly unsanitary with poor ventllation and a high

incidence of insect infestation. The majority of the produce is canrbxd of
perishable fruits and vegetables which, because of the conditions

stated above, must be turned over quickly to reduce deterioration

and spoilare. The operating scale of the majority of the gtall

operators Is quite limited and this, combined with high spollage

rates, makes selling margins quite high.

The loss of product due to spoilage reduces the already inadequate
food supply in the Noertheast. A larpge part of the high costs of
marketing, due to the spoi'lape and other inefficiencies in the
marketing system must be born by either nr both the producers and
ronsumers, To the extent these costs are transmitted to the producer,
his income and thus his ability and his Incentive to Invest and
produce more are decrcased. To the extent that they are transmitted
to the consumers, thedr Incomn is decrensed, Glven the fact that the
Recife population, which has th» hipghest per capita income in the
Northeast, has an averace dally per capita intake of only 2,500
enlories per day, bLhe clfect on the Jower income groups must be a
decrease in quality and quantity of food consumed,

As the markets were designed many years agro, they are

much too small to scrve urban populations of the North-

east which, In most cases, grow at a rate of between

4% and 7% a year. And, as practically all of the markets

were located in the central commercial areas of the

clities, there 1s no room available for expansion except
around the exterior walls of the market and out on to

the surrounding streets. As a result of these conditions
vehicles are tled up for long periods as they attempt to load
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and unload produce, During rainy periods this situation is made all
the worse as unpaved areas turn to mud.

Conditions at the private warehouses, which concentrate on cereals and
staple items, are better but problems such as small scale operations
with few possibilities for expans ion, antiqueted facilities, street
congestion dve to centralized location, and poor physical handling of
products also result in sales at high margins.

This already fragmented, small-scale, highly inefficient asystems of
production and distribution of tood products continues at the retail
level. All but a small portion of fruits and vegetables, and most
cereals, are distributed through permanent public markets and temporary
street fairs, With characteristics similar to those of the compartment
wholesalers, these scores of small retailers operate from individual
stalls and handle limited volumes of perishable and cereal products.
These retailers purchase in small lots from wholesalers elther in a
separate area of the same market, or more likely, in a centrally located
wholesale market.

In addition, there are the small nelghborhood stores which handle mostly
beverages snd dry goods but, berause of small seale operations, must sell
at high mirgins to assure a subsistence income. The modernization
process, as repregented by small self-service stores and supermarkets, is
beginning to moke & real impact, eapecially in Recife and Salvador, and
such stores now account for some 15% to 20% of retail food sales. The
competition between two powerful chains In Recife has had a definite
impact in reducing sales marpgins thus benefiting the consumer.

Complicating the situation described above, is the still rudimentary
transport network found in Interior areas of Brazil, Rural roads are
generally in poor condition throughout the Northand Northeast and
impede the flow of produce from production areas 4o the urban centers.

Alternative Approaches

The above desceription of the present situation attempted to briefly
degcribe the nature of the food problem in the North and Northeast,
There are obvicusly mony problems which must be resolved in both
production and markcting in the Northeast. On the production side, credit,
and capital and technical investment is needed on the production units,
and more infrastructure invesiment in roads and storape {3 ueeded in the
rural areas. On the marketing side, there are investment requirements not
only for wholesale marketing but also both producer cooperatives and at
retail level. As for production,increased offorts are being made to
Increase productivity through credit programs, fertilizer programs,
agricultural vesearch. 1In the Northeast, the RNB (Bank of Northeast) is
negotiating a 430 million agricultural loan with the World Bank and
USAID/Recife is beginning work on a commodity in-depth approach in
cooperation with SUDENE,
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It is the judgment of the GOB, and we share this judgment, that the
conditions are ripe for making a concerted effort to attack the
principal marketing bottlenecks even though much has to be done to
solve the principal production problems. It is belileved, however,
that improvements in the marketing channel will have backward linkage
effecets which will directly benefit the producer and provide him
substantial incentives to increase his production.

The MSU/SUDENE study pointed out that it was possible to improve

the distribution system by entering at one or a combination of points
in the channel betwecn producer and consumer. Modernization efforts
could be made at the producer, wholesaler, and/or retailer levels

The IRR submitted to AID/W in December, 1969, did propose, in fact,

an integrated package which Included not only financing for wholesale
markets but also credit to accelerate the expansion of (1) privately
operated supermarkets and smaller self-service stores and (2)
privately operated rural marketing organizationse We are gtill of
the opinion that improvements erc nceded at all levels of the dig=-
tribution channel but, cxcept for technical agsistance, are responding
to the immediate desires of the GOB to satlsfy the demands of moat of
the states to improve their public wholesale facilities, In addition,
the Brazilians are much better prepared to enter at this point of the
channel based upon their previous experience, their technical capa-
bilities, the results of market studies and their arrangemsnts to
administer the program,

Our intensive review »f the loan proposal 1ed  us to the conclusjion
that, in the North anl Nertheast, a great deal of planning and
promotion are yet necessary before any capltal assistance effort should
be undertaken in improve the retail structure or to improve rural
marketing orianizations. On the other hand, the planning and

promytion of a wholeszale markel program is sufficiently advanced to
Justify capital assistance,

At the retnil level, supermarket expancion in Reclfe 1ls proceeding
cpontanenusly at a much quicker pace than the M3U team thought
possible without special credit incentives. Because such expansion
in Recife is, for the most part, throush two strong chains, and
because expansion in Salvador and Fortaleza 1s throupgh one chain,
public officials cre becomiog; concerned not only that some of the
smaller procers and public ralr operators will be put out of business
but, in the latter cases, that monopoly pricing patterns can develop.
As a counter measurce, SUDENE is discussing ways to atrenpgthen these
groups through voluntary associations of smnll grocers and improved
public f'air facilitless Concrete proposals were made in the MONTOR
study and these are teing reviewed by the BNB and SUDENE.



20.

With regard to rural marketing organizations, there is widespread
agreement that producer marketing cooperatives should be establisghed

and financed so that the smaller producer can market his produce more
directly and receive a higher, more stable price. Both SUDENE and the
Pernambuco state extension cervice are mapping plans to promote
marketing cooperatives. In addition, the Central Cooperative Federation
is renting space at the Recife market and is encouraging member
cooperatives to utilize the availeble facilities.

Although we are not rccommending capital assistance at this time to
improve the retail structure or promote rural marketing orgenizations,
we have informed the GOB - GFMAB, SUDENE, 8NB -~ that we would respond
to GOB priorities in thesc areas when specific proposals are formulated
and presented to us.

With respect to the difficulties in transporting produce Trom production
arcas to urban consumption centers, road networks throughout the interior
of Brazil have been the object of planning studies for the past several
years. The MSU study recomuended that financing be provided for rural
road (third class and below) construction to support capital investments
in wholesale markets. In 2onsldering this loun for market financing,
USAID recognized the importance of transportation improvements but decided
not to include road fi-ancing in the same project with market financing.
Although complementary in economic ternn, USAID considers the two areas
of investment sufficicntly distinct Lo wnerant consideration ag indi-
vidual projects. Ns a consequence, a "rural roads" loan proposal
amounting to approxbiately 5 million has been prepared by USAID for
inclusion in the ¥Y-71 AZD program. If approved, this finencing would

be passed throuph the vural roweds financing program already underwsy at
the BNDE to the statez o Tlnance the construction and improvement of
rural roalds in nrioribty sericultbaral production areas.

Place of Project in TIUALD Program

The proposed AID loan 15 closely tled to two USAID priorities for asslstange

in Brazil: the lortheast and agricultiure.

The llortheast con®inues ¥+ be a priority rogion for both the GOB and
the US. The Comitry #.uid Bubmission (CT38) for Ff 1971 points out that
"further expansion of Lrazil's regions’ effort is necded to enable the
reglion to narrow nd ¢graduocily overcome its serious development gap'.

With regard to owr priority in agriculture, the CFS states an follows:
"There has been grossly inadeogunbte progress in agricultural modernization
to raise the level of llving r.od the parllcipation in development of this
large majority of the population living at below the poverty line". With
particular regard to the marketing bottlencck the CF3 goes on to state
that: "As urbanizotion continucs snd production gets further from the
market, the serious mavketing bottlencecks already in evidence will begin
to exert irressistible pressures on costs and prices. Thus, traditional
marketing patterns necd to be superseded by more efficient methods". The
proposed loan in directly related to the necesslty of modernizing the
wholesule channel. Section 1V, Economic Analysls, shrws that this modere

nization will bring significant economic and social returns in the {
North and Northeast.
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SECTION II - EXECUTING AGENCIES

The principal executing agencies would be GEMAB (Executive Group for the
Modernization of Food Supply), COBAL (Brazilian Food Supply Compnny) and
BNDE (National Economic Development Bonk). Supporting roles would be
played by SUDAM and SUDENE, the development superintendencies for the
North and Northeast.

A'

GEMAB

To promote and implement the recommendations of the food distribution
section of the GOB's Strategic Develooment Frogram (1968-70), GEMAB

was created by Presidential Decree on 26 November 1969 (see Annex V,
Exhibit D for text of decree). The key to GEMAB!s role is contained

in Article I which states that its functions are to "study, propose
and, when in its competrice, odopt 2ll acts necessary for implementation
of the progrem of construction of central and terminal markets, and
take other means necessary Por the modernization of the food supply
system". GEMAB iz presided over by the Minister of Agriculture and has
as members one repreosentative ecach from the Ministries of Agriculture,
Finance, Industry and Commerce, Planning and the National Confederation
of Commerce. The Ministry of Planning acts as the Executive Secretary.
The representative of the Ministry of Agriculture is the President of
COBAL, an entity of thot Ministry, and he serves as vice-president of
GEMAB. Furthermore, as GEMAB offices arc located within COBAL and is
provided with technical staff from COBAL, the influence of the latter
over GEMAB is substontial.

The specific functions and dubies of GEMAB are set out in two
Ministerial Decrees published 13 January 1970 and 13 March 1970. (See
Annex V, Exhibits E and F for texts of decrees). However, the most
significant of these dulies are summarized as follows:

1. Coordinate the consiruction program cf wholesale centers and
terminal markets;

2. Agprove the feasibility studies for construction or expansion of
wholesale centers and torminal markets;

3. Recommend to COBAL and the BNDE the concession of.financial
participation in any market; '

ll, Recommend the means neces.ary to implement the construction of
wholesale centers and terminal markets in the principal urban
centers in accordance with the priority established by the
Government Program;
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5. Study and coordinate the complementary mecans necessary to
execute the program with respect to grading and standards of
enimal and vegetable food products, of market news service and
installation of supermarkets and self-service stores;

6. Prepare studies and projects necessary to obtain internal and
external financial resources for the national program of
modernization of the distribution system;

7. Technically orient the States and Municipalities in the preparation
of engineering and economic studies for wholesale centers and
terminal marke':s;

8. Stimulate the realization of studies and research leading
toward the modernization of the distribution system and train
technicians in marketing;

9. Cooperate with COBAL in the realization of its objectives;

10. Suggest the ndoption of othor means necessary for the
modernization of the distribution system,

In carrying out its functions GEMAB is closely coordinating its pricrities
with FINEP, the GOB rcasipility financing tund,in order that the latter
approve requests from state movernments, or if already established the
mixed companies, for financing of feasibility studies for wholesale
markets. Once a feasibility study i5 completed it forms part of the
application for construction financing which must be approved by both
GEMAB and the BNDE. These organizations huve formed a joint committee

to expedite the review of loan applications.

COBAL

COBAL, which was established in 1962, is a public company under the
jurisdiction of the Minictry of Agriculiure. 1Its principesl functions,
as stated in 1ts statute, are to %l) "participate in the executiaon of
plans and programs for food supply elaborated by the Government relating
to the production, industrialization and distribution of food products...
and (2) act as a market regulating element in cssential products or
products in short supply or serve as a supplemental source in areas

- not sufficiently attended to by private cnterprise".

Until its role in the wholesale market program was defined upon the
creation of GEMAB, COBAL's principal activities were related to its
role as a regulating sgent of staple food products. Until 1967 it acted
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almost exclusively as a food wholesaler., 1In that year it took over
some 600 public retaiil outlets upon the dissnlution of another govern-
ment company (SAPS) and now serves ag both a wholesaler and retailer
of food products.

In view of its participation in GEMAB, COBAL will play an important

role in the wholesale market program., In addition to assisting GEMAB
carry out its dutles, as previmusly -lescribed, COBAL will own up to

20% of the shares of each market and name the financial director in each.
This fInancinl director {s named when a project {s approved for flnancing
and monitors the development of the market during the construction phase
as well as the succeeding operating pariod until BNDE financing is amortized,
The person picked for this position by CORAL is usually o local business-
man nominated by the state with prior experience in food market management
or related experience. (Sve Annex V, Bxhinit G, for Presidential Decree
concerning COBAL's financial participation in the markets).

A review of COBAL's operating statements for 1968 and 1969 indicate that

it 15 capably performing its assigned duties. Tt has shown a slight
operating profit during both years reviewved and jts liquidity position

is grong (2 strong 4 to 1 ratio of short-term asscts to short-term
liabilities). The size of its operation is indicated by its total assets
AL some Cr$250 million (approrimately USH55 million). A more detailed
financial analysis of COdAlL is uot presented herein as its principal

duties in the wholrsale warket progpram will be planning and implementation
Tunctions as part of GEMAY and its ownershlp role in each of the markets
which will be financed scparate from its present operations (loan financing
from BNDE and repayment throurh the budget of the Ministry of Agriculture).
Of primary importance for the propram under considerntion is the competence
of its staff in carrying oul its ngssigned duliesn,

Bsed on our close contact with COPAL and GEMAR during Intensive review
wrr are of the opinion that thelr stalfs are qualified to perform their
assigned duties under this prosrame The new President of COPAL (also

Vice President of GEMAR as previously explained) is Dr. Rubens Albuquerque
who had been manager of the hipghly successful CEASA market in Sao Paulo.
Hle repregsents probably the prentest source of experience and knowledge

in Brazil on wholesale market operatlnong, With such knowledge he has
recuited a competent technical staff, (Gee Annex V, Exhibits I,Lorgani-
zational chart for COBAL).
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BNDE

The BNDE will serve as the financial agent of the program end. in this
role, provide long term financing for the construction end equipping of
* the markets.

The BNDE will also serve as the administretive and monitoring agency
for the construction of the projects,

By virtue of its orsenization which vrovides rapacity for monitoring
projects, and successful history of operations, USAID/Rio is of the
opinion that the BNDE is quaelified to properly and successfully carry
out its responsibilities, hereinabove described.

The BNDE was established in June 1952 (law 1628) as & public corporation
under the Ministry of Finance. It was empowered to mct, whenever necessary
as the agent of the Nutional Tremsury, in any financial operstion for the
modernization and development of the national economy. By Presidential
Decree No. 200 of February 1967, the BNDE maintained its status as e
public corporation but was placed under the Ministry of Planning.

1. Resources

The resources mnde avasilable to the BNDE since its inception in 1952
have come larpgely from special federal revenues or federal budget
support. The initial capitalization of the BNDE in 1952 came from an
income tax surcharge and certain compulsory deposits from federal
savings, banks, insurance and trust companies snd a percentage of the
annual resources of social security apgencies. In 1956, the compulsory
deposit for social security revenues was sbolished. Starting in 1965,
the GOB replaced the tax surchsrge with 20% of the totsl receipts from
the collection of federal income tax. In 1967 this budget allocation
was reduced to 10% of the income tax payments and the BNDE received a
new source of income srising from the Financial Operstions Tex which
the bank continues to¢ receive., The set percentege of federal income
tex receipts nllocated to the BNDE was eliminated in 1968 and the
bank now receives federal budget support on the basis of the Benk's
annual investment budpet approved by the Minlstry of Planning.

2. Operations

The BNDE, acting as the GOB's major develnpment-lending institution.
is responsible for channeling federal resources made available to
the bank into the economlc sectors accorded priority by the GOB and
for stimulating additionel investmeni, in these asectors by affording
investment guarantees to investors. In 1969 direct assistance by
the bank to borrowers in the form of long term loans totalled the
equivalent of US$310,067,000 and collateral guarantees provided by
the Bank in 1969 totalled US%111,821,000. The direct financial
assistance provided by the BNDE. as well as the total smount of
guarantees extended by the bank from 1960 to 1969 sre shown in

Annex V, Exhibit Ki,.
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The primary responsibilities of the BNDE, as delineated in {its
enabling legislation (Law 1628/52) as amplified in 1956 (Law
2937/56), were to provide loan financing for purposes of '"Reequip-
ment" (modernization and expansion) and other apecific develop-

ment activities, Listed in order of their overall priorities,
these were:

1. reequipment and expansion of harbor and other tranaport
facilities;

2, construction and expansion of the electrical power
system;

3. installation and expansion of bakic industries;

4, construction and expansion of warehouses, silos, meat
packing plants and slaughter-houses;

5. development ot agricultural and rural electrification,
and

6. other sectors of infrastructure development,

In the first years of operation, the BNDE concentrated its limited
resources in the fields of railroad transportation and electrical
power. In the late 50's, as the bank expanded into new fields,

the emphasis shifted from transport investments to investments in
heavy industries, such as steel, and medium-sized manufacturing
enterprises, such as chemicals, electronicsa, paper and textiles.

From 1967 through 1969, the BNDE placed greater emphasis on the
ftnancing of transport, telecommunications and agriculture. Loans in
the agriculture sector increased from 2 1/27 of total BNDE lending un
1967 to slightly over 6% in 1969. Thua, agriculture represents only
a small part of BNDE lending.

Allocation of BNDE Cruzeiros Financing
1967-69 (in Cr$1,000)
Source: BNDE

Sector 1967(Cr$1967) 1968(Cr$1968) 1969(Cr$1969)
Electriec Power 183,700 88,563 40,848
Transport 1,944 265,291 263,302
Telecommunications - 56,000 99,500
Mining - 18,794 4,000
Steel 272,954 57,038 137,000
Other Manufacturing 231,908 405,704 644,225
Agriculture 18,444 45,122 82,500
Education and Research 43,737 31,416 47,637
All other - 22,461 29,783

Total 152,687 990,389 1,348,795

\




Se

b,

26

Financial Position

(See Financial Analysis, Section V D).

Orgenization

The administration of the Bank consists of the Administrative
Council and the Board of Directors. The Administrative Council
is composed of six members and the President of the Bank who is
chairman, The Administrative Council establishes the general
policy guildelines to be followed by the Board of Director and
makes decisions on all questions pertaining to the Bank's
internal repgulations. The Board of Directors consists of six
members, namely, the President of the Bank, the Director Guper-
intendent and four Directors. .The primary function of the
Board of Directors is that of executive management of the

Bank.

The BNDE has established seven organizational divicion within
the Bank: Administrative, Eronomic, Financial, Legal, Resources
Special Operations (concerned with the Special Funds) and
Operations,

(See Annex V, Exhibit K-S for organlzational chart of Bank).

Based on (1) UBAID's visits to BNDE's offices and discussions
with BNDE's vcconomists, engineers and accountants (2) our review
of BNDE's procedures for munaging this project, (3) knowledge

of its portfolic containing large projects in all sectors of the
economy (4) BNDE's generally good reputation with AID and othep
international lending agencies, USAID has concluded that BNDE
has the capacity to satisfactorily carry out these procedures

" for monitoring this loan.
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SUDENE and SUDAM

To decentralize and, at the same time, elicit development planning
more consistent with local conditions, the GOB has divided Brazil
into four reglons and created a development agency for each. The
first created, and the most important in responsibility, was SUDENEe
It i1s responsible for the Northeast states including Maranhao,
Piauf, Ceard, Rio Grande do Norte, Parafba, Pernambuco, Alagoas,
Sergipe, Bahia and a portion of NE Minas Gerais. SUDAM is the agency
responsible for the North which includes the states of Amazonas, Pard,
and Maranhio (northern portion) and the territories of Amapd and
Roraima,

Under the proposed loan these agencles will, in some cases, be called
upon to assist the states elaborate wholesale market projects and
identify the technical assistance and training needs of the wholesale
centers. They will also advise GEMAB concerning additional programs

- necded to improve food distribution in these reglons.

The Mixed Companies

The markets to be constructed under the program will be owned and
operated by mixed private/public companles (empresas de economia mixta),
A mixed company is oprrated under the commercial code as if a private
corporation, Its principal purpose is to avoid complicated government
regulations prohibiting transfer of personnel and wage 1increases.
At the outset such companiecs will issue a nominal spare to an individual
to qualify it for "mixed company' status, with the balance in control

ot the state and municipal governments and COBAL.

The mwarkets will be admnistered by a Directorship composed of four
members: The Iresident, the Financial Directer, the Technical Director
and the Administrative Director. Each will have the staff necessary to
carry out its duties. As previously mentioned COBAL will name the
Financial Director in most, if not all, the markets constructed under
the propgram, The general duties of each of the Directors are described
below.

1. Financial Director

In addition to the usual controller functions, described below,

the Financial Director will be the Prealdent's deputy and all
documents evidencing the company's commitments will be signed by
him. As a federal appointee, he will be able to act independently
of any local pressures and influences, gince he will be functionally
responsible to COBAL. His other duties are as follows:
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Orient and direct the financial administration and the
accounting of the Company;

Keep records of the property and equipment of the Company;

Organize the financial report and prepare the annual balance
sheet;

Control the execution of construction in accordance with the
financial chronogram;

Present to the Directorship at the end of every year the

.annual budget of the Company for the following year, using

as a base the plun of activities elaborated by the Directors.

Technical Director

a.

a.

b.

C.

d.

Promote and preseit to the Directorship technical-economic
studies to cupport end provide incentives to the producer
and intermedicry and protect the consumer;

Promote the study and regulation of the functioning of markets
and specialized installations of the Company;

Plan and superrise the programs of execution of the works and
expansion and the installation of equipment pertaining to
the company;

Supervise the utilization of the installations belonging to
the Company;

Supervise the mainlenance services of the installations and
equi pment ;

Present to the Directorship st the end of each year the work
plan of the Compauy.

~ Administrative Divector

Serve us secretary of the meetings of the Directorship and
draft the respective acts;

Direct the business and the work of the secretariat;

Take responsibility of all the documents and boocks of the
gsecretariat of the Company;

Sign the vooks of the Company;
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e. Orient and supervise the personnel policy of the Company;

£+ Orient and supervise the cadastral service;

g. Propose to the Directorship the service contracts for restaurants,
luncheonettes, vechicle mnintenance facilities, stores and
packaging;

h. Supervise the genernl services of safety, cleaning, prevention
of accidents and fire saflety.

With the sssistance of COBAL, GEMABl'as developed a set of general
management guidelines for the mixed companies which will own and
operate the markets. These guidelines are in the form of recommended
bylaws tc be adopted by the companies and are intended t0 insure that
appropriate control will te axerted in certain areas where problems
are likely to occur, ({Anmuev V,%xhivit L , sets out the recommended
bylaws. )
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SECTION III - ENGINEERING AND TECHNICAL FEASIBILITY

Af

This section reviews the plans to date for the markets,
the procedures to be followed in planning and constructing the markets,
and the technical assistance and training activities, including the merket
news service program and the procuce yrading and classification program,

A. Prototype Plans for the Markets

The dimensions and special characteristics of the wholesale markets

will vary depending on the amounts and types of produce which will

be flowing through them. Large wholesale centers will be located

within or adjacent to cities with populations greater than 500,000,

Thus in the North/Northeast, such centers will be constructed in
Salvador, Recife, Fortaleza and Belém. These markets will be largely
devoted to wholesale operations with very limited areas and/or time
periods reserved for reteil selling. In addition to serving the urban
arcas where they are constructed, the large centers will be utilized as
collection and transfer points for produce flowing to surrounding
interior towns. Small wholesale markets will be constructed in cities
with populations between 170,000 and 500,000. The prototype plans
further break these markets down between urban populations of 170,000 g
to 240,000 and 240,000 to 500,000. These markets will devote a larger -
portion of their srcas to retail selling - as much as 40% in some

cases. As explained below, becsuse of their smaller size they will
offer fewer services than the large centers. Assembly markets are
specialized centers located in producing areas and will provide
processing sexrvices to producers and producer orgenizations, In these
markets penerally two or three different products would be processed

and stored, provided they utilize similar processing and storing
techniques. For exomple, corn, rice, beans and mendioc flour, would

be weighed, graded, clesned, packsged, fumigated, and stored in accordance
with the most recent techniques.

The following discussion of outline of facilities, description of
prototypes and cost factors ore based on the analysis presented in

the MONTOR report, construction costs were subsequently subjected to an
independent but parallel cos!, analysis by USAID to check their validity.
(See parangraph Ut below.,) Those calculations were, in turn, based upon
existing feasibility studics and discussions with GOB officials concerning
the purpose of the markets ond basic design factors. Except for the
reduced priority for cereal products, explained beloWw, the prototype
analysis represents the most current thinking of the GOB with respect

to the types of markets to be constructed.
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Outline of Facilities -

Experience in the design and operntion of wholesbale and combined
wholesale/retail markets, has demonstrated that there is a set

of fecilities best suited to serve the market users whether they
are producers, wholesalers oy consumers. Because the design of
this set of laclilities will vary depending on such factors as

the region, the products, ihe consumer habits, the market users

and the desires of the owners and administrators of the markets,
the prototypes present only broad characteristics and criteria
that apply to the plenning snd construction of the markets. Thes:
protolypes are not o substitute for the detailed project that

mugt be prepaved f'or each new market, but do represent genersl
guldelines for the wore specific studles and plans, Examples

of facilities Lo be Jneluded In the various types of market follow,
(Annex VvV, Txhivit 1t, conteins prototype blueprints of the various
types of markebts teo be constructed under the program.)

Large Yholeosale Ungior

Fruit end vepcrnables Macyet -

Producevas’ Juelis
Fruit and VYeuos ables vholesale Warehouse
Freit sand Verrcuables Collective Warehouse

Cereals fiarii

Cereale oud bry nods Wholesale Warechouse
Cerenls nnd DNry Goods Collective Warehouse

Silos
Meat Marhet
Poultry euid Frs Marke!
Service Marvket

Platforn for tick sales

Classification center

Freczer and rofrigernlis facilities

Ice Making cutting and Jistributing machines
Technicel block

Communications

Telegreph end post office

Bank agencices

Exchange for trensportation


http:contv.ns
http:proee.nt

- Main offices of cooperatives
Main offices of other firms
Services - Snack bar

Restaurant
Barber shop
Magazine stands

Rest rooms
Supermarket
Gas, washing and lubrification station
Maintenance shops
Indoor bus stop
Taxi stops
Parking - fo= Mi:zht vehicles
for heavy vehicles
for Joading and unloading

Administrative avea
Entrance building and scale
Administration building

Maintenance
Warehouse and .arage

Commerciel area
Miscellancous stores
Conference rooms

Agriculture materiasls stands

Small Wholecale Centris

Fruit and Vepetables Murket (1in modulated warehousea)
Cereals iarkei (in modnlated warehouses)
Animal Origin Product Mnrket (in modulated warehouses)
Service Market
Freezer and Hefrigerotion Facilities
Telegraph and FPost Office
Services - Snack bar
Barber shop
Rest rooms
Administrative Arean
Commercisl). Area
Rooms and stores
Parking - for light vehicles
for heavy vehicles
for loading and unloading

32
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Assembly Centers

Reception and Forwarding Area
Product Processing Area
cleaning
classification
packaging
fumigation
Storage Area
Administrative Area
Outside Parking

Description of Prototypes

With regard to the large and small urban wholesale markets, the
distribution of market area among the four general categories of
activities is as follows:

Large Small
Center f Center t
Fruits and Vegetables 30 29
Cereals and Dry Goods Lo 36
Products of onimal origin 10 10
Administrative services and
non-food trade 20 25
TOTAL 100% 100%

It should be noted that, although the above table and the

prototype blueprints show larger amounts of space for cereals than
for perishible produce, GEMAB has recently decided that top

priority will bve miven to perishible items and that space devoted

to cerenls will, ot leeost initislly, be cut back sharply. It is

felt that many of the existing urban wholesale facilities for cereal
products are sdequate for the time beinz snd that more attention
should be given to improve the ntilization of cereal storape facilities
in the interior hefore concentrating on urban wholesale modernization.
On the other hand, fruits, vepetables and egss are not stored prior
to their transfer to urban consumption points, and existing whole-
sale facilities for them ar~ largely primitive. For these reasons

it is believed that scarce development resources should be used to
improve the most critical marketing problem - wholesale market
facilities for perishible food productas.



In Sdo Paulo the CEASA werehouse is divided into a larger number of
product groups than is feasible in the Northeast cities. For example,
there are individual warehouses for eggs, coconuts, potatoes, onions,
bananas, etc. In the North/Northeast, warehouses will house a number
of products because fiang are emaller and not as specialized.

The difference betwecen the large and small markets is most significant
when the area distribution is considered by marketing function:

Large Small

Center % Center %
Retailing 10 Lo
Wholesaling 70 35
Administration, service and trade 20 25

TOTAL 1007 100%

In order to determine the area required in cach market type for the

general product categories, 1t is necessary to make estimates of total
consumption of each product and the percentage which will flow through

the market. The feesibility study for each market makes its recommendations
for space requirements based upon such calculations. Based on our review
of five of the compleled studies, we are satisfled that thelr estimates are
realistic and note that full capacity of both the CEASA and CARE markets
were reached considerably in advence of projections.

Assembly Markets arc Lo be located in producing areas and have the
specialized function of product processing. In addition to these processing
services the agsembly markets would provide more adequate storage and loading
facilities than now exist in these interior towns. Also these markets would
serve as points for the collection and distribution of market information
through radio links with the three major wholesale markets.

Land Acquisition

In general in the past gites for market centers have been "donated" by the
state or local government.

In conversations with the GOB it has been established that this procedure
will continue. Thus the land value becomes part of the state or local
governments cquity in the project.

Cost Factgzg

Annex V, Exhibit C pregents data on cost catimates. This table was taken
from the Montor Report and originally reflected costg per squate meter of
congtructed arean for the various asectors of the Salvador project. A
subsequent parallel cost analysis was made, based on actual ond cstimated
costs for the CARE project in Recife, and also on generel building
construction costs in the Northeast reflecting conditions as of August 1970,
with allowances made for probable escalation due to inflation. This latter
analysis has provided sufficient substantiation for the assumption that the
Montor costs are valid for present egtimating purposes for both large and
small market centera in the North and Northeast.
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These costs per squere meter vary as a function of the simplicity of

the type of construction. For example, the stalls for fruits end
vagetable products sre the least costly because they do not have walls
or psrtitions and the floor is at street level. The structures for
cereals and dry goods canll for greater height. loading and unlosding
platforms, fumigation chambers, fire e¢xtinguisher systems and other
fixtures that incresse the cost of this type of structure. Sevings will
result in each project to the extent that instellations for cereals

are cut back. The most expensive structures are those that house
industrial operstions, such ss refrigeration, ice-making, product
classification and packaging. (In Exhibit C these industrial operstions
are included under "Anima)l Origin Products"). The following compares
the percentage of market area and the percentage of market cost:

Area % Cost %
Fruit and Vegetables 30 14
Cereals and Dry Goods 36 b1
Industrial Operations 5 22
Administraticn, Services & Trade 29 30
TOTAL 100% 100%

With regard to the total nrea of the facilities, the following presents
a gencral breakdown of costs on a percentage basis and is applicable
to bath the large snd small centers:

Land (acquiaition and preparation) 10%
Civil Construction and Ditside Pavement 56%
Equipment and Installations 18%
Miscellaneous Expenuses a1 Continpencies 167

100%

It should be noted that the cost estimates in Table 1 will be overestimated
to the extent thet cerea! ureas are cut from each of the markets approved
for construction. Thus. the sverapge coast of the larpe centers will be in
the arca of US$5-7 million, depending on the size of the city, and the
small centers botween VSH2.C.%%.5 mi11ion,Ard assembly markets $0.5 million.

Assembly Market dimensions ree a Tunchion of the following items:

a) the kind of product predominant in the remion;

b) the volume of production during the harvest;

¢) the kinds and volume of secondary products;

d) the percentage of volume held in reserve storage;

The eatimate of Assembly idarket costs is based on the cost per square
meter of the cereals and dry pgoods sector of the wholesale markets as
shown in Exhibit C.
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Procedures for Planning and Construction of Markets

To evaluate projects submitted for financing, the BNDE normally sets up a
work group composed of an engineer, a lawyer, an accountant and an economist,
In the case of the wholoaale market program, projects munt be approved by
both the BNDE and GIMAB. Thus, to expedite the review process and avoid
duplication, a Joint review team has been established consisting of BNDE
representatives (an engineer and a lawyer) and GEMAB staff members (an
agronomist, an economist and an accountant).

A1l market plans precented must include an economic/technical feasibility
study. The review of a loan application includes an analysis of the study,
the arrangements for ownership and administration of the market, the financial
arrangements to complement the proposed loan and the source of funds to repay
the 1...n. In addlition, there 1s an inspection of the site to evaluate
lor~.ion, accessibility, and terrain, snd the construction plans are examined
‘» 4 cvaluated as regards layout and type of constructicn. Estimated construce
c¢ion costs are reviewed and the schedules for construction and disbursement
arc reviewed.

GEMAB and the BHDE, using general design guidelines and /or market construction
standards may recommend changes in the design to assure the maximum functional
use of the facility for the least cost. Once the project is approved for
financing, the mired company established to construct and operate the market
will prepsre final plans, specifications, cost estimates and construction
schedules for the Tacilities. These will usually be prepared by or with the
assistance of an architect-engincering firm approved by GEMAB/ENDE, or, 1f

the mixed company or State Government has the necessary qualified, full«time
engineecring stalf, by such staflf.

Prior to inviting bids Tor construction, the bid package is to be reviewed
and approved by the BIIDR/G:MAL project committee. After approval, the mixed
company will solicit bids, conduct public bid openings, make bid evaluations,
and select o qualificd responsible bidder on the basis of the lowest reasons
able cost. Firns ruled not qualified due to lack of experience, staff, or
poor past performance are to have their bids returned unoperied. The bid
evaluation must bte approved ty the BIDE prior to contract signing.

The mixed compenics will heve the responsibility for providing a qualified

Resident Fncineer, acceptoable Lo sliDi and USALD, from
their stalff, 5 from thelr Zoncultont Flem for the day-
to-day inspeeticn of censtruction Lo insure that the
contractor complies with the Qlnal planc, specifications
and divoctives of the Resideat iaprineesr.

The following major items are smong those that require inspection and approval
by the Resident Engincer. e will advige BUDE of his proposed inspcction of
these specific items as early as possible, but no later than 2h hours before
the inspection take place. (Should BNDE elect not to participate in the
inspection, the work will proceed without interruption). These major items
are:
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1. Excavation and foundation work prior to placement of forms,
reinforcement and concrete;

PP S e e e R

2. All major concrete work following form removal and prior to
back-1111ing, plastering, oy painting,

3., Final inspection of all masonry work, grading and drainage, and
ulilities, including operational tests of all utilities, facilities
and power supplies.

Project Monitoring -

In addition to the controls described above, loan projects will be monitored
through a review of regular progress reports to be prepared by the borrower !
and periodic general inspection trips by the BNDE Project Committees 1n which
USAID will participate jointly to the extent t casiders necssary. A
BNDE's reporting requirements are included in loan agreements in the form of

an annex and consist of monthly and quarterly reports. The monthly report

is a schedule of payments made by the borrower for goods ant ocrv.ces retiated
to the project specifying the supplier, invoice number, date and smount paid.
The monthly report will also show the amount of construction during the

period in termms of percent completed, and will indicate whether the project

is on schedule or otherwise. The goods and services must be adequately
identified so that they can be rclated to the disbursement schedule submitted
by the borrower prior to first disbursement. The auarterly report includes

(a) an investment schedule showing amounts invested in the project during

the reporting period and prior periods using the same line items as the

project cost estimate, and the source of funds, (b) a physical report and

(c) a narrative report commenting on the project's implementation including
comments on any anticipated changes in project costs or disbursements. i

General inspection visits are to be made quarterly by repre-
sentatives of GEMAB, and BNDE in which USAID will participate
to the extent 1t considers necessary. The major purpose

of such site inspections is to audit the borrower's pay-
ments and to review progress. The audlt consists of checking
out the payments listed in the borrower's monthly reports
agailnst the actual supporting documents which, besildes
invoices, include supplier contracts and bills of lading
where applicable. Cost overruns are also reviewed and delays
in project implementation are discussed. Although these trips
are scheduled quarterly, a greater number of vislts may be
scheduled depending on the nature of the project or if serious
implementation problems are identified.

Disbursements -

The BNDE makes loen funds available to borrowers in the form of tranche
advances. These are generally quarterly and the amounts are determined on
the basis of the project's disbursement schedule. The timing and amount
(£ these advances are included in the loan agreements. As a condition A4
]recedent to the first disbursement, the BNDE requires a borrower to submit fﬁ
(., construction schedule, the estimated cost of the project, and a disbursement ﬁ]
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schedule. Although this information was reviewed by the Bank during its
loan review, the borrower's document represents a formal commitment on

its part against which the actual progress and costs of the project will be
measured. Since the tranche advances are related to specific steps of

projaot implementation, a condition precedent to subsequent disbursements
is that the borrower must show evidence that all funds required (BNDB loan

funs, borrower's own loan funds, and other loan funds) to implement the
construction stage for which the previous wdvance was made have been expended.
Such evidence includes the following: :

1. Claim from the contractor stating vork accomplished, units of work
involved since last payment, certification of percentage of total
contract completed and a certification that all material and work
are in accordance with the terms of the contract;

2. A current inspection by the reslident engineer stating his estimate
of percentaze of contract accomplished and noting any deficiencies
in meeting contract plans and specifications;

%. A certification from the BNDE as to the reasconableness of the
resident engineer's cstimate of work accomplished and a description
of any construction deficiencies noted and not corrected as of the
reporting date,

The borrower is aubhorized {to reimburse the contractors up to 90% of the

certified work accomplishied and inanced by BNDE. Upon final acceptance by
the borrower, and final inspection end certificaticn by the BNDE, disbursee
ment will be made Tor the outstanding amount of the approved contract cost.

Technicel Assistance, Training end Fquipment Needs

Up to $1 million of loan Punds will be utilized to finance the technical
assistance, training and equipment needs necessary to increase the operating
elficiency ot the liorth and llortheast markets to be constructed under the
program. This fineancing will smpreve and expand the market news service
program, cstablish effective voduct classification (grades and standards)
far produce, and aoffer specisai bechnical expertise in wholesale market
operations, retall {ood markeving and rural marketing problems. This
portion of the program will be the responsibility of GIMAB.

Morket News Cervice Progran -

The purpose will be ts improve an! expand market news reporting in the North
and Northeast. The first required communications link is between major
citles and the already existing national system. Recife, Fortaleza and
Salvedor arc alrecady Linked o the national system by telex. A link is
neceded with Belém und probably Manaus and other capital cities. The existe
ing program is operated by an agency of the Minisiry of Agriculture -

Servigo de Informagdes de Mercedoria Agrfcola (SIMA) - through the individual
gtate secretariats of agriculture.
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A USAIP/MA/SIMA agreement provided existing telex links. In addition to
linking the major cities into the national nystem, the entire progrwn cally
for other state capitals and major interior marketing convergence centers
to be linked to the system by singleeside-band radios. At locations where
new vholesale markets exist or are bullt the SIMA operation would be
physically located in these facilities but would remain under the adminise
trative control of the Ministry of Agriculture. The implementation of the
program will require, not only equipmenrt, but especially trained technicians
such as information patherers, market news Journalists and communications
technicians.

Once the loan is signed two important steps would be taken to esccelerate the
expansion of the program in the North and Northeast: (1) the Ministry of
Agriculture would plan and establish nceded additional communication links
telex, radios) and systems for processing the additional marketing cata and
2) the Ministry would schedule the training program for market news service
technicians and recruil and select the —equired personnel. The design and
installation phase would improve the existing system in the Northeast, lay
out systems for the markets in other major population centers, and develop a
system of networkgconnecting major centers with other state capitals and
interior points.
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The ultimate goal of the program would be a regional network covering
approximately thirty cities and interior towns. However, the first phase
would include only four to sixn major cities, three of which already have
telex links, and come ten interior collection centers. In this phase,
training would be needed for ten morket news reporter=radio operators
and four market information collectors. Fifleen more would be added in
the second phase. The reporters-radio operators would prepare hulletins
and reports on local market conditions to be broadcast to other points
in the system. The information pgatherers would assist these rcporters in
the large citics and markets where the volume of information is greatest.,
Some of this personnel micht be drawn from the current staff of STMA's
various Northeast Offices while others would have Lo be receruited and
hired. The requircd personnel would be btrained under the program alrecady
establishied in the Rio office. Salaries of the technicians trained under
the prosram would be [inanced by the loan (or two yeais and thereafter
by SIMA,

Provision would also be madec to finance short-term market news specialists

from the US to proviie suidance to the Ministry of Agriculture for the
Je 1 . ) .
North/Northeast portion of the program. They would work out of Ministry

officec, grincipally those of SIMA, in Recife, Brasflia, and Rio de Janeiro. j

Cost Bstimate for loan IMinanced larkceh lews Gervice Program

Consultant Market News Service Specinlists & Gl, 000
Desipgn and Installation of Marlielb Information Service 140, 000
Plan

Twenty-five Reporter-Radio Operators

trainin 25,000
salary Cor Lwo years at 3,000 per man/year 150,000

Four Informobion Githerers
braining I, 000

1 D

salary Por bwo years at £2,000 per man/year 16, 000

Sincle-side=hand radios

at, 54,000 cach

ten to tie installed in 1971 50,0C0
{4 Ctoen to be installed in 1972-75 15,000
five sparc radio units and replacement parts ~0,000

——— -

TUTAL 394,000

9
'
i
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The improvements described above are intended to provide collection,
transmission, and distribution of markel information from a larger
number of points and in reduced time. The goal should be to distribute
information that would bhe only threc to four hours old. For this pur=
poca, for axample, major intarder converpenca cantliera would brondcast
prices of local products and other pertinent information to the

‘ma;jor wholesale centers at about 4:00 a.m. At the same time similar

price and related information would be collected in the centers them-
selves. Between %:00 and (:00 a.m. this information would be compiled

in cach of the large centers and printed out. By T7:00 a.m. Lhis
information would be released over the national telex system and posted
or otherwise publicized in the wholesale markets and to the radio
stationc in interior convergence centers. Thus, at any point in the
system one would be able to compare prices and conditions among’ ‘the large
wholesale centewrs and the interior production centers using information
that would be hirhly current.

At the precenttime such exchange of information is handled by special
pouch which requires several days thereby reducing the effectiveness of
the program. Atbtainment of a tipht time schedule on a consistent basis
probably requires further expericnce by supervisors and provision of
modern data procecssing equipment, not included in immediate plans. How-
ever, basic equiprent and organization should be planned toward such
objjectives. .Thus, the proposed program is not expected to move directly
to a tight hour-by-hour schedule such as described, but moves toward
that objcctive., It 1s also expected that price information will
also be published in newspapers and on radio.

Produce Classification and Grading Program -

This activity calls for the establishment of a program of produce classi-
ficabion and grading initially in each of the major wholesale markets
and, subsequently, in the planned interior assembly markets.

Fach of the major wholezale markets will have a stalf of one overall
cupervicor in charge of operations and training and at least five sra-
ders initially: two for fruits and vepgetables, two for grains and one

for poultry and cpgps. CARE, the Recife marltct, is alrcady in necd of

this grades and standards program. As the other markets will not be in
operation for two years, the program would begin with the existing whole-
sale facilities.

The supervisors will be trained over a four month period. During the
first two montiis they would become familiar with the official grading
procedures of the Ministry of Agriculture, observe the informal proce-
dures in use in marketing cooperatives in Southern Brazil and CEASA ond
would spend several weeks at the Food Technolory Institute at Campinas,
S30 Paulo. During the last two months they would be sent abroad to
study grading standards, systems, practices and modern handling methods,

1LY
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Upon their assignment to duty the supervisors would set up training
programs for graders with the assistance of three US experts. One of
these experts would be specialized in fruits and vegetables, one in
poultry and one in grains. The initial training program would train
graders only for the markets in the major population centers plus the
smaller markets with immediate needs.

Cost Estimates for Lcan Financed Product Classification Program

Special Consultants (tiwree for two months) $ 24,000
Four Supervisors
training 42,000
salary for two years at $ 6,000 per man/year 48,000
Graders ' Training 8,000
Equipment (for cleaning and classification at
$15,000 for each major market) 60,000
TOTAL $ 182,000

Special Technical Asslstance

In addition to the two programs outlined above the GOB has requested
specialized expertise in the areas of wholesale market operations,
retall food marketing and rural marketing organization. One techni-
clan for cach of tlse arcas will be contracted by GEMAB once the loan
is signed and will nave their headquarters in Recife.

The wholesule marl -t specialist would be responsible for setting up a
short training coicse for wholesale .narket administrators (and certain
key personnel of [NDE/COBAL reapons .)le for executing this marketing
program) and gencrally work with th:sc administrators to improve opera-
tions of wholesale narkets in exist :ice and be avallable fer consulta-
tions as other markets arc being cciitructed. As part of their training
prograa, the administrators and key 3NDE/COBAL personnel would be sent
abroad to stuly snd obsarve oper:tions of - fresh produce wholesale
markets. Funds will be available .} bring in short-

term consultant: as the need zrize: In areas such as food handling,
traffic patterns, and packeging me 1odology.

The retail and rural speclalicis w .1ld be headquartered at Recife and
would work in the urban marketa an rural markets, reapectively with the
purpose of better integrating the '.ral markets, urban wholesale markets,
and retail markets into an effictiii food distribution system. A special
element of the rural specialist's ;rogram would be to help plan the deve-
lopment of further pregrems to si:zagthen private rural marketing orga-
nizations. He should work closely » Lth wholesale market administrators
and the state extension services t training managers ef co-operatives in
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marketing techniques and generally in helping cooperatives to establish
marketing programs. Iunds will also be available ¢ !
to bring in short-term consultants for specialized marketing advice.

The retail specialist would work with small self=-service and neighbor=-
hood stoves and with public Cfeira orpanizations in promobing cooperative
or joiut purchasing at the wholesale markets and directly in the inte-
rior and to develop a credit prosram Cor Lheir operabing (short-hnrm)
and expansion (long-term) needs. One purpose would be to establish
voluntary associations of small. grocers in order to help them compete
with the large supermarketi chaing. Another purpose would be o expand
and improve rebail sell-service shores, particularly those located in
low=-inconec arecas. IF'unds will also be available to

bring in chort-term consultants for special. advice.

Two specific methods for promobitis and assisting bthe development of self-
service revailing would be through a seminar in sclf-service retailing,
and through production and distbribution of literature on this merchan-
dising mebhod. A zeninar would be planned for the exchange of experience
between operators, and to enable operators to hear qualifiec authorities
from the major urban areas of Brazil and from the US. Printed information
would be plannecd, preparcd, and distribubted as another method to dissemi-
nate and exchange knowledpe.

Cost Botimaties Por Opecial Technical Assistance

Wholesale larkel Specialish (one man at $26,000
per year for & years including 50, overhead and
support) H 78,000

Fund for short-term consultants 110, 000

Training projram for wholesale market
administrators 10, 000

Retail and Rural Specialists (two men at $26,000
per year for 2 yeavs including 505 overhecad and

support) 156,000
Mund for short-term consultants 50,000
seminar in Self'-Service Retailing ; 110,000

Production and Distribution of Literature
on Sellf-GService Retailing 50,000

—

TOTAL 434, 000
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Estimated
Summary of/Technical Assistance, Training and Equipment Costs
'Mnrkct News Oervice Prorram & 39k, 000
Grades and Standards Program 182,000
Specinl. Technical Assistance h3h, 000
41,000,000

——

The above cosl nstimates and manpower nceds have been determined

on the basis of miscion and GOR analysis; however, during the course
of implementineg this project anjustments moy be required to meetb
chanpging GOB policies and priovilices. Soild adjustiments and chanres
in funding Jor techmical assistance prosram items will be maae on
the basis of joint USAI™ an? GOB analysic and determination of best
use of loan funis,
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SECTION IV - ECONOMIC EVALUATION

The highly fragmented and inefficient nature of food marketing in the
North and Northeast regions of Brazil and the general role of modern
wholesale and combination wholesale/retail facilities in the principal
urban areas and assembly markets in rural producing areas in removing

some of these inefficiencies has been described in Section I. In this
Section our analysis will concentrate on comparing the economic and social
benefits to the economic and social costs of the proposed food markets
program,

Our methodology has been to quantify, to the extent possible, the expected
benefits and costs in order to calculate what can be considered a typical
internal rate of return of facilities to be constructed as part of the
program. The case presented is that of the CARE market in Recife. It is
rccognized that the rate of rcturn of each individual project will be
distinctive and may vary significantly from ocher projects depending upon
the extent to which a new market improves upon the antiquated facilities
it replaces, the type of services it renders, the operational policies
established, the quality of management and technical assistance, and a
host of other factors. However, our analysis gives reasonable assurance
that, given adequate plenning on the part of GEMAB and the BNDE for the
volume of produce to be handled in a piven market, all facilities to be
constructed as part of the program should prove to be cconomically feasible.

In addition to the direct and measurable benefits, there are others which
are indirect and difficult to measure but which clearly increcase the
justification of the program., We describe these indirect benefits, as
well as some indirect costs, but make no attempt to include them in our
projected rate of return.

The replacement of congested, antiquated markets with new modern
facilities will yield the following quantifiable benefits: reduction in
produce spoilage, reduction in unloading and loading time, and reduction
in storage, handling, and transport resulting from decreases in spoilage.
In addition to these measurable benefits there are others more difficult
to quantify such as: improved operationnl efficiency (in the fu -m of
mcre rapid turnover of produce, less handling of produce, etc.), improved
public health due to improved hyriene ond cleanliness, reduced t;affic
congestion in the commercial areas (provided that the markets ar( moved
out of the center of the cities), improved working conditions fo; those
who use the markets, and stimulation of farmer production due to lncreaoed
opportunity for direct marketing (i,e. more efficient marketing

channels) with reuulting decreases in consumer prices for purchage of
foods handled in the new markets,
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The major measurable costs of the program are, of course, those of construc-

tion qnd cquipving the markets and higher operating costs due to higher costs
of ntenance, clectric power and water, than in the older market areas.

Costs more difficult to measure include the reduction in sales of wholesalers
directly to consumers as result of the decentralized location of some of the

mnrke;s, and additional loading and unloading of trucks in some cases.

For .xe economic evaluation we have used cost-benefit analysis, which iz a
practical method of assessing the desirablity of projects whose costs and be-
nefits arc sppead out over time. The cosi data used was that developed from
conzulting engincering estimates which we consider reasonable, Estimates of
benefits are based on Lhe following ntudies: Market Processes in the Recife
Area of NE Brazil, prepared by Michigan State University; The Northeast Agri-
cultural Marketlng sector Toan Intensive Review, prepared by MONTOR; the recom-
mendations and observations of Mr. Roy Erandeburg, USDA marketing specialist;
data collected from surveys of people currently vsing the existing CARE faci-
lities; and the SERETE study of the .~lvador wholesale market,

Although a great deal of research into Lhe marketing process has been directly
or indircctly finmanced by USAID, it is still impossible to quantify, in any
vxact sense, the benefits to be derived from improving specific aspects of' the
existing marketing system.  Fach of the studies mentioned above attempted to
cestimate the losses resul:ing from the current inefficlent marketing systems
and to estimate the reductions in loases brought about by market improvements.,
Since the primay benefit to be derived from improvemen:s in the wholesaling
aspeets of the markoting channel is the reduction in spolilage, the derivation
of an iaternal rate of return for the construction of wholesale centers is
hirhly sensitive to the estimates used for current rates of spollage and re-
ductions therein. Each of the studies commissioned by USAID,

came up with different eatimates of these factnrs. ¥%e have done a sensitivity
analysis for these varying estimates and report below three different calcu-
lations of the internal rate of return for the CARE market corresponding to
the most optimiastic, nessimiatic and onr best estimate of the reduction in
spoilage,

A. wnntifiabie Benefits

1. Reduction in iroduce 3prilage

It is known that the present Inefficient marketing system with 1ts
mishandling o1 oserishable food commodities, transportation delays, lack
of quality control, insect infestation and poor storage,results in
enormous wastapge of food. Ve have attemnted to quantify the reductlion
in this wastapge of f2ca which can be attributed to improving only the
wholesnale aspect of the marketing channel. Based on the studies men-
tioned above, our best estimate is that 207 of all perishable foods,
such as fruits and vegetables, and 10) of all semi-perishable, such as
cereals, were lost through spoilage in the wholesale system which
existed In Recife before the CARE market was constructed. After the
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CARE market is constructed and operating at full capacity, our best
estimate indicates that these spoilage rates will be reduced to 14%
and 6% respectively. This reduction would result from improvements in
storage, handling, quality control, and packaging in addition to the
substantial reduction in the time food is being processed between
farmer - eonguner,

It shovld be emphasized that the numbers reported above, reductions of
spoilage by 67 and 4% respectively, represent nothing more than what we C
cubli® to be 8 most realistic estimate of the reduction rates attributable
Lo the CARE market. Dur estimates can be compared to estimates of rates
of reduction in spoilapge made by the marketing experts who conducted the
studies mentioned above and which ranged from %% to 15% for perishables
and 1% to Y% for non-perishables. As will be exnlained below, it turns
out that our estimates produce a rather conservative estimate of the
internal rate of return.

To evaluate the cavings in spoilage, we have priced the zaved food at
its costs tn the vholesaler, not at ita final selling price. Volumes
used were based on Lhe size of the Recife markoting facility and on the
market for food in Recitn,

Reduction in Co:t: due to Decrease in O, ollare

Another substantial benetit {5 thot with a lower rate of spollage, a
smaller invenlory o needed for o ¢eiven volume of sales resulting in
lower storage, tran.oortadion, and handling costs.  This benefit is
valued at an opportunity cnst of capital of 10% and iIs equal to 10} of
the savinrs in 3oHilare.

Reduction in iinloadine wnd Loading Time

The picture oresented o0 Lhe existing tradjtional wholesale markets in
Lthe regions o e assicted 1o one of atter confusion and congestion

espee ally at the eak poriods of the principal market days. In most
cases this siturtion i, only mide worse durlng rainy periods, as many
existine markets heove no cover and are unpaved.,  ‘The result may be a sea
of mng with movement, grewily reduced.  Tn the best of cases trucks and
other vehicles are foreced 4o parz at vary.ing distances from where they
are to unload and load ;roacce and comnmon laborers are charged with
carryling Lthe carpgs on their bacus.  In addit’on to 126t time due Lo inef-
ficient unloading and loadin methods, there 15 pencrally a walting
period Vefore such process enn take . lace due Lo the small size of the
facilities as compared to Lone number of vehicles and amount of produce
attempling Lo enter and exit, Initlally savinga in loading and unloading
time at the new mirkets are estimated at one hour, ecventually rising to
two hours.



B,

L8

Quantifiable Costs

1. Construction and Equipping of Markets

These are, of course, the principal measurable costs of the program.
During Intensive review, we have had opportunity to analyze a number
of the feasibility studies prepared for individual market projects.
Tese studies have given an accuratc picture of the installation costs
as well as the costs of operating the facilities to be constructed,
The range of costs of different. protolype markets prepared by MONTOR
has also been studied by the Project Committee and generally have been
found to be consistent with the other studies.

2. Maintenance of Market Facilities and Increased Operating Costs of New Ty, i
Facilitles,

Increased operating coists will take the form ol increased use of elec-
tricity @E.g-lce, lighting ) and water and sewerage which was not
available or not utilized in the old marketing areas. SERETE, in its
feasibility study of the wholesale market center for Salvador estimated
total operating costs, including personnel, maintenance, and utilities.
Ye ancsume CARE expenses will be approximately the same and consider that
three-fourths of these costs can be considered additional to the previous
marketing centers.

Internal Rate of Return

Our quantification of the costs and benefits based on our best estimates

as described above, yielded an internal rate of return of 23% for a typlical
market Lo be constructed as part of the program. The data, assumptions

and other details upon which this analysis is bullt appear in Annex V,
Exhibit N. The following, however, is a brief summary of the methodology
used to calculate the rate of return,

In order that our calculations are as realistic as possible, much of the
data used for new market facilities is based upon figures available on
CARE's operations for 1969 and 1969. These statistics were used to project
volumes of business in fruits and vegetables and cereals and dry goods.

In the case of fruits and vepetables an averapge annual growth rate of 8% was
ascumed based upon the popuiation growth rate, per capita income growth and
the income elasticity of demand for fruit and vegetables. The volume of
fruit and vegetables was then projected for each year until 1985. The same
procedure, with some modificatlion, was used for cereals and dry goods,
assuming a 4.5% average annual growbth rate.

The benefits and costs, with most figures based on CARE, were then calcu-
lated using these projections of business volume as a basls., For example,
the volume of frults and vegetables for 1970 is estimated at $6.6 million. 5

e
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Spoilage should be reduced by 6% of total value from what spoilage would
have been without the new facility. This is a saving of approximately
$400,000 for 1970. Over the lite of the project savings in spoilage are
considerable. In a similar fashion savings in labor costs were estimated
Construction, maintenance and operations were the only costs considered.
Costs were subtracted from benefits for each year to derive net flows
which were then discounted to present value to yield the internal rate ot
return,

As discussed above, we evaluated the realism of our best estimates by
conducting a sensitivity analysis. Using both the highest and lowest
estimates of reduction in spoilage, we calculated the corresponding opti-
mistic and pessimistic internal rates of return. If one assumes that

the spoilage in perishables can be reduced from 257 to 10% and from 15%
to 5% for semi-perishables, the correasponding internal rate of return is
approximately 48%. The lowest estimates ever reported were that spoilage
could be reduced from 197 to 14% for perishables and 87 to 7% for semi~
perishables. The corresponding internal rate of return {s 10.5%. The
rate of return of 237 used in the present paper therein, represents a
rather conservative estiiate of the benetits which can be anticipated,

In any case, making the most pessimistic estimates still results in a rate
of return in excess cof the opportunity cost ot capital. Each of these
rates of return, moreover, still underestimate the real return to society
gince they ignore all the non-quantifiable benefits which will be described
below.

In conclusion although our analysis is based on estimates and assumptions,
1t represents the best thinking available on this problem. As stated
above,all the data has been based on the MSU report, the end of tour
report ot Roy Brandeburg, the feasibility study for the Salvador market

by SERETE, a Brazilian crmsnlting firm, the MONTOR study, and on direct
observation and interviews by USAID staff. With respect to the latter,
otficials at CARE have been consulted and all available data from that
center has been considered. 1In addition USAID/NE technicians conducted

a gpecial gurvey interviewing the users ot CARE: producers, wholesalers,
supermarket owners, Four economists have collaborated on the final revif¢
sion of statistics, catimates and assumptions. Every attempt was made to
make reallstic assumptions, and the rate of return is high enough to allow
for a margin ot error.

External and Sccondary Benetits

1. Reductions in Costs and Risks and Increased Competition

Although more ditficult to measure, this should eventually become
a very important economic and social benefit of most of the new
markets. Its fnitial benetits will be quite small but should
build over several years,
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The deslgn of the facilities assures a much larger operating scale per
business unit. than that prevailing in existing markets. Furthermore,

as the markets will be desipgned to handle future demand, the number of
operating arcas and stalls will be increcased. Flnally, the market news
service will 1link not only the other markets but interior points as

well., All of these factors will reduce marketing risks and costs. The
increased competition will result in lower margins which should fall to
more competitive levels. FExisting whelesale margins of 137 on fruits and
vepelables and 13% on cereals will be expected Lo oventually fall as a
result.,

Stimulation of Farnmer Production due to Increased Opportunity for Direct
Marketing - Indirect Income Effects

Discus:ions with GOB officials have indicated that the hipghest priority
in renting warchouse and stall space will be to farmers and fermer orga-
nizations. The open ildings are desipned for use of producers of
fruits and vepetables who rent by the day while farmer cooperatives will
be plver incentives to rent wiarehouse space for more easily storable
produece.  More direct w.rketing by the farmer should assure consistently
highe:r real prices for his products.  ‘The result should be an increase
of farm production that wonld not have otherwise occured without the

new faciliticrn.

Economies in Reiail mirchases due Lo Larper Scale Operations and Ease in
Obtlaining Standard ‘1

Because of their laveer ccale operation, this benefit would have its
greatest impact on Lae superwarket chains, A series of intorviews wilh
manapgers of Lhe two lurpest Recife chains have demonstrated that the ope-
ning of the CARY marvol toos srently facllivated their purchases of frults
and vepetavler ard resaic-d in an acceleration of their plans to expand
this product Tine,  (Gee Annex V. BExhibil O for interview questionnaire).
The advantapres -0 CARE an compared Lo the previous purchasing channels
(13 Sunta Rita and Afopados markets or interior towns) were listed as
the ability to purchase in sarge quantities, better quality produce,
lower prices, constan) supply and better buying conditivns. Based on
their observations and intesviews, TISATD apricultural techniclans estl-
maite that th benefits Lo sucrmarkets w11l result in (1) an eventnal
reduction of 27 in purchasing eosts of fruils and vegetables and (2) an
additional increane of 107 in the parlicipation of supermarkets in retall
sales of {rul:s and vegetables.

Improved blic Healtn due to Iriroved Hyeicne, Cleanliness and More
Gtable Supoly

The deseription described proviously of exlsting markets is evidence
enouh of the danger to public health {rom contaminated products. The
lack of drainage, poor handling methods, unsanitary storage arcas and
lack of tollets and garbape removal facilitlies will all be corrected in
the new markets. Although the reduction in human illness cannot be
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measured, thereis little question that the new facilities will have
this effect.

Furthermore, a more regular supply of good quality food products to the
pcople of the region will contribute to improve their diet, which 1is
presently considered to be very poor even in comparison with other under-
developed areas of the world as per FAO's standards. In fact, the daily
requirements in the Northeast of Brazil was ectimated by ETENE techni-
cians (Bank of the Northeast of Brazil study in 1962) to be on the order
of 2,800 calorics for an adult between 20 and 59 years (productive age).
However, the Recife populrtion, which is considered to have the highest
per capita income of the region, is only consuming 2,500 daily calories.
The improvement of such a dilet through a well orpganized, more stable,

and less expensive [ood supply, both in quantity and quality, provided
by the central markets will increase the health of the population, resul-
ting in higher manpower productivity.

Improved Working Conditions

Besides the more functional nature of the new markets and their improved
sanliary conditions, workers will enjoy a range of ancilliary services
such as adequate restaurant facilities, improved transportation, rest
nregas.

Improved Transport ivices

One of the primary breaclits derived {rom the proposed new markets is the
increased cofficiency witlh whiczh the existing truck Tleet can be used. Loade
ing and unloading tiec as menticned above will be considerably reduced due
to bettrr market layout and drsign and improved handling methods. Market
locations or the oubskirts of cities elso save truck time, eliminating the
necessity to pass throusihi conpested cily streets, All of these factors
mean that any one Lruck can make more trips per glven time period between
production arens and mar:el centers. This will stimulate the exparsion of
trucking flects, bLhas aireeclly benifitting the fammer.

Lernnl and Secondary Costs
AASALL I

1.

Reduction in Wholesalers Ontss Directly to Consumers as Result of None

Central lzod Location of Lhe parrer Markets.

The 17T R ctudy points thie out in viewing the situation in Recife. The
TARD freility veplaeod bwo o coulrally tocated markets hoth of which sold
bot!lt %o retniless as seil oo diceetly Lo consumers. Tt 1s estimated that
vholesalers located in bthoegse moa-kels so0ld spproxiuately 10% of the total
volame of fruits and vepetables direcltly to consumers. However, due to
the grecter distance of wholecnio cenlers From residential areas and due
Lo the fact that o relatively Liich mintmus omount must be purchased, 1t
Is estimated that such sales will be cut Lo only some ﬁﬁ, cven toking
intn account Lhe supermoarkel operating within the CARE market ares.

Additicnal foading and Unloading of Trucks

Similar to thelr observation in n? % above, MONTOR has polnted this out
in viewing the existing Recife situntlion. When CARE wan opened trucks
were required to register at the market. and were then free to offload or
proceed dircctly to the falrs of the city. In recent monthd the CANESA
operators of the market have arbitrarily required trucks to offload. We
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view this as a case of poor administration and raise it as an example

of the type of policy which may be adopted in any of the markets in the
desire to assure maximum utilization. There is no question that admi-
nistrative and operational mistakes will be made as the new facilities
come into operation, and such mistakes will reduce benefits and raise
costs. Such mistakes are unavoidable and are part of the learning
procaaa, Howevar, condidaring the role of COML (n the natlonal program,
any such mistakes will be under close scrutiny and prompt actions are
likely to be taken to correct them.

BmpLoyment, Effecls

Althouph estimates vary, anyone who has examined the problem of unem-
ployment in Brazil has concluded that the service sector absorbs a great
deal of the available manpower. Consequently, any improvement in the
cfficiency of the service sector has the potential of reducing employ-
ment. We do not. feel, however, that the currenl project will have this
undesirable effecl for the following reasons:

1) The estimated labor productivity gains are estimated to be L%,
whereas the increase in the amount of food flowing through the system
is expected to be #% per year. The increase in the demand for labor
as & result of the latter factor will'nest liely outweigh the loss of
employment resulting from productivity pgains.

2) The construction of the market itself will gencrate significant
demands for labor,

Conclusions

While data is generally weak in Brazil, the marketing area has been
vell studied and we have deliberalely chosen conservative estimates of
benefits to accrue from the construction of new wholesale markets.

At the same time we have no. included the external and indirect bene-
fits, which should far outweipgh the indirect costs, In calculating our
internal rate of return. MNevertheless, an internal rate of return of
2 4% demonstrates the ecoromic utility of the proposed program. With
such a high internal rate of return we could cut what we consider

. realistic figures for reduction in spoilage to the most pessimistic

levels and still obtain an internal rate of return in excess of 10%

With regard to the distribution of the savings, we believe consumer
prices should fall in real terms, assuming & continuing of the exis-
ting trends in agricultural production, because of the increase in
the efficiency of the wholesale market. Ve also expect that this pro-
Ject will have important backward and forward linkage effects. Since
the wholesale markets will give priorities and advantages to farmers'
cooperatives for renting stalls, in addition to improvements in the
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markcting news services, the farmer will be In a much better position

to take advantage of the existence of an efficient outlet for his produce.
On the rectailer side, both supermiarkets and smaller rectailers will chare

in the benefits of purchasing food commodities in a modern facility. The
improved method for purchasing perishable foods will be of primary benefit
to the small feira rctailer whose snles conalst of a high percentage of
fresh fruits and vegetables. Although forward and backward linkages in
addition to competilive pressures will force the benefits of the imprcved
wvholesale system to be spread onut, we do not attempt to make calculations as
to-how much of the benefilts each party will receive. However, considering
the intentions ol UUDFNE Lo strenglthen small grocers and stimulate farmer
marketing coopcratives, these grouns should receive a significant amount of
the benefits of the propram.

Considering the benefits set forth above which are expected to be derived
from this loan program, definite gtrides will be taken towards correcting
the "food gap" problem alluded to in Section I-D of this paper.
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SECTION V - FINANCIAL ANALYSIS

The Financial Analysis will discuss the financial plan of the program, the
proposed loan terms, the financial aspects of the mixed companies
established to own and operate the markets, and the financial position of
the BNDE.

A, The Financial Plan

The GOB estimates that the three year needs of its national program of
wholesale market construction will require e totel investment cost of
approximately $100 million. It will require that the state and/or
municipal povernments contribute 30% of the cost of each market Thus

$30 million of the program will be financed by the states and
municipalities. The source of the majority of such financing will be
the participation fund. (Portion of federal income tax transferred

to states and municipalities for investment requirements.) The balance -
%70 million - will be contributed by the Government of Brazil, either
dfrectly from its own resources or from loans from international lending
organizations, through the BNDE. It is estimated that fifteen

million of the 470 million will come from AID.

Of the
$55 million GOB contribution, ®*5 million will be a direct BNDE contribution
and approximately %10 million will be GOB owned counterpart from the
sale of PL 480 wheat. The proposed Financial Plen for the National
Program, although not in final form, is presented in tabular form as

follows:
Proposed Financial Plan - National Program (in US%)

" Source Amount Percentage
AID bt ‘ 15%
GOB (BNDE) 55 55
States and Municipalities 30 30

TOTAL 100 100%

The AID loan of $15 million would be eligible only to assist ir the financing
of projects and technical assistance in the North and Northeast regions .
Such a focus would identify AID lending with the poorest regions ¢
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Brazil and, as we would limit AID financing to 50% of any BNDE loan, assure

' that substantial GOB assistance flows to these regions. Thus, with this

limitation, and the GOB irmposed requirement that states and municipalities
contribute 30% of each project, the financial plan for the AID assisted
North/Northeaat is as follows:

Proposed Financial Plan - North/Northeast (in US$)

Source Amount Percentage

AID fab 35%

GOB (BNDE) 14 55%

States and Municipalities 12 30%
TOTAL $ho 100%

The full justification of the AID assistance is to support a program which
will direct approximetely $+0 million worth of wholesale market projects
to the North/Northeast of Brazil in the next threc to four years. The
purpose is not to establish a long-term revolving loan fund for wholesale
markets, thus, no attempt has been made to show a cash flow analysis of a
long~term progrem of wholesale market construction.

Toan Terms

The BNDE has indicated that it would grant its most lenient terms for the
violesale market program - 16 year rcpayment period with an interest rate
of 4% including full monetary correction. The repayment period includes
i vears grace on loan amortization and the borrower has the option of
capitalizing interest during the grace period. Monetary correction is
determined in accordance with guidelines adopted for National Treasury
Bonds. The monthly monectary correction for these bonds 1s the average
inercase in the wholesale price index for the previous three months and
is publiched by the Minlstry of Finance.

In the case of loens made to government entities or govermment sponsored
organizations, such as wholesale morkets, the BNDE shows greater concern
with the type of puarantee required than with the financial carning capacity
(if any) of the project. Thus, the BIDE enters into an agrecment with the
State concerned that Federal funds allocated to the State and deposited with
the Bank of Brazil will automatically be transferred to the BHDE's account
to meet interest and principal pajyments as they come due. Specifically,
these funds are the allocations made by the TFederal Government to States

and Municipalities from the "Participation Fund".

It 15 our recommendation that Cthe AID loan to the BNDE be

on terms as follow up to 20 years Including five years

grace period with 2% interest for % years and 3% interest
thereafter. By offering the BNDE these terms, we will attempt

‘to negotlate an increase 1in amortizatlon periods for projects

in the North and Northeast to up to 20 years. The BNDE has
indicated that it would seriously coniider a longer amortization period if
ATD would provide assistance for this program. We believe 20-year loans
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for markets in the North and Northeast is reasonable in view of the rela-
tively poorer status of the areas and the need to reduce the financial
burden of the state and muncipal goverrments.

Repayment Capability of the Mixed Companies

As the rules and regulations for lending for the wholesale market program
are presently being prepared by the GOB, no final determination has been
made as to whether the mixed companies are to be responsible for full
amortization of the loans from their internally generated revenues or
whether all or a portion of the loan should be repald by the state and/or
municipality which will, in any case, guarantee the BNDE loan through the
participation fund described above. The guidelines established thus far
require that, as aminimum, the operations of any market should generate
sufficient revenues to cover at least their operating costs, minus
depreciation, plus two statutory reserves: one for capital increases and
the other for expansion. (The required percentages for these have not
yet been determined.) CGEMAB and the DBNDE estimate that personnel costs
and depreciation are roushly equal for a wholecsale market and account for
70 to 80% of their operating costs. '

To reduce the amorticzation burden of the mixed companies, and make it possible
to plow carnings back into the business, the GEMAB/BNDE regulations will
provide that the equity/debt ratio of each company is 60/40. In other word.
the equity contribution will be by 60% and the long-term debt 4o%. The

equity contributors will be COTAL - 30% and the state and/or municipal
government - 300 = while the b0l debt would be the long-term BNDE loen.

The 307 COBAL contribution would be provided as a loan from the ENDE which
COBAL would repsoy from yearly budretary allocatlons of the Ministry of
Agriculture.

Financial Position of BNWDY

The BNDE's overall financial condition appears satisfactory. Comparative
year-cend Belance Sheets for 1965 through 1969 appear in Annex V Exhibit K-1l.
In 1968 and 1969 the real value of the cruzeiro-financing operations
approved by the BNDE increased by 6% and 12% respectively. An average
growth rate of 15.5% per annum is projccted over the next 3 years. The
BNDE portfolio has grown from the equivalent of U5$278 million in 1965 to
US$749 million in 1969 for a compound annual growth rate of 14H. Capital
and Reserves during the same period prew from USHl25 million to US$H32
million, a compound annual rate of 787 . This repid growth rate is the
result of the BNDE policy of capitalizing total enrnings less the provision
for portfolio losses each year ind of the incrcases in the annual GOB cone
tributions to the BNDE through the Monetary Reserve Fund and the Federal
Budget (see notes 1 and 2 to the Proforma Source and Applications of Funds
Statements in Annex V Exhibit K 2) which are not repayable. Consequently,
the BNDE Debt/Equity Ratio has been reduced from 2:1 in 1965 to the 1969
low of 0.45:1 (debt determined on the basis of total 1liabjlities). Despite
the indicated net growth in Capital and Reserves, the BNDE since 1952 has
incurred a gross capital outflow of the approximate equivalent of Us$530

* million. This capital loss, while more the: offset each year by the large

COB contributions, has resulted from the BNJE loan terms which have failed
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to maintain the renl value of its portfolio under inflation. In 1969, new
loan contracts began to carry monetary correction though at less than the
full rate in the case of some programs.

The BNDE Comparative Income Statements for 1968 and 1969 appear in Annex V
Exhibit K-3. Gross annual income from the portfollo as a percent of the
average portfolio was 7.2) in 1969, 11.2} in 1968 and 17.6% in 1967. The
decline in 1968 was due to the loss of income from the BNDE loan to the
National Stcel Company which was rescheduled during that period at a
reduced interest rate. This loan represented a considerable portion of
the BNDE portfolio revenue in 1967. In 1969, the BNDE changed its account-
ing procedure to apply monetary correction directly to the capital accounts
rather than through the income statement which explains the revenue decline
from the previous year (sce Comparative Income Statements for 1968 and 1969
in Annex V Exhibit K-3) Gross income as a percent of average total assets
showed this same pattern, 5.6 in 1969, 8.4% in 1968 and 13.0% in 1967.

Total expenses were 1.8% of average total assets in 1969,‘2.1% in 1968 and
2.3% in 1967. Administrative Expenses decreased 11.1% in real terms in
1968 and another 4.6% in 109,

The BNDE has shown an accpetable level of profitability over the past 3

years. Profits after adjustments for portfolic losses were 4.0% of average
totnl assets in 1969, 9.3% in 1968 and 11.5% in 1967. This decrease in
orofitability resulted from the decrease in income discussed above. Portfolio
losses were .0%% of the average portfolio in 1969, .05% in 1968, and .O4% in
1967.

Lacking private deposits, the BNDE has no official reserve requirements.
However, as a provision for liquidity, the BNDE has established a Minimum
Cash Reserve below which the sun of cash and near-cash items is not allowed
to fall. This Minimun Cash ii:scrve 15 a contingency fund calculated
quarterly and based on projeccied cash flows and anticipated projJects overruns
which may requirc edditional HNDE financing (sec note B to Proforma Source
end Application of Funds Utatements in Annex V Exhibit K-2.)

The BNDE has no rediscount lines available to it. The BNDE legislation
provides, however, that the Bank may make supplementary budgetary requests
through the Ministry of Planning under appropriate circumstonces.

The Capital of t'se BNDE amounted to the equivalent of US$220 million &t
December 31, 1969. Thic Capital has not been {ssued in the form of chares
but is based in the original GOB corntribution contnined in the BNDE enabling
legislation of 1.252 (Lew 1428/952). The RHLE Capital is owned entirely by
the GOB which s represented by the Minister of Planning.

To complement 1t lending program, the BNDE provides guarantecs for foreign
credits as agentus for the National Treasury and lor its own account. 1In
1969, foreilgn credit guarantecs were made in the equivalent of US$111l million.
o provision is made by the BNDE for guaranteces administered by the BNDE but
executed by the National Treasury for the latter's account. The BNDE provides
for its own guarantece exposure through its Reserve for Portfolio losses which
anounts to 5% of the BNDE loans and guarantees outstanding. At the end of 1969
tle BNDE had a guarantee exposure equivalent to US$344 million.
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SECTION VI - AID LOAN AIMINISTRATION

A. Implementation Plan

1. Loan Agreement Nepotiations

It is estimated that approximately 20 days will be required for loan
negotiations once o draft loan esgreement has been prepared by the
USAID and presented to the GOB for review. Both the BNDE and GEMAB
are alrcady familiar with AID loan provisions so no unusual delays
are to be expected.

Implementation Letter n¢ 1 will be prepared with the Loan Agreement
and discussed with the COB as part of loan negotiations.

2. implementation Activities

Approximately 90 days should be required for the GOB to meet Conditlons
Preccdent following lnan agreement signing. Besides the standard
Conditions Precedent, of which the Borrower is well acquainted, we will
require the final rules and remulations of the program and the final
determination of amortization periods for loans in the North and

Northeast replons. UsAth will require as a Condltion Pre-
cedent to disburcement that BNDE and GEMAR submit to USAID
the economic, financial and technical criteria that they

use in evaluatinge and approving applications for filnancilng
from the mised companies,  USATLD will gpot check applications

submitted for approvil apgainst the criteria mentioned above,
to be zupplied USAID by ©NDE and GEMAB. With these assu-
rances we will nol approve sub-loan projects but leave

this centirsly to GXUAD and the BNDE. However, AID will
receive reportc on .11 asproved projects and will post
audit these as necessary to assure that analyses and appro-
vals are in nccordarce with sound englineering and economic
practlhooe,

We estimate that the ATD loan would be disbursed over three and one-half
years to four years with final disbursement at the end of CY 1975.
However, it is the GOB's intention to stick as closely as possible to a
three year disbursement period and, in view of their progress in setting
up the program, such a disbursement period is possible.

3. Procurement

Procurement by sub~borrowers will be from local sources since Brazilian
industry produces the necessary construction materials and equipment

and there are sufficient number of qualified Brazilian engineering and
construction fimms. All procurewent, except for engineering services,
will be carried out under the competitive bidding procedures as required
by Brazilian law. Brazilian law also requires that procurement of proe-
fessional engineering services be accomplished through invitations to
interested firms in a manner similar to AID standard procudures.
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NDisbursements

AID will finance 50% of each of BNDE's dlisbursements
for ecach projcct including the BNDE's initial quarterly
advance for each project. AID disbursements will be
based on requests from the BNDE supported by a state-
ment listing the amounts paid out on each project
during the preceding quartcr (identifyinp the projects
by name and providing supporting data, including the
acceptance of work pursuant to the certification of
the project architect/engineer, concerning project
expenditures) and showlng the total amount to be paid
by the UDAID.

Disbursemen 5 for 4echnical assistance and training costs will be made
monthly based o:n von-hers eviienning payment for approved activities,

USAID Monitoring

1,

On-site inopections

USAID Capitel evelopment,, Fngineering, Agriculture and Controller
personnel will m~ke periodi~ visits to projects to observe progress
and verify ‘compiisnce with the terms of the lLoan Agreement and
Implementation letters. '

Regorts

To reduce paperwar® Lo a minimum, but s5till assure adequate monitoring,
we will require onl: auarter'y and yearly reports from the BNDE, with
recpect Lo the wholesole market. loon program, and semi-annual

reports from GFEMAR wi h rerard to the technical essistance and
treining prosrems.

The reportc from Lhe BRI will be teilored to correspond as closely

as possible 4o the Liming snd content, of the reports the BNDE

requires from its borrowers, The DHDE reports will provide such date
as progress achieved on the ATD [inanced propgram, summary informstion
on expenditures of funds made from all contributors to the projects

and a full description of any difficulties encountered in implementing
the program. We will require that these reports be submitted quarterly
and thet they accompany all requests for quarterly disbursements,

Audits

Audits of the project will be made periodically as deemed neceasary
by the Auditor General's Office for Letin America.



AID-DI1C/P-950
ANNEX I, Page 1 of 2

LOAN AUTHORIZATION (Draft)

Provided From: Alliance for Progress Loan Funds

BRAZIL : Capital Assistance - Northeast Agricultural
Marketing Loan.

Pursuant to the authority vested in the Administrator, Agency for Intern-
ational Development ("A.I.D."), by the Foreign Assistance Act of 1961, as
amended, and the delegation of authority issued thereunder, I  hereby
authorize the establishment of a loan (the "Loan") pursuant to Part I,
Chapter 2 Title VI, Alliance for Progress, of such Act to the Government
of Brazil ('"Borrower") of not to exceed fifteen million United States
dollars ($15,000,000) to finance the local currency and dollar costs of
gocds and services necessary to assist Borrower in conducting a program
of financing agricultural marketing projects in the North and Northeast
regions of Brazil. Up to $1,000,000 may be used to finance technical
assistance and training. The Loan shall be subject to the following terms
and conditions:

l. Interest and Terms of Repayment. Borrower shall repay the Loan
to A.I.D. 1n United States dollars within forty (40) years from
the first disbursement under the Loan, including a grace period
of not to exceed ten (10) years. Borrower shall pay to A.I.D.
in the United States dollars, on the disbursed balance of the
Loan, iuterest at the rate of two (2) percent per anmm during
the grace period, and three (3) percent thereafter.

2. Other Terms and Conditions

(a) Goods and services financed under the Loan shall have their
source ond origin in Brazil, the United States or any
independent country of the Western Hemlsphere south of the
United States except Cuba.

(b) United States dollars utilized under the loan to finance
local currency costs shall be made available pursuent to
procedures satisfactory to A.I.D.

(e) All payment of interest and repayment of principal of
A.I.D. financed sub-loans by BNDE shall be used by the
BNDE for agricultural marketing protects for such periods
and under such conditions as are satisfactory to A.I.D.

oo



(a)

(e)

ANNEX I, Page 2., of 2
A.I.D. shall finance no more than fifty percent of each
BNDE loan for an eligible project.

The Loan shall be subject to such other terms and
conditions as A.I.D. may deem advisable.

Administrator

Date:
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CERTIFICATION PURSUANT TO SECTION 611 (e)
OF THE FORFIGN ASSISTANCE ACT OF 1961, AS
AMENDED .

Ref.: BRAZIL - Capitnl Assistance - Northeast Agricultural Marketing
i.0an.

]

)

Having taken into account, smong other things, the maintenance
and utilization of projects in Brazil previously finenced or assisted
by the United States, I certify that in my judgement BRrazil has the
finencial capability and the humzn resources to effectively maintain
and utilize the proposed Northeast Agrlculturel Marketing Loan.

This Judegcem=nt is based primarily on the facts developed in the
Capital Assistance Poper for the proposed loan of US%1S million, vhich
discusses in dctail the capabilities of the RIDE (the National Econcmic
Dcveloprent Pank) end GEMAB (the Exccutive Group for the Modernization
of Food Supply), and finds that they will possess edequate financial
and human resource capability (supported by technical assistance and
training where appropriate) to effectively maintain and utilize the
project. The INDE, with the assistonce of GEMAB, will be competent to
implement the project and act for the Government of Brazil as 1ts
Executing Agency. The relationship between the proposed losn and prior
U.S. assistance to agricultural marketing ectivities in Rrazil is
discussed in detail in the Capital Assistance Paper.

y /Y

Director

LY ot
Date://%"/’” 7 /?’/0

’
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ANINEX ITI-A e

Page 1 of 2 b
Trenslation ol lelter of application for loan : 3
Iinister William A. Bllis September 2, 1970 :
USALD/Iirazil . :
Rfio do Janeiro, GU :
Deoar linister: i
As you knoi, Lhe Praziiian Goverwient gives priority Lo the [Food i

linckeling Trogram, Lhe aimofl hich ic bhe construction oauw expansion -
ol the food marketing in th: principal demograpnic concentrations in
the country.

To accelerate the execublion of the Program special measures have been
taken, among; other, the cstablishment of the GENAL (Decrece lo. 65.760,
ol 11/27/69) and the participation ol CODAL, in the capital of CLhe
goveramental enterprises or mixed companics, of regional, state or
lunicip”l suopt, which will mauope the Lfood markebing (Decree lio.
05,358, 5/17/70)

Fecbiugs have becn L.eld withh the represenbatives of GEHAZ, COBAL and
UBAID on this subjucl, Lo study the pObuibilitJ ol Luis Agency (AID)
perlicipating with partiol financivg of USplH million, which corresponds
to about jOf of bthe prograit for the lNortheast of Dxaull on priority
basgis to ascist in the coastruction of the Food liavketing Centers in
Salvador, Aracaju, linecid, Recife, *01Luloau, Lelém, Manaus, which

total investment is estimated to Le Cirolfh, 500,000.00 (one hundrad,
tuenty Jour million sud oix hundred thousand Lru&CerG).

Lascd on the above considerations, the GOB expresses its interest
bthat consideratiion bLe given, by USAID, to the Linancing referrcd to
avove, in the estimated amount of USHLS millionu, which added to the
federsl, state and municipal resources, would comprisc the global
financing Schenic,

Appropriately, with the avoilabiliby of the requested loan, we would
accomplish the complancutary studies having in view the priority that
is demands. i

Finally, I would like to inform you that with the continuation of the
negotiations, BIIDE ic authorized to meintain the indispensable under-
standing with this Agency, together with IFRA, SUBIN and COBAL.

Sinceroely yours,

/sd/ Joilo Paulo dos Reis Velloso 1

Minister ]

Foot NWote (see page 2)
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Fool !lote -

Hobe thmu Lh. (r-126.000,20 i ure sbeted in the lebtter docs ot include
Lhe totrl rmeunt of tine progsrrn n the Torth and ilorbusast.  'Ihoe tobal
progran. i cbill rupeclbad bo bie ohO willion and ALD participation at the
359% Lovel an o indiented n L2 paper,
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CHECKLIST OF STATUTORY CRITERIA

(Alliance for Progress)

The followins abbrevietions are used:

FAA -  Foreign Assistance Act of 1961, as amended by the Foreign
Assistance Act of 1971,

App. - Foreign Assistance and Related Agencies Appropriations Act,1971

MMA -  Merchent Marine Act of 1936, as amended.

COUNTRY PERIORMANCE

Progress Towards Country Goals

1. FAA 8. 208; 8, 251 (b)

A. Describe extent to whieh country is:

(1.) Meking appropriate efforts to increase food

production and improve means for food storage

and distribution.

Fxpanding food productlon and improving the means for food
storage and distribution is one of the major goals of Brarzil
and a greot many steps have been taken to achieve this goal.
For futher details see CIAP/3T?, especially pages 124-1h2,

2. Creating a favorable climate for foreign and
domestic private enterprise snd investments.

Brazil has done o great deal to encourape private enterprice,
both domestlc and foreign and has not 1in general placed any
speelal obstacles in the way of foreign investors except in
s few "national security" areas. For gpecifics see IBRD
Report Wi-195-a, December 19, 1969, "Tndustrial Policies and
the Manufacturing Industries in Brazil," and IBRD Report
WH-203, November 4, 1970,
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(3.) Increasing the public's role in the
developmental process,

Brazil has encourared an incrcased public role in the
development. process by the very successful tax incentive
programs to encourare private savings and investment.,

@.) a. Allocating available budgetary
resources tou development.

Brazil is allocating larpe amounts of budge® resources
to development.

b. Diverting such resources for unnecessury military
expenditure and intervention in affairs ot other free
and independent nations. (Also see Ttem No. 16).

Brazil s spendipe about 2.4 percent of its GNP for
defense. In 1970 this was about $1 billion. This

is a substantial amount but not excessive in view of
the special defense burdens created by long borders
(,600 miles coast and 8,700 miles of land frontier)
and a vast sparsely populated interior. Defense Agency
budgets include expenditures of a non-military nature
for such thinrs as subsidies to civilisn airliie- .,
civilian airport construction, maintenance of [light
control and communications and mail delivery to remote
areas, Tdentifiable items of this kind approach 10
percent. of defense agency budgets. Brazil is not
intervening in the affairs of other nations.

(5.) Willing to contribute funds to the project
or program.

See the Financial Analysis seetion of the paper for
discussion of Brazil's contribution, '

(6.) Making ecoromic, social, and political
reforms such as tax collection improvements and
changes in land tenure arrangements, and
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making prosgress toward respect for the
role of law, freedom of expression and
of the press, and recognizing the
importance of individual frecdom,
initiat{ve, and privete enterprise.

Although progress toward a return to democratic government

still is hindered by the military's determination to hald

on to Revolutionary leadership, state legislature: elected
Governors from among candidates either selected or approved

by the President. Flections for the national Congress and
Genate were held in November after preliminary screening
process. Cogsslions, the stripping of political rights for

ten years and the irine from government. jobs or devrivetlon

of electrd office, continue sporadically. All the State
legislatures have been reopened, membership altered, of course,
by cassatiens. Munic:pal elections continue to be Leld. 1n
October 1909 Lhe Federal Congress reopened after havin; been
closed by former Iresident Costa a Jilva for ten months. At

the same fime the Constitution was amended, with Consressional
ratification, Lo strengthen the President's powers. Although
censorship still exists and new laws precensoring for pornography
have becn issued, a eortain latitude in the press and in expregsion
is allowed insotar as tundamental concepts of the Revolution are
not challenged nor articles published which lend support Lo sub-
versives. On the other hand, there has been a growing incldence
of pulice intimidation of individunl Journalicts.

The last six months have Leen continued ailegations of brutual
treatment. and tortures of accused subversives by GOB security
officials. 'The OB continues to deny the incidence of officially
sancticned torbure,

The GOR appears convinced that private enterprise with government
assistance will keep the economy growing at the same rapid rate
of the last two years. Outside the government there Is some
concern expresged at the extent of U.5. Investment 1n certain
sectors and at the amount of foreipn profit remittance,
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Adhering to the principles of the
Act of Bogota and Charter of
Punta del Este.

Brazil is adhering to these principles.

Attempting to repatriate capital
invested in other countries by its
own c¢:tizens.

Brazil's efforts to encourage invesiment, promote rapid economic
growth and reduce the rate of inflation contribute to the
return of capital invested in other countries by its citizens.

Otherwise responding to the vital
economic, political, and social
concerns of 1its people, and demon-
strating a clear determination to take
effective self-help measures.

Since assuming power President Medici has voiced concern for
the disequilibrium in standards of living among Brazillans

of different regions and classes. The GOB has undertaken

to build 600,000 houses for workers and is placing increased
emphasis on strengthening its educational system. It has not
yet embarked significantly on needed land reform. With most
political power concentrated at the top, there is political
apathy on the part of the vast majority and the danger of
continued isolated acts of terrorism on the part of extreme-
left elements. See also 6. Supra.

above factors taken into account 1in
furnishing of the subject assistance?

above factoras have been taken into account in recommending

approvel of this loan.
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Treatment of U.S. Cltizens

2 .

FAA 8. 620 (c). 1 asslstance ls

to povernment, is the government
liable as debtor or unconditional
guarantor on any Jdebt to a U.S,
citizen for reods or services
furnished or ordered where {a)
such citizen has exhausted
available 1eal remedies and
(b) debt is not denied or
conteated by such povernment?

Brazil iz no! kncwn to be so Indebted.

FAA 8. 620 () (1). 11 assistance

is to a povernment, has it
(tneluding movernment, arencices or
subdividions) taken any acticn
which has the effect of national-
tzing, expropriating, or otherwige
seizinm-uwnornhip or control of
property of U.S. citizene or
entities beneticinlly owned by
them without laking steps to
discharge itz oblipations toward
such ecitizens or entitlcg?

No such action has been taken.
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4o FAA § 620 (o): Fishermen's Protective
Act § 5. If country has seized, or
imposed any penalty or sanction against,
any U.S. fishing vessel on account of
its fishing activities in international
waters,

No casc of scizure, penalty or sanction against U.S. fishing vessel
18 known to exist,

a, has any deduction required by
Fishermen's Protective Act been made?
Not applicable.

b, has complete denial of assistance
been considered by A.1.D. Administrator?
Not applicable,

Relations with U.S5. Government and Other
Nations

5. FAA § 620 (d). If assistance is for
any productive enterprise which will
compete in the U.S, with U.S. enter-
prise, is there an agrcement by the
recipient country to prevent export
to the U.S. of more that 207 of the
enterprise's annual production during
the life of the loan?

Not applicable,

6, FAA § 620 ({). Has the country
permitted, or failed to take
adequate measures to prevent, the
damage or destruction by mob action,
of U.,S. property?

Brazil has not permitted such acts,
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FAA § 620 (1), If the country has
failed to institute the investment
guaranty program for the specific
risks of expropriation, in con-
vertibility or confiscation, has the
AsI.D. administration within the past
year considered denying assistance to
such government for this reason?

Brazil has actively instituted a guaranty program,

FAA § 620(q). 1Is the government of

the recipient country in default on
interest or principal of any A.I.D,
loan to the country?

No such default exists.

FAA § 620 (t). Has the country
severed diplomatic relations with
U.S.? If so, have they been resumed
and have new bilateral assistance
agreements been negotiated and entered
into since such resumption?

Brazil has not severed relations with the U,S.

FAA § 620 (u). What is the payment
status of the country's U.N,
obligations? If the country is in
arrears, were such arrearage taken

into account by the A.I.D. Administrator
in determining the current A.I.Nn,
Operating Year Budget?®

Brazil is meceting its U,N. obligations.

FAA § 620 (a). Does recipient country
furnish assistance to Cuba or fall to
take appropriate steps to prevent
ships or aireraft under its flag from
carrying cargoes to or from Cuba?

Brazil does not furnish assistance to the present
Government of Cuba. Brazil has taken appropriate
steps to prevent ships or aircraft wider its
registry from engaging in any Cuban trade.
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FAA § 620 (b). 1If assistance is to a
government, has Secretary of State
determined that is 18 not controlled

by the internation.l Communist movement,

The Sccretary of State has determined that Brazil is not controlled
by the intcrnational communist movement,

FAA_§ 620 (f). 1Ig recipient country
a Communiet country?

No,

FAA § 620 (1).  1s recipient country
in any way involved in (a) subversion
of, or military aggression against, the
U.S. or any country receiving U.S.
assistance, or (b) the planning of such
subversion or aggreesion,

- FAA § 620 (n),

Docs reciplent country turnish goods
to North Vict-Nam or permit ships or
alrcraft under {ts ilag to carry
cargoes Lo or [rom North Viet-Nam?

Brazil does pnot traffic or knowingly permit trafficking
with North Viet-Nam,

Militnry Frpenditures

14,

FAA § 6.0 (s). What percentage of
commtry budget fs for military
expeaditures?  How much of forelign
excnanpe yesources snent on military
equipment? How much spent for the
purchase of sophisticated weapons
systems? (Consideration of these
points to be coordinated with
PPC/MAS) .
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Expenditures for military purposes are about 18 percent of total
central government or about 9 percent of total public sector
expenditures including states and municipal governments.

Brazil's forcign exchange disbursements for military equipment are
projected to incrcase from $§ 20 million in 1967 to $ 58 million in 1973,
These expenditures would range from 1,197 of total imports (defined as
goods plus net services) in 1967 to 1,85% in 1973, Brazil's foreign
exchange reserves were at about $510 million at the ond of 1969, For
about 10 ycars (1935-1965) Brazil bought little military equipment, A
reequipment and modernization program now underway to {mprove efficiency
in the defense establishment by replacing aged and obsolete equipment
will increase expenditures for equipment, but will increas. overall
military expenditures only slightly.

LONDITIONS OF THE LOAN

General Soundaess

17,

FAA § 201 (d). Iniormation and

conclusion on reasonableness and
legality ( under laws of country and
UesGa) ot tending and relending terms
of the loon,

The terms of the proposed loan are legal under both U.S. and
Brazilian laws, and are consfdercd reasonable,
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FAA § 251 (b): §. 251 (e).

Information and conclusion on

activity's economic and tcihnical

soundness, 1f loan 18 not made pursuant

to a multilateral plan, and tha amount

of the loan exceeds $ 100,00, has country

submitted to A.J.D. an application for

such funds together with assurances to

indicate that funds will be used in an

economically and technically sound

manner,

The project is consldered ecconomically and technically sound., Sce
Technical (Section 11I) and Financlal Analysis (Section V) {1 thio
papcr. The Minister of Tlamning submitted a loan application to
UCATD on Ceptemier 2, 1070 (Oee Annex TT-A. Assurances have
been received that the funds will be used In an eco-
nomleally snd fLechnically souna manner.

FAA § 251 (b), Informat' .n and
conclusion on capacity of the
country to repay the loan,
including reasonableness of
repayment prospects,

srazil {s consid red able to repay the proposed loan. The BNDE will
require appropriate guarantees on all sub-loans {Section V-B),

FAA § 611 (o) (1. Prier to signing
of loan will there be (a) engineering,
flnancial, and othexr plans necessary to
carry out the assistance and (b) a
reasonabiy firm estimate of the cost to
the 1.8, of the assistance?

(a) Fecrsaary technfcal and financial planning of the overall program
has been completed, Techinleal plans for prototype markets have been
preparec (oee ARNNEN VW Exhibit M), however, detailed engineering plans
will be prepaved for cach market. taking into consideration the
requirements of tocal conditions, prior to the granting of sub-loans
by the BHDE.

(b) A rearonably [frm estimate of the cost of the activity is presented
in the “fasncial analysis (SECTION V),
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@l. FAA § 611 (a) (2). If further
legislative action 1is required within
recipient country, what 1s basis for
reasonable expectation that such
action will be completed in time to
permit orderly accomplishment of
purposes of loan 9

Additional legislation 18 not required,

n
N .

FAA § 611 (e)., If loan is for capital
assistance, and all U,S. assistance to
project now exceeds $1 million, has
Mission Director certified the country's
capability effectively to maintain and
utilize the project?

Yes. Sce Director's Certification in Annex II,

23.  FAA § 251 (b). TInformation and conclusion on
availability of financing from other free-world
sources, including private sources within the
United States,

IBRD, IDB and EXIMBANK have all expressed no interest in financing this
project, Since concessional lending terms are required for the project,
other sources are not known to exist, See Summary and Recommendations,
Page 5,

Loan's Relationship to Achievement
of Country and Regional Goals

2h.  paA § 207: § 251 (a)., Extent to
which assistance reflects appro-
priate emphasis on; (a) encouraging
development of democratic economic,
political, and social institutions;
(b) self-help in meeting the country's
food needs; (c) improving availability
of trained manpower in the country;
(d) programs designed to meet the
country's health nceds, or (e) other
Important areas of economic, political,
and social development, including
industry; free labor unions; cooperatives,
and voluntary agencies; transportation
and communications; planning and public
admini{stration; urban development; and
modernization of existing laws,
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(a) The assistance will significantly contribute to the establishment

of modern, efficient and sanitary marketing facilities for agricultural
products which should result in higher income for the producer and lower
cost to the consumer,

(b) The project will stimulate self help in meeting the country's food
needs by providing the individual farmer as well as rural cooperatives
with a secure and regulated outlet for their products,

(c) The assistance, by providing up to $ 1,000,000 for training and
technical assistance, will decidedly improve the availability of
trained manpower in North and Northeast Brazil (See SECTION III-C).

(d) The markets established with this assistance will have the
nccessary refrigeration and sanitary facilities to provide fresher and
safer products for the consumer,

(e) The assistance will contribute to urban development through the
establishment of new market facilities in the outskirts of the cities,
thereby contributing to reducing congestion in the heart of the
cities, as well as assuring, through their storage facilities, an
Uninterrupted supply of escential agricultural products to the city
dweller, The assistance will also help manpower the areas'
communication needs through improvement and expansion of the market
news service program (see SECTION ITII-Crl).

FAA § 209, 1Is project susceptible of execution as
part of regional project? If so why 18 project not
so executed?

This 1is a regional project designed to meet the agricultural marketing
needs of North and Northeast Brazil,.

FAA § 251 (b) . (3). Information and conclusion on
activity's relationship to, and consistency with, other
development activities, and {its contribution to realizable
long-range objectives,

This activity has a basic significance for all Borrower's development
activities, and will play an essential part in the rcalization of
long-range objectives in the agricultural marketing area.

FAA § 251 (b) (7). Information and conclusion of
whether or not the activity to be financed will
contribute to the achievement of self-sustaining
growth,

The activity will provide Brazil with a system to provide financing for
self-custaning rational focd distribution system and eliminate certain
bottlenccks in agricultural marketing.

A S

i
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FAA § 281 (a), Describe extent

to which the loan will contribute
to the objective of assuring
maximum participation in the task
of economic development on the part
of the people of the country,
through the encouragement of
democratic, private, and local
governmental institutions,

The wholesale markets are administered publicly, however, the
benefits go entirely to the private sector, i.,e., farmers,
t‘holesalers and retailers,

FAA § 281 (b). Deacribe extent to
which program recognizes the par-
ticular needs, desires, and capacities
of the people of the country; utilizes
the country's intellectual resources
to encourage institutional development;
and supports civic education and
training in skills required for
effective participation 1in govern-
mental and political processes
essential to sclf-government,

The loan program represents a response to a high priority problem

in the cities.of North and Northeast Brazil. The program is designed to
elicit a maximum of local participation and provides a learning
experience in financing and operating a municipal wholesale markets

on a self-supporting basis,

FAA § 601 (a). Information and

conclusions whether loan will
encourage efforts of the country
to: (a) increase the flow of
international trade; (b) foster
private initiative and competition;
(c) encourage development and use
of cooperatives, credit unions, and
savings and loan associations; (d)
discourage monopolistic practices;
(e) improve technical efficiency of
industry, agriculture, and
commerce; and (f) strengthen freec
labor unions,




7
 £3
£
¥
£l
&
&
&
£
o)
&

~

e S
: e d i

31.

32.

ANNEX ITT
Page 14 of 20

(a) Indirectly; dollars made available under this loan will be
used in Brazil's international trade,

(b) private firms will be used for both conatruction and
enginecring on sub-projects,

(c) The loan will stimulate the development of Cooperatives

(d) The loan will reduce the chances for monopolistic
practices by middlemen,

(e) The loan will contribute to improvement of technical efficiency
in agriculture.

(f) Not Applicable,

FAA § 619. If assistance is
for newly independent country;
1s it furnished through
multilateral organizations or
plans to the maximum extent
appropriate?

Not Applicable,

FAA § 251 (h). Information and

conclusion on whether the

activity is consistent with the
findings and recommendations of
the Inter-American Committee for
the Alliance for Progress in its
annual review of national develop-
ment activitics,

The loan is consistent with the findings and recommendations of the
Inter-American Committee for the Alliance for Progress in its
latest annual review, The Northeast marketing loan will help

Brazil to meet its goals for improving the marketing system

for agricultural products which will benefit the farmer as well as
the urban population, (See CIAP/377 pages 126 to 142, Agricultural
Policy, especially Item 4, Commercialization).

)
[

Pem—
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FAA § 251 (g). Information and
conclusion on use of loan to
assist in promoting the coop-
erative movement in Latin America,

The loan will {indirectly benefit the cooperative movement in
Brazil as marketing cooperatives will be given incentives for

using the markets,

FAA § 209 5 251 (b) (8).

Information and conclusion
whether assistance will
encourage repional development
programs, and contribute to the
economic and political
integracion of Tatin America.

Not Applicable,

Loan's Effcct on U.5. and A.T.D.

Program

35.

36.

FAA 6 251 (b) (h); § 102
Informition and conclusion on
possible offect of loan on

UoS. reouey, with specilal
reference Lo arcas of sub-
stantial labor surplus, and
extent to vhich 1.5, commodities
and assictance ave furnished in
a manper consistent with improv-
ing the U.5, halance of payments
position.

This Lom 231! have no unfavorable impact on the U.S.

FAA 5 601 (b;.  tuformation and
conclusiot, on Liow the loan will
encourage L.h, private trade and
fuvaestwent aLcoad and how 1t will
encouvnys private U.5. partici-
pation in foreipgn assistance
programs (inciunding use of private
trade channcels and the scrvices

of U.S. private enterprise).

economy.

Dollars expended under this loan to purchase local currency
arc expected vo return in large part to the UsS. in payment

for Y,5. ruports ko Brazil.
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FAA §. 601 (d). If a capital

professional services of U.S.
firms and their affiliates
used to the maximum extent Ry
conslstent with the national
interest?

U.S. engineering firms will not be needed for the project. Brazilian
firms are available, competent and cheaper for the sub.projects to be
financed under the loan.

FAA §. 602. Information and
conclusion whether U.S., small
business will participate
equitably in the furnishing of
goods and services financed by
the lcan.

U.S. business will be given an opportunity to participate in the
bidding for communications equipment and to offer proposals for
the technical assistance and training through A.I.D. small
business procedures.

FAA §. 620 (h). Will the loan
promote or assist the foreign
aid projects or activities of
the Communist-Bloc countries?

No.

FAA §. 621. If technical assistance

is financed by the loan, information

and conclusion whether such assistance
will be furnished to the fullest extent
practicable as goods and professional

and other services from private enterprise
on & contract basis. If the facilities
of other Federal agencies will be
utilized, information and conclusion on
whether they are particularly suitable,
are not competitive with private enter-
prise, and can be made available wlthout
undue interference with domestic programs.

Technical tssistance for the project is ecpected to be furnished by
elther the U.S. private sector or the U.S. Department of Agriculture
when more aypropriate.

i oo b o b
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1. FAA §. 252 (a). Total amount of money
under loan which is golng directly to
private enterprise, is golng to inter-
mediate credit institutions or other
borvowers for use by private enter-
prise, 1s being used to finance imports
from private sources, or is otherwise
being used to finance procurements
from private sources.

The entirc amount of local currency obtained for the loan 1is
expected to be consumed by the private sector of Brazil,
pursuant to contracts let by municipalities receiving loan
funds irom the intermediate credit institutilon.

Loan's Compliance with Specific Requirements

h2. pAA §. 201 (d). Is interest rate of loan
at least 2% per annum during grace period
and at least 3% per annum thereafter?

Yes.

43.  FAA §. 608 (2). Inrormation on measures
to be taken to utilize U.S. Government
excess personnl property in lieu of the
procurement of new ltems.

Not applicable (See Part I-2-c).

W paa g ool (n) Will all
commodi Ly procurement financed under the
loan b2 rrom U.5. except as otherwlse

determined by the President?

Yes.

=
1

PAA G, GOh (b). What provision ic made
to prevent financing commodity procurement
in bulk ot prices higher than adjusted U.S.

market, price?

Not applicable.
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FAA §. 604 (d). If the host country e
discriminates against U.S. marine ingurance :
companies, will loan agreement require that
marine insurance be placed in the U.S. on
commodities financed oy the loan?

!
Yes, '}

FAA §. 604 (e). If off-shore procurement of
agricultural commodity or product is to be
financed, is there provision against such
procurement when the domestic price of such
commodity 1s less than parity?

Not applicable,

FAA §. 611 (b); App. §. 101. If loan finances
water or water-related land resource construction
project or program, is there a benefit-cost
computation made, insofar ag practicable, in
accordance with the proceduresg set forth in the
meémorandum o the President dated May 15, 1962%

Not applicable.

FAA §. 6)1 (c). If contracts fop construction are
to be financed, what provision will be jade that
they be let on a competitive basis to maximum
extent practicable?

Brazilian lav go requires.

FAA §. 620 (). What provision is there against use
of subject assistance to compensate owners for
expropriated or nationalized property?

The loan agreement will not permit such use,

FAA §. 612 (b); §. 636 (h). Describe steps taken
ia"HEEﬁ?E“EEBE;‘IB the maximum extent possible,
the country ig contributing local currencies to
meet the cost of contractual and other services,
and forelpn currencies owned by the U.S. are
utilized to meet the cogt of contractual and
other gervices,
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For a discussion of the Brazilian contribution see Section V-A.
No excess foreign currency is available as it has been programmed
for complementary activities,

App._§ 104, Will any loan fund be uoed
to pay pensions for military personnel.’

No.

App. § 106, 1If loan is for capital project,
is there provision fo: A.1.,D. approval of all
contractors and contiact terms?

GEMAB and BNDE will approve the subloan, the engineering and
construction contracts on behalf of A.I.De. because $ 14 million
of this is a loan to an intermediate credit institutions A.I.D.
will approve a standard contract and procedures and criteria
for contractor selection., For the technical assistance portion
of the Loan A.I,D. will approve each individual contract.

App. § 1008, Will any loan funds be used to pay
UoN., assegsments?

NO

App. § 109, Compliance with regulations

on employment: of U,S5s ond local personnel
for funds obligated after April 30, 1964

(Regulation 7).

Not Applicable,

FAA § €36 (1). Will any loan funds be used
to finance purchase, long-term lease, or
exchange of motor vehicle manufactured
outside the United States, or any guaranty
of such a transaction?

No.
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App. §. 401. Will any loan funds
be ugsed f'or publicity or propaganda
purposes within U.S. not authorized
by the Congress?

No.

FAA §. 620 (k). It construction of
productive enterprise, will aggregate
value of agsistance to be furnished
by U.S. exceed $100 million?

No.

FAA §. 612 (d). Does the U.S5. own

excess forelgn currency and, 1if so,
what arrangements have been made for
its release?

No.

MMA §. 901.b. Compliance with require-
ment that at least 50 per centum of the
gross tonnage of commoditics (computed
separately {or dry bulk corviers, dry
carpo Jiners, and tankers) financed
with fundgs mode avallable under this
loan shall be transported on privately
owned U.5. tlap commerclal vessels to
the extent that such vesscls are
available i talr and reosorable rates.

This requirement will be complied with in the loan agreement.
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INTERNAL ALILOCATION OF RESOURCES IN BRAZIL

While there are no widely agreed upon or universally applicable {4
criteria for evaluating a country's allocation of resources,

one can judge proper allocation by its results in growth, stabi.-

lization, and distribution of welfare. In these terms, Brazil's

past recgrd and stated future intentions are encouraging.

In many important respects Brazil's rcecent economic record has
been excellent. The growth of GDP recovered in 1966 and 1967
from the ecconomic crisis of the early 60's, when growth dipped
below 20 and per copita GDP actually declined. The 1966/67
expansion vwas largely a rcsult of the reform policics of the
revolutionary government and accelerated in 1968 and 1969, when
GDP grev at an estimated 8-95 rate. Exports have risen very
rapidly since .1964, especially during the past two years whei

the GOB's new system of mini-devaluations of the cruzeiro enabled
Brozil to benefit greatly from the boom in world trade. The rate
of inflation, although still high, was reduced sharply in the
period 1964-67 from a former peak of over 800, and further gradual
progress has been achieved the last two years as the relative
veight of priority in national economic policy has shifted from
staobilization back Lo growth. The government deficit has been
gradually but decisively reduced from a very inflationary level
to only about 0.5% of GDP.

-~ Federal tax recceipbs grew from 7.85 of GNP in 1961 to 105 in
1969. Recenbly an IMF study renked Brazil first in tax effort
among the developing countries., The overall tex rate in Brazil
is a yery high 24 of GUP.

-~ A system of fiscal incentives for rebaling income tax receipts
for private investment in special areas or sectors including
agro-industry has been remorkably successful particularly in

promoting industrial expansion in the poor Iortheast.

-~ Total savings and investment have recovered from a low of
t.2% of GNP in 1963 t .85 in 1969,
14, 2% of GHP in 1963 to 16.8% in 196¢

An important ouestion is whether the recent economic growth has
resulted in increased welfare for the average Brazilian, At
least for the non-agriculbtural work force this appears to be the
case, During the 1960's, although the official real minimum wage
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declined, &Verage earnings increased. Of the non-agricultural |3
work force, workers who earned less than half the minimum Lo
wage dropped from 37% to 225 of the work force and those 3
earning at or above the minimum wage increased from 45% to 5
5% of the work force. Furthermore, the non-agriculture :
work-force grew at close to 5% a year. ;

Thusl the internal allocation of resources has been high enough i
and sufficiently effective to promote overall rapid economic

grovth and a somewhat better distribution of income. The GOB's Al
stated priority for education, health and agriculture has been

generally well reflected in resource allocations and policy

measures affecting those sectors, which also are AID's priori-

ties.,

-- The agricultural sector has benefited from a wide number of
programs encouraging modernization., Recently tax incentives
have been created to promobe investment., Exemptions from

the value-added tax have ended previous disincentives to use
modern inputs and to sell in the export market. Government
spending on agriculture 1s a less significant indicatoxr but

it also increased 31% from 1561 to 1969.

Public expenditures on education jumped 11% a year during the
1960's, The Government plans for a continued rapid increas
and ultimately the attainment of universal primary education.
From 1966 to 1970, enrollments increased at the annual rates
of 6% at the primary level and 14% at the secondary level.
Bducetional opportunities are rapidly widening for the average
urban and small town Brazilian.

{

Public spending in health and sanitation grew at close to 16
a year in the 1960's with major emphasis on campaigns against
malaria, tubcrculosis and other specific debilitating diseases.

The Government of Brazil has said its goals for the carly

1970's will be an increase in GUP between T6 and 9% per year.

The major emphasis in the public sector will'continue to be

on expanding educabtional and health services., Within a macro-

economic policy framework aimed at ravid growth, continued

gradual reduction in the rate of inflation, and a continued

rapid rise in exports, the GOB's private sector development

priorities will continue to feature the modernization of :
agriculture,
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AID/W AUTHORIZATION OF IRR

CAEC Review held December 10 and IRR approved subject following:

A. Ioan Paper analysis should explain relationship between whole-
sale markets and supermarkets, moy they be considered severable,
or are they interdependent? If interdependent, what is extent
and nature of interdependence? Also if interdependent there
sheuld be allocation of funds for each segment, with limited
authority to transl:r fiom one segment to another.

B, Specifically identify Brazilian source of funds.

C. Evaluate unemployment effect of supermarket financing, carefully ‘
considering economic, social and political problems,

D. AID/W expects Loan Paper to have detailed analysis technical
assistance requirements,

E. To what extent will repayment on subloons be relent again for
same purpose? How will repayments be used?

Rogers
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MODERNIZATION OF THE MARKETING STRUCTURE

The formulation ¢! this policy has for its objective to de~
termine the goalr, directives and norms of operations to be
adopted by the Federal Government for the modernization of
the agricultural marketing system which constitutes the key
stone of development in the agricultural sector.

The modernization of the system depends on the planning and
implemontation of four basic actions:

a) The irgtallation of large wholesale marketing centers

in the principal cities, that is, with more than 500.000 inhab-
1tgnts;

b) The installation of smaller terminal markets in the

urban centers of more than 100.000 inhabitants but less than
500.000;

c) The instnallation of regional asgembly markets in the
principal interior convergence centers where production is con-
centrated;

d) Fiscai and fiuancial! incentives for the installation of
specinlized indugtrien which would process, prepare, and pre-
packapge animal oripgin products and food in general.

In thig stace o4 Lt planuning other smaller centers at the
state and local administrative level were not considered, that
ig, In communities wiih less than 100.000 inhabitants.

The market necesslities wvhich centrallme distribution, are felt
at the icvel of these zmaller urban centers, however, thesge
markets have the tvpical characteristics of mixed markets
where the presznce of tho producer is frequent, that 1is, the
producer seljls his production directly to the consumer. The
urban arcas 1ln these centers do not justify the installation
of more complex and ample organivational units whose inveast-
ment exceced the (ivanclal capacity of the vast majority of the
local and state ndminfgtrations.

A) Large Wholesale Centers

As urban income »ises the domand for food does not rise
in proportion, but on the other hand more diverse products
are demanded, botter quality and prcsentation become important
and larger food outlets are necessary. The larger volumes
of perishable food require facilities especifically designed
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for the commerce of these products, facilities that insure
the preservation of quality and high productivity in the
handling of this type of products. Substancial reduction
in cost can be achieved to the extent that these facilities
are designod to tnke nccount of the volume of merchandise,
the number of whol< salers, the necessities of handling and
storage, the trafflc patterns and means of iransportiation
and n well articulated system of marketing information.
Other important results from these investments are better
quality products ana a more raplild flow and consequently less
spolilage. At the same time the retailers profit from this
cost reductior,; ond these benefits are also transferred in
part to the consumer.

The calculatieon of the dimension of thege wholesale
markeis demands coreful consideration, since the rapid growth
of the large cities reguires an increasing volume of produce.
The depreciation of the investiment must be considered over
the lonpg run in order that {this amortization will allow a
favorable balance of yalns,

These wholesnio mokats must be designed for the long run
and take nccount of the future growth in urban population and
chanpges in congumcey anbits, 1.¢0. as income increases demand
for fruit anrd vepretable will grow faster than demand for
cereals. Therefore, ju-~depth studies are necessary in order
that these dnvesiments do not become ohsolete before the end
of thedir amortizaticon period. Accordlng to criterion previous-
ly eptablished the {+1lowing urban centors will have priority
for the installation, eczpansion or modernization of those
already exlsting:

1. Gyrande Saoc Paulo

2. Grande Rlo de Janeiro
3. Reelife

4., Neio Norizonte

n

Salvndor
6. DPorio Alegre
7. Furtateza

Be]ém

B) Small Wholesale Markets

The small wholesalo markets have the same function as
large markets, being different only their degree of importance
and size in the dotormination of investment priorities,
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Small whoilesale markets are designed for cities which
have more than 100.000 and less than inhabitants, according
- to the 1960 census. These investments will have a lesser

federal participation and greater participation by local
government.

Table 96 lists the centere nccording to population in
the 1960 census.

TABLE 96

Urban centers with more than 100 thousand inhabitants
per small wholesale markets

County Charac- Average
CITIES Population Population 4o.4ctics annual
. ' growth
rate
Natal 154 276 162 537 T 5,1
Manaus 154 040 175 343 T 4,8
Maceio 153 305 170 134 T 3,4
Joao Pessoa 135 820 155 117 T 2,8
Sao Yuis 124 606 159 628 T 4,3
Aracaju 112 516 115 713 T 3,9
06 144 799 T 3,8

Tereczina 100 O

The small wholesale markets should be designed with a
dual purpose, that is, to attend local consumption needs and
to expedite shipping to other centers. '

The resourccs necessary for the installation of these
markets is calculated by the capital cocfficicent of NCr312¢
per square meter of land area (at 1968 prices) and the ¥AO
coefficient of 100 square meters for each thousand inhabitants,
It is evident that the volume of work and the differing degrees
of nreds among the various cities requires a long run program.

C) Regional Assembly markets

Assembly markets will be installed in the principal market-
ing centers in the interior which are located close to the areas
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of production. Taking into account that in the first phase
these asscmbly markets will function mostly as distribution

centers for cereals and dry goods installation cost will
not be very high.

In order to implement these investments studies and reo-
secarch projects on the peoculiarities of these principal in-
terior marketing ceuters are necessary. These studies should
take into account thc problems »f implementation cof each pro-

Ject, the regulation of operations and the institutionaliz-
ation of these markets.

The marketing of the principal agricultural products pre-
sents special characteristics according to the productive
considered and the region in question. Peanuts, for example,
arc in general sold by the producers directly to the edible
01l irdustry. Another small part of peanut production gnes
to consumption by normal commercial channels, and a type
specially selected by hand is exported. Wheat is sold en-
tirely to the Bank of Brazil. Soybeans are sold directly
to the edible o0l industries and exporters.

Rice, corn and beans have several marketing characteristics
in common. Repional marketing patterns are determined by the
flow of thesce producta to nearby centers where in the first
phase large lots ol the repdenal production are assembled.
These interlor converpgence centers may not be the most import-
ant local urban center, but nevertheless are characteristic-
ally a commercial conter where a large volume of a particular
crop is arprepated, at times even coming from some other region=-
al productlon areas. The marketing and distribution patterns
of three crops, ricr, corn and beans, are in general not sa-
tisfactory, sufferin: numerousns Incfficiencies and a lack of
integration amony Lh various repgional markets,

The institutionalization of assembly markets will thus
nttend to local neecds and offer speclal services to the rural
business 1n these marketing centers. The choice of the exact
location of the investmoept will juarantes minimum rate of
maintenance costs which in turn will assure satisfactory
return for the services rendered.

The processing and packaging servicesn to be rendered by
these agsembly markets have not previously existed, and signi-
ficant cconomies of scale can be achicved by offering these
services to a large number of producers and commercial agents.



EXHIBIT C
(USS 1,0C = NCrS$ 4,40)

AREA AND MARKET COST ESTINMATE (USS)

LARGE CENTERS | TYPE A SMALL CENTER | TYPE B SMALL CENTER
| ] ' N . ) ” e - -
. oUnit | - N Unit . . Unit
%o o s 0] Tt o | = [aven s0 e [ ot Cont | % area sared 93% | Tomi cor
Horticulture ] ! l, !
Farm Products | 30 | 16.500 s7 | 935,135, 29 |  6.380 57 360,453 | 29 1 4.640 57 262,972
1s and l
Cereals an 40 22. 600 ' 60 1,321,801 36 7.920 6¢ 476,070 | 136 5.750 60 345, 037
Dry Goods l :
i
Animal Origin _ o . . i 3
Products 10 5.500 $os | 374,055 | 1¢ | 2.20¢ 63 149, 622 10 1. 500 63 168, 816
Administration l ) |
Services and |20 11,600 ! 82 897,732 | 25 5.5060 82 448,866 | 25 | 4.000 82 326,448
Trade v
SUM 1 100 55. 000 64 | 3,528,585 | 100 22. 000 65 1,435,011 {100 16. 000 55 1, 043,273
Preparation of
Zand and 165, 000 7 | 1,122,165 66. 000 7 448, 866 48, 000 7 326,448
Pavement
SUM 2 56 4,650,751 | 56 1,883,877 | 56 1,369,721
. t ar
Land: Cost an 10 220. 000 827,455 | 10 88. 000 335,516 | 10 | 64.000 244, 383
earth-filling
Equipment and » .
Instailations 18 1,489,419 | 18 603, 022 18 439,798
Miscellaneous:
Expenses 16 1,323,928 16 537,279 16 385,390
TOTAL 100 8,291,553 |100 3 359,694 |100 l 2,443,826

T Jo 1 adel ‘D LIHIICG
49 3o 9 adaj ‘A XuNIY
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Preaidential Decree N? 65,750 = November 26, 1969

Creates the Executive Group for the Modernization of the Food Supply Bystem
and other requiremecnts,

The Prealdent of the Republic, using his power in conformity with Arte 81,
item IIT and V, of the Conatitution,

CONSIDERING the necessity to accelerate the executive measures to modernize
the food supply system in the principal urban centerr, in accordance with
the priority catnblishcd by Governmental Program;

CON3IDERING the necessity to adequately coordins ;e the construction progrem

of Wholcanle Centers and Terminal Markets Progrum in the principal demographie
concentrations;

CON3IDERING the nccessity to study the complementary means of executing this
program, in regard to the work of grading and classification, of market
information and the financial stimulus for the ingtallation of supermarkets
and systems of self=gervice stores;

"ON3IDERING the necessity to atudy the financlal resourcea to aupport the
ddernization of the food supply system, from internal and external origin;

CONGIDERING the neceagity to coordinate the participation of the Btates and
Municipalitics in the execution of the program, decreces:

Art, 19 Creates the Modernization of the Food Supply System Group, with the
purpese to study, propose and when in its competence, adopt all arrangements
neceasnry to implement the program of comatruction of the Wholesale Centers
and Terminnl Marketa, and take other measures necessavy to modernize the:food
supply syatems

Arte 29 The Executive Group, referred to in Art, 19, will be presided by the
Minister of Agriculture and will have as members a representative from the
Ministries of Agriculture, Finance, Industry and Commerce, and Planning,'the
latter acting as the Exccutive Sccretary, as well as the National Confederation
of Commerce,
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§1? Technicians from other administrative sectors directly or
indirectly connccted with the program will participate in
the work of the Executive Group, when calleds,

§29 The Group will use administrative and technical suoport
from federal organs linked to food supplys

Art. 3?9 The representatives of the various organs will be indicated to

the Ministry of Agriculture within one week after the publication of the
present Decree.

Art, 49 The present Decree will be in full force and effect on the date
of its publication, all dispositions to the contrary revoked,

Brasilia, November 26, 1969
1489 of Independence and 81¢ of Republic

Bigned

Emilio Ge Medici

Antonio Delfim Netto

Le Fo Cirne Lima

Fabio Riodi Yasauda

Joao Paulo dos Reis Velloso
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Docree of January 13, 1970

The Minister of Agriculture, in the use of his power,

CON3IDERING the neccasity to accelerate the establisbment of Wholesale
Centcrs and Terminal Markets, in accordance with the basic recommendations
of Hia Excellency the Preaident of the Republig;

CONSIDERING that the Brazilian Food Supply Company = COBAL = in the terms:
of ita statutes (itemz V and VI, Art, 5?) ls charged with the task of
stimulating the construction of those installations neceasary for the
improvement of the natlonal food supply system, and having the right to
participate in the respective capitalization, resolves:

N? 12 = Charges Dr. Rubens José de Castro Albuquerque, President of the
Brazilian Food Supply Company = COBAL » to, in coordination with the
representatives of the Ministry of Plannirg = Dra. Mauriclo Rangel and
Antonio Martins Chaves, in the Modernization of the Food Supply Syatem
Group (GEMAB), created by Decree N? 65,750, of Rovember 26, 1969, to taka
all the necessary arrangements 7oy the effective establishment of the
program, advising the referenced Group of all the measures taken,

8igned

1o Fo Cixrne Lima
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MINISTRY OF AGRICULTURE

OFFICE' OF THE MINISTER

Regulation of March 17, 1970

+The Minister of Agriculture, using his legal powers and in view of the
dispositions of Decree No. 65,750, of November 26, 1969:

No. 131 - Set forth the regulations of the Bxecutive Group for the Modernization
of the Food Supply System.

Art. 1 - The main purpose of the Executive Group for the Modernization of the
Food “upply - GEMAB, will be as follows:

+, To coordinate the program of implementation of wholesale centers and
terminal markets;

b) To approve the economic feasibility studies for the construction or
exponsion of the wholesele centers and terminal markets;

¢) To recommend to the Drezilian Food Supply Company - COBAL and to the
Nationnl Fconomic Development. Bank - BNDE, the concession of a shareholder
participation and financing, referred to in Articles lst, 2nd and 3rd, and
respective paragraphs of Decrce No. 66,332 of March 17, 1970;

d) To recommend the exccutive measures nccessary for the implementation of the
construction promram for the establishment of wholesale centers and terminal
markets in the principnl urban centers, in accordance with the priority set
forth by the Government, Prorram;

€} To study and coordinate thn complementary mcans necessary to execute this
propram, with respect to the works of grading and classification of food
products of vetetal or animnl origin, of marketing research and of financial
ascistance for the installation of supermnrkets and sclf-service stores;

f) To clloborate studies and projects leading to the obtaining of financiel
resources, internol and external, to attend to the National Program of
Modernization of the Supply System;

g) To provide technical assistance to the states and municipalities in the

preparation of tcchnical, economical feasibility studies for the wholesale
centers and terminal markets;
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h) To stimulate the completion of studies and research leadinp toward the

Modernization of the Supply System and to provide for the formation and,
training of technicians in food marketing;

1) To coopcrate with the Brazilian Food Supply Company - COBAL, in the
fulfillment of its objective, mainly that which deals with items III and VI
of Article 5th of its Statutes;

j) To sugmeat the adoption of necessary means for the modernization of ‘the
supply system,

Art., 2 - The Fxecutive Group for the Modernization of the Supply System -
GEMAB, consists of the Minister of Apriculturc as Chairman, the President of
CORAL as reprcaentative of the Ministry of Agriculture, and the Vice-President
who will act as Chairman in the absence of the President, as well as
representative of the Ministrics of Planning, Finance, Industry and Commerce
and the Confederagio Nacional do Comércio.

§ 1 - GEMAB cxeccutive functions gtated in Art. 1 will be fulfilled in close
collaboration with the DNDE and the President of GEMAB will request the
appointment of BNDE technicians for this purpose.

§ 2 - The members of GEMAB, referred to in the begining of this Article
will be indicated by the respective ministries ond the u-nfederaglio Nacional

do Comércin, to the Miniaster of Agriculture which will designate them by
this Fortaria.

Art;. 3 - The Fxecutive Secrectariat of GEMAB will be constituted by an Executiwve
Secretary ond of a Vice-Executlve Scerctary both indicated by the Ministry of
Planning and General Coordination.

Art. b - GEMAB will have in its internal orpganization a Board of Directors
subordinated directly to the President, the Executlve Secrctariat and a
Technical Advisory Booard.,

Art. 5 - It shall fall to the President of the Group or, by his delepation, to
the Fxecutive Srceretariat to represent GEMAR before any public or private
apency, communicating the result to the Ponrd of Directors.

Art., 6 - The Board of Directors by order of the President will meot every two
vweeks in ordinary sessions or at any time in extrpordinary sessiong to:

I - Fix penernl criteria and establich norms for its application with the
obje. ;ive of creatine idecal conditions to make concrete the plana of the
Federal Government with regard to the Supply Sector;

II - Estaoblish norms with repard to presentation end annlysis of proJjects
for the construction of wholesale centers and terminal markcts leeding to

adoption of standards - under architectural, operational and administrative
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aspects, with a view to racionalizing and reducing the costs.
III - Grant the projects and studies presented to GEMAB, recommending the
concession of priorities having in view the urgency and nature taking into
consideration the aveilable resources;

IV - Approvc the projects and studies which the previous item deals with.

Art. 7 - The decisions of the Board of Directors will be taken by absolute
majority of its members attributing to the President the deciding vote.

Art. B - The President of GEMAB will be authorized to:
I - Call into session and preside the Board of Directors;

II - Create upon previous advise of the Board of Directors, subcommissions.
and work groups which will be neccssary;

IIT - Acrept oand promote the collaboration of public and privaete institutions
with intetrest in the works of GEMAB, cntering into necessary agreements;

IV - Represent GEMAB belore any public and private 1lnstitutions;

V - Practice n0ll the acts that are necessary for the true execution of the
objeectives of GEMAD;

VI - To delepate attributions, in all or in part.
Art. 9 - The Exccutive Sccretary will be authorized to:
I - Coordinate the activities of GEMAB;

II » Maintain the documents and books of GEMAB including that of meetings
and acis;

IITI - Exccute whatever other dutics determined by the Presidency;

Art. 10 - The Technical Advisory Orpon will connist of the technical assessment
~of the Board; the Presidency and the Exccutive Gecretary.

Art, 11 - COBAL, in whosc offices GEMAB will be located, will provide the
technicol, administrative and financial asslistance necessary for the operation
of the progrsm including personnel and materinlc,

Art, 12 - The Board will nolve unforsoecen cases ond establish the orientation
to be followed,
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The Minister of Agriculture, in the use of his powers:

C;gnidering the dicposition of Article 3 of Decree No. 65.750 of 26 November
1909;

Considering “hc disposition of Ministerial Decree No. 12 of 13 Jenuary 1970;

Considering the disposition of Ministerial Decree No. 131 which apPrUVed to
Internal Repulations of GEMAB, resolves:

No. 132 - Designate for members of GEMAB, which was instituted by Decree No. 65,750
of 26 November 1969, the following persons:

a) Dr, Rubens José de Castro Albuquerque, as primary and Dr. Pedro .
Morellet,o Filho, alternate, respectively, representing the Ministry of Agriculture;

b) Dr. Mauricio Rangel Reis, as primary end Dr. Antonio Martins Chaves,
reepectively, as representatives of the Ministry of Planning;

¢) Dr. Persio de Carvalho Junqueira as primary and Dr. Cyro Freire Cury
as ulternate, respectively, as representatives of the Ministry of Finance;

d} Col. Luciano Guimaries de Souza Ledo, as representative of the
Confederaglio Nacional do Comércio;

2. Attribute to Dr. Mauricio Reis and to Dr. Antonio Martins Chaves,
rcprcsentntivcs of the Ministry of Planning, the functions of Executive

Secretary and Assistant FExecutive Seccrctary, respectively, observing the
dinposition in Art. 7 of the Internal Repuletion of GEMAB.

The Minister of Apriculturc, in the use of his legal powers and,

Connidering that COBAL, a Public Federal Company created by Law No., 6 of

26 September 1962 has as its end the execution of Government plans and programs
related to Food Supply;

Considering that COBAL 15 related to the Ministry of Aprtcu]turo having intimate
rclntions between the two entities;

Considering that the Director President of COBAL, Dr. Rubens José de Castro
Albuquarque, was indicated by Ministerial Decrce No. 132 for GEMAB, in the
quality of the representative of the Ministry of Agriculture;

Considering the principles of decentralization and delegation recommended by
Docran Law No, 200 of 25 Febiruary 19GT;
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Considering the disposition of Ministeriasl Decree No. 689 which approved
the Internal Regulation of GEMAB created by Decree No. 65,750, of 26
November 1969, rcsolves:

No. 133 - To delegate to Dr. Rubens José de Castro Albuquerque, President
of COBAL and represcntative of the Ministry of Agriculture in GEMAB, the
powers conceded by Articles 2 and its parsgraphs and articles 5, 6, 7 and 8

of the above cited Internal Regulations ot GEMAB, approved by Hinisterial
Decrece No. 131 of 17 March 1970.
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Regulates the oparating proccdurea of financing to the syatem of wholesale
centers and provides other provisions.

The Preaident of the Republic, uaing his power in conformity with Arts 61, .
Item III, of the Constitution and conaidering the necessity to accelerate
the execution of the Governmental Program to modernize the food supply
national systems, decrees:

Arte 19 The Brazilian Food Supply Company =~ COBAL = in accordance with
1tema III to VI, Art. 5% of Lts ntatutea, will participate in the capital
of the public enterprlascs or mixed coonomy companies, in the regional, state
or municipnl aophere, exlsting or to be created, with the objective to
superviane the Wholesale Centers or Terminal Markets, to support the progranm
of construction or expanaion, within the norms established by the Executive
Group for the Modernization of Food Supply Syst>m « GEMAB, created by

Docree N? 65,750, November 26, 1969,

Sole Parngraph « The porticipation referred to in this article will not
exceed 70% (thirty percent) of the total investment of
. cach project,

Art, 29 The Rrazilian Food Supply Company = COBAL = 1s authorized to
controct from the Nntional Economic Development Bank = BNDE = loans to
support ita financial particlpation in the construction or expanalon of
Wholesale Centers or T:rminnl Markets, through appropriate guarantees,

Art. 79  The partleipation of COBAL, within the limits indicated in Art, 1°¢
vill be defincd in the Wholersals Contar and Terminal Market projecta analyzed
by GEMAB, with the participation of the ENDE, through criteria established

in the agrecment to be sifgned between the Bank and COBAL,

Art.e k¢  Indepcndently from the determinations set forth in the anterior:
articloa, the BUDE will graont Lhe entities mentioned in Arte 19, financing
not; to excced 404 (forty prrcent) of totnl investment, under conditions
which take into accouni the Ltyp2 of ench project, and in compliance with the
laws and regulations that govern 1ts flnancinl activitlies,

Arte 59 The Modernization Group of the Food Jupply System will examine,
topgcther with the Superitendency for the Develoyment of the Northeast .
(SUDENE), through CANESA, a more ndequate financinl scheme for the conse
truction of the Wholeasale Centers oand Terminal Markets in the areas of
competence of that reglonal orgnnizotions
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Arte 69 Tho Exccutlve Group of Modernization of the Food Supply System,
crcated by Decree N? 65,750, of November 26, 1965, will be in charge of
tho conclusive analyasis of the projects of Wholesnle Centers and Terminal
Markota, together with the INDE technicisna, taking all ateps to assure
& perfect coordination among the units to be constructed, in order to
achieve a maximum efficiency and rationality.

Arte 7? The present decree will be in full force and effect on the date
of its publication, all dispositions to the contrary are revoked,

ani_lia, March 17’ 1970
1499 of Independence and 829 of Republic

Signed

 Emilio G Medici
Antonio Delfim Retto
ls« Fo Cirne Lima

Jotto Paulo dos Reis Velloso
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1)
15)
16)
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18)

Ri9-385 Paulo Road

SouthemStates Highway Maintenance
Loan Supplezent

Agricultural Research (EDZ)

Meteorologiczal Service

National Research Council {INiq)

SUNAB

FUNTEIRTIL

ABCAR

Cooperatives

Credit: Agriculture - (2L5) }
Fertilizer - {17.6)

Seeds

SUVALE

Agrlcultural Marieting Roads - (8.0} i

Supply Centers - (1.2)

Milk Flants - (&3)

Irrigation - Ministry of Iaterior
I3GE Foundation
ETA - Mcgiama

GERAN

Sudget Support: (meny of separate (tems
listed adove now included under general
categories below) 4

a, ‘gricultural credit

. Agrizuliural Production

Ce. Agricultural Marketing

d. Rural Roads

e, Agricultural 7esearch (of which EFE
received Crdis.2 and CKPg Cr$d
million)

UTLLIZATICN
Pl 4RO WHEN
FRESENT (-
ASREMEST )
(¥igures in t&rentiesis are non-additive}

Cr$ Millisns

VI WHEAT ASREDTENT VII WHEEAT AGREDMENT VIII WHEAT AGREEMENT
AFRIL 1966 OCTCAER 1967 DECIM3ER 1969
50.9 - -
6 Y - -
- L0 &1
- oL 1.0
- o6 2.0
- 3.0 Lo
- L.0 -
- 3.0 -
- 166 -
- .1 -
- 2,5 -
- 2.7 &0
- 155 -
- - 6b
- - T1
- - o. 9
- - 2.2
- - 67.82
- - (3% %)
- - { 655)
- - (17.35)
- - (%0)

l,l

Central Dank transferred “teaporar{ly” £o DNZR on instruction of Ministry of Finance, 3-12-EG

IX WHEAT AGREEMENT
MAY 1970
(progra=med)

75.15

(32. 50)
(16.15)
(18.15)
( .85)

{ 7.50)

75.15
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.crma of the Accord approved by the Ministers of Planning, Agriculture, the
BNDE, and COBAL.

FIRST CLAUSE

In carrying out that which was ordered in the Foderal Decrea N 66. 332,
of March 17, 1970, BNDE will grant COBAL the necessary financing for the
financinl participation of this Governmental Enterprise in the capital of
the companiea, the cxisting ones and others to be created, with the object of
managing the Food Market Centers or Terminal Markets which were created ia
accordance with the Decree Nos. 65.750 and 66,332, of November 26, 1969 ahd
March 17, 1970, respectively, in the total amount of Cr$100,000,000,00
(cr$100 million).

SECOND CLAUGE

The financing to COBAL to be granted by BNDE will be under the following
ronditiona:

a. Intercst: 4% p.a.

b. " Monetary Correction: according to indexes and basis established by
the tintlonal Treasury.

ce The amortization and grace period not exceeding 20 years, including
the grace period, will vary with the characteristica of the project.

HIRD CLAUSE

The participation of COPAL, In the Capital of the Companies mentioned in
the First Clause of thia aprecment, will be subject to prior approval of the
feasibility study of cach project by GEMAD - assisted by technicians indicated
by BNDE - which, among other things include the following:

a8, LIncluglon of the eloments of information required by BNDE, in order
to simplify the technical information in the field of BNDE, allowing
its prompt submissfon of this organization with the power to decide.

b, approval of the iInterested governments that the chnttles and the
‘propertics of Lhe Enlerprisces be mortpaged or pledpged to BNDE,
including granting; sharcholder participation to CORAL;

c. approval of the interested povernments in guaranteeing, independently
of retaining, subsidizingg, the resources of the participation fund of
the states and municipalitica by which the Interested povernments will
repreaent as Intervening-puarantor In ench finnancing contract;

d. approval of Tribunal de Contas da Unino Federal reparding the repgularity
of payment of the bills of the Intereated statea and municipalities, in
conformity with Resolution 79/69 of that Tribunal, with the objcctive
of compromising the respective sharcs of the Participating Fund of the
state and municipalities,
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SOLE PARAGRAPH

The provisions of this contract will apply as applicable, to Food Market
Centers of the Northeast - CANESA.

FOURTH CIAUGE

COPAL assumes the obligation, independently of what is stated in line b
of the Third Clause, above, to pledge the shares that they will subscribe to
in each Company, and oblLigate, as way of payment, the funds to be 1ncluded in
the Federal Budget, relative to the Ministry of Agriculture, aczording to the
terms of Ministerial Note N¢ 223, July 4, 1970, from the Ministers of Flanning
and General Coordination and Agriculture, that become part of this agreement.

This agreement enters into effect on this date.

Rio de Janeiro, September 18, 1970

SIGNED:
Joao Paulo dos Reis Velloso Luiz Fernando Cirne Lima
Minister of Planning ‘Minister of Agriculture

Banco Naclonal do Desenvolvimento Economico ~ BNDE

Jayme Magrassi de S£
Preosldent

Companhia Brasileira de Alimentos - COBAL

Rubeng de Albuquerque
Presidént
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BNDE Balance Sheets - US$ Thoumands

T1965 1966 1987 1968 1969 |

Asscts

Cash | 17,228 6,465 13,860 23,207 23,022

Currer/ Assets 108,395 170,443 169,922 146,120 132,270

Lonpg Term Aseets 278,453 425,147 562,425 555,208 748,840

Accrued Income 6 48 2,493 11,591 16,437

Fixed Ase:cs 3,409 3,744 6,000 5,868 5,326

Tr: .l Assets A07’49l 605,847 754,700 741,994 925,895
Liabilitics

Current Liabilities 59,206 57,36 83,546 76,453 73,627

.ong Term Liabilities 209,775 232,368 215,655 186,355 204 ,428

Unearned Income 1,863 2,692 43,490 22,112 15,021 -

Total Liabilities 270,842 292,406 342,691 284,920 293,076
Capital

Provision-Special PFunds 1,207 891 626 1,198 907

Canital and Reserves 135,442 312,550 411,383 455,876 631,912

Total Capital 136,649 313,441 412,009 457,074 632,819

Source: BNDE
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RNDE = RATIONAL BANK FOR ECONOMIC DEVELOIMENT

PROJECTED SOURCE AND APPLICATION OF FUNDS
(1IN U3$ MILLION)

1970 1971 1972 1973 197h TOTAL

A poucm
L 1ubus_odn nouncen 0.2 3026 kD0 41%.2 AP M09
Y
l. i Avallnble for Invent-
mntncc e 12,0 5. b 6.6 8.1 1.3 (39
2. Federal Budget Support 93.9 122.0 1b2,1 1355 138.k 631. 9
3, Monntary Reserve Allocation .127.9  158.8 195.4 2k0.0 268.5 1,008,6
L, Recturn on Ink's Operation %6, 6 56 & 636 7.9 80,5 309,0
5, Opsrational Palance K3, 5 45,6 48,0 55,0 60.8 25'2.2
6 Hlnccl_lnnco;m 163 U ) b3 b7 kT S
1L FORKIGH_JAARS 3LT 3%0 36 352  35.2 _ 1727
1. Friating Loana 3.1 265 _15.2 62h
 $303] 6 %6
337 .2 g. s
AID 7th nnlea P1~400 .8
8th onleo w—htsoy . 0,9 0.9
panmark ' 03 0.3
Coatinentnl Illinola 0.3 o)
Reapplied revenue R
from foreign loans 155 16,5 152 M. 2
2. Loans under licgotiation 1.5 _16.h 32.9
b 40)] 1,8 1n,8 236
K 3.0 %08 7.6
EXTHRALK «9 .8 L7
ATD~ barkets 2/ b0 5.0 5. 0 1.0
AID- Kura). Ronds ko 8.3 8.3 %3 23.9
3, lLonn to bs negotiated 350 2 35, 2 70. h
TOTAL FULiIG AVAITABLY 36,8 133.6 502.9 5637 6227 2,49L7
B APPLTCATION
1. Debt Serviee L3 5.7 6.0 62 7.9 30,1
2. Minbiwr Cneh Rensrve 5. b 66 8.1 11.3 15.5 hG 9
3. Application of frec resourcen
a, Panid indvatrics 123.9 175.4  205.9 230,8 258.5% Rl 5
. Iindn~ and Binerad research 8.2 15,0 16,0 22.0 2%.9 - 89.9

¢c. Acri~nlture, catile raining
Food production and dintri-
tutlion eyaten (AID Ags
rarkatn) 23.7 5.1 30,0 348 32.h k6.0
4. Iublie Cervicens - povor, '
traasportation and tele-
coruniceations (ALD Rural

Ponda) 9.0 95. 5 9.5 1001 1150 515.9

§, Gpreclel Frograms
FIFS 5.7 5%0 61,0 (1 183 301, 6
FUap L 5 0 5. h 6.0 .0 8.0
FU{DYN0 . 2 L. ot 51 %0 23.0
FUNITIC 10.6 10.6 10. 6 1.8 1%2 ?6,0
F1inns 16.8 10.8 %0, 5 3h. 1 AT ] 0.3
FTUIGIRO 16,4 16, h 23,0 26,2 20,3 117
TOTAL }UNl APTLICATION 368,8  b33.6  502.9 563.7 622.7 2.hon7
™rarre Prey.rrg fY* U, "= LRl hae 4 ) =ware [ gl fuden o ]

1/ 7PL~"80 ronlen from thz Bth wheat snlen rgrecncnt pregrarm:d for rural roada (1970)

Pinnnad exponditure of $1.1 millfon in 1975 Increnca the AID Rural Road loon value
to {2450 nillion
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FOOTNOTES TO THE PROJECTED SOURCE AND APPFLICATION OF

FUNDS STATEMENT

The projections for the first three years (1970-1972) of the five year
projection were made by the BNDE on the basis on their three year plan.
The projections for 1973-197h were based on the BNDE's estimates of their

sounces and application of funds during those years. The sources of’
BNDE funda are:

1)

3)

5)

6)

Monetary Resecrve Allocation which represents 95% of the
proceeds of the Financial Operations tax collected by the
Centrnl Bonk of Brazil. The proceeds from the Financial
Operatlons tax, which 1s imposed on all financial trans-
actions, are deposited in the Central Bank and constitute
the Monetary Reserve of the Republic. Of this amount, 5%
1is apprrtioned to the Central Iank and 95% is transferred
to the BNDE upon approval by the Ministry of Planning of
the BNDE's Annual Tnvestment Budpet,

Federsl Budpet, Support.. If the Monetary Reserve Allocation
is insufficient to mecet the requirements of the BNDE's
Annual. Invegtment Budget es approved by the Ministry of
Planninp, the balance required 18 included in the annual
federal budpet.

Proceeds from past lending operantions are broken into two
cateporics:

a) "Operationn)l "nlance" represents the receipts from
interest, f{ecs, and pennlty payments less the expenses
incurred for onerations.

b) "Return on Ban¥s Operations" represents the gross
receipls of tie BNDE from loans granted minus payments
made by the bank on behalf of a borrower for whom the
bank is5 puarantor. :

Balance Available for Investment represents the minimum

cash rescrva of the prior yenr,

Miscellancous Rececipts are all other cash receipts not other-

wise ldentified an to source,

Foreirn l,oans - on the projected source and application

statement, the estimated drawdowna of pregent lcans are )
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shown, as well as pending loans with reasonable prospects of being signed.
For 1973 and 1974 the bank estimates that foreign loans tc the bank will
approximate the 70-72 levels,

a) Resources from existing foreign loans to the BNDE to be isbursed
during 1970 include:

1,

2.

!‘-
5.

IDB - US*9,6 million (MCrt40.7 million) of which Nertll.6 million
will po to FUNESP {or financing of technical feasibility studies

and the remaining to FIPEME (loans to small and medium sized
enterprises).

Kreditanstalt flir Wiederanfban - UsS*8.2 million all of which
will po to FIPEME.

A.I.D. - NCrt15.5 million (US%*3.8 million) from the

VII Wheat Agreement {PL 480) for rural roads (NCr$8.0 million)
agricultural supply centers {NCri7.2 million) and milk plants
(NCr*0.3 million) NCr®4.0 million (1/S*0.9 million) from

VIII Wheat Agreement (PL 480) for rural:roads,

Danish povernment loan - USH0.3% million for industrial credit-

Continentel DBank of I)linois - US*0.3 million for FUNTEC.

b) Foreign loans under nepotiations are:

1.

Kreditanstalt llr Wiederanfban

Amount: DM27,00h, 000,00

Terms: 30 years with 7 years grace period

Purpose: Capital poods import

Degree of Firmness: 1000 Pending signature of apgreement
between Brazil and Germany,

Interamerican Developrent Bank
Amount: U5*22,000,000.00

Termn: 15 years with 3 years prace perilod
Purpone: Capitnl goods Import and attecndant local currency
cocts

Degree of Firmness: This will be the bth similar loan
to be signed with IDB. BNDE foresees
no problem,
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Export Import Dank of the United States
Amount: US*1,500,000.00
Terms: 6 years with 1 year grace period
Purpose: For additional capitalization of FIPEME
and for import of capital goods
Depgree of Firmnegs: Loan Agreement ready to be signed.

Applications:

A)

B)

c)

Debt Service - Interest and Principal due on foreign loans

Minimum Cash Reserve - The minimum cash reserve estimated
to be required by the BNDE to meet contingencies known or
anticipated during the year. For example, under the Rural
Road program initiated in 1968, the bank has sigred loan
agreements in the amount of NCr#10h,077,000. However, the
bank has established a gross contingency of NCrih, 000,000
to meet overrun cost which, if justified by the project, the
bank may eclose to finance on a 60% basis.

The remaining 'applications relate to program sectors and
specianl fund programs of the BNDE,

of U
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BANCO NACIONAL DO DESENVOLVIMENTO ECOMOMICO - (BNDE)

Operating Statements - 1558 and 1969
(US$ Thousands)

Current Operating Income 1968 1969
Interest Earned ' 810,992 816,212
Late Payment Intereat 982 299
Operating Commission . 703 1,212
Inspection Fee 1,468 2,259
Conim{tment Fee 98 161
Guarantor's Fee 52 380
Service Charges : 193 148
Mincellaneous Fund Income 28 607
Miscellaneous Loans Income 267 125
BNDF./Central Bank Agreement 17,037 626
Monetary Correction Earned - 17,037

Non Current Income

Interest Earncd - Deposits and Securities 595 147
Dividends and Real Estate Income 1,161 142
Other Income 9,724 312
Total Income 43,300 22,631

Current Opernting Expenses

Salaries 1,960 3,211
Sunplfen 24 X
Contractual Services 530 201
Economic Recquipment Fund Expenses 610 371
Fipeme, PUnderpro and Puntec Expenses 2,497 1,894
Interent Expennes 8 6
Interest on Borrowed Money 530 970
Depreciation 151 194
Other Current QOperating Expenses k33 775
Total Expenaes 6,963 7,645
Net Profit ‘ . 36,337 14,986

Net Additiona to Capital ‘ (36.,337) (14,986)

e —————————
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BNDE Approved Financial Assistance for 1960-69 (US$ Thousands)

Yoar Direct Provision of
’ Asaistant Guarantee Total

1960 94,025 50,169 144,194
1961 116,934 ' 62,836 179,770
1962 79,270 67,533 146,803
196" 76,167 10,755 : 86,922

164 94 ,.610 2,481 97,0?1
1965 206,882 | 55,423 262,305
1966 222,931 44,268 267,199
1967 245,667 44,442 | 290,109
1968 260,629 89,666 350,295

1969 310,067 111,821 421,888
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| _ADMINISTRATLVE counciy |

e |

BOARD OF DIRECTORS

[raEsT A

| PIRECTOR-SUPERINTENDENT |

| .

ADMINISTRA -

[ Econaxc

FINANCIAL || RESOURCES LEGAL SPECIAL
TIVE DEPART | | PEPARTME DEPARTMENT| | PEPARTMENT | [repA RTHENT |[PTERATIONS | | oprRATIONS
MENT . FINEP
PINAME ;etc
Table ¢ ORGANIZATION CHART OF THE
DEPARTMENT OF OPERATIONS
DIRECTOR
ASSESSOR | ASSESSOR ASSESSOR
UNIT I UNIT 11 l | UNIT IIX
CHIEF
UNIT 1 = Electric Power, Transport,
Telecommunications, etc.
Analysis Control
Division Division UNIT II =~ Chemical lndustr?, Agriculture
UNIT 111 =~ Mining, Steel Induetry,

Mechanical Industry, ete,
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1Ls.21017
R-XX/R-XXXIV
Portuguese

SUPPLY CENTER OF & . & o & & o & o

BYLAWS

Chagter 1

Name, headquarters, purpose, and duration

Article 1. The 3Supply Center of « « « « » « « « i8 & mixed-economy
company governed by legislation currently in force and by these bylaws.

Single paragraph. The Company shall be an integral part of the
System of Supply Centers under the program established by the Federal
Govermment,

Article 2, The Company shall have its headquarters aund legal domi-
cile in the city of ., . « « . . « ., capital of the State of « « o o o « « o,
and it may set up and maintain branches, agencies, and representatives
wherever it sees fit.

Article 3. The purpose of the Company shall be to:

a, Construct, install, operate, and administer, in this capital
cityvand elsewhere in the State, Supply Centers designed to function as
a polarizing and coordinating center for supplies of foodstuffs and |
as an incentive to agricultural production;

b. Participate in supply plans and programs coordinated by the
Federal Government, and at the same time promote and facilitate trade
with other Supply Centers;

ce Sign agreements, contracts, or other types of trade arrangements
with natural or juristic persons, public or private, national or foreign,

1

in order to facilitate and/or participate in activities intended to improve

the supply of agricultural products}
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d., Promote special or systematic technical-economic studies for
the purpose of providing the groundwork for the improvement and moderniza-

tion of marketing processes and methods pertalning to supplies of foodstuffs.

Article 4, The life of the Company shall be indefinite.

Chapter 11

Corporate capital

iarticle 5, The canital of the Coupany shall be « o+ ¢ o« &« « « « » neV
cruzeiros, divided into . . . . . . . ordinary registered shares having a
nominal value of one new cruzeiro.

irticle 6, The subscription and composition of the corporate capital
shall be carried cut as follows:

% - Federal Government, through the Companhia_Lrasileira de
islimentos (COBAL) /Brazilian Food Company/

- State Governnent
%, - Municipal Government
% - Users of the Center
(NCTE:  The conposition of the corporate capital shall be studied

according to cach specific project.)

Chapter, 111
administration

Article 7. The Company sha.! be administered by a Board of
Directors cowposed of four members, to wit: One Director who shall be
Chairman, a Financial Director, a Technical Director, and an Administrative
Director, to be elected by the General Assembly.

(1) The Directors must be persons of recognized technical and
administrative ability.

(2) The Financial Director shall be nominated by the Federa! Govern=

ment through the COBAL.
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persons of superior level and known experience in égniculﬂurnl_marketing.

(4) The term of office of the Directors shall be four years, extend-
ing from the date of the General Assembly that elects them to the date: of
election of the next Board of Directors; they may be re-elected as provided
by law,.

(5) Each birector, or someone acting for him, shall give a liability
bond, in the form of 200 shares In the Company. When such bond has been
provided, the Director shall take office, signing a statement to that effect, to
be recorded in the book of Minutes of the Mecetings of the Board of Directors.

(v) The Directors shall receive the monthly fees determined for ther
by the General Assembly according to legal provisions.

(7) The Board of Directors must meet once a month and otherwise whenever
necessary; decisions shall be taken by a majority vote, and in case of a tie
the Chairman shall cast the deciding vote in addition to his regular vote.

(8) A Director who fails to perform his duties for more than 30 consecutive
days without the consent of the Board shall lose his post.

(9) 1n case of the absence or disability of the Chairman, he shall be
replaced by the Financial Director, and the other Directors may replace: each
other, according i:0 provisions made by the Board, each carrying out his duties
cumulatively.

(16) 1In case of a vacancy, a temporary substitute shall be chosen by
the Board of Directors and he shall hold office until the date of the first
General Assembly thereafter, which must be convened in no more than 30 days and
which shall elect the permanent substitute to complete the term of the former

member.,
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Chapter 1V

Powers and duties

Article 8., The Board of Directors shall have the following powers
and duties:

a. To manage the Company and set the guidelines for achilevement of
its goals;

b. To enforce and cause to be enforced legislation, the Comnany's
bylaws, its internal rules and regulations, and the decisions of the General
aAssembly;

¢. To authorize the conclusion of agreements, contracts, and arrange-
ments with natural or juristic persons, public or private, national or
foreinn, relating to attaf ament of the Company's purposes;

d. To wuthorize the purchase or encumbrance of movable poods and the
alienation of such :oods as becerme unnccessary, and, wirch respect ton
tmmovable properties, couplying with the decisions of the Gereral assembly;

e. To organize the internal rules and repulations of the Company;

f. To submit to the Regular Ceneral Assembly a report on the fiscal
year and an annual balance sheet;

g. 10 convene the General assemblies;

h. To autharize the creation of pusitions or servicesj to appoint,
suspend, and diswiss emplovees, determining their classifications, and
setting their wares, salaries, and bonuses, on the proposal of the
Directors;

i, To authorize the estiblishment or the elimination of branches,
arencies, or representatives;

J+» To Jecide on vperations which, although not profitable, are

necessary to meet the uuL;i;s rog

Liromente of tae pubdie;
k. To controi and decide on all business affairs of the Company,
whatever their nature may be, with powers to cowpromise and to witl.!raw,
Single paragraph. The item referring to personnel expenses, including
social charnes, shall not exceed . . . + % of operational receipts. (Note:
This pcrcentage shall be fixed according to the forecasts of initial receipts

and costs as shown in the technical and economic feasibility projects.)



ANNEX V, 33 of 65
«5a EXHIBIT L .» Page 5 of g

Article 9. 1In addition to other functions vested in the Directors at
meetings of the Board of Directors and recorded in the Minutes thereof,
they shall especially have the following duties:

I. The Chairman:

a. To enforce and cause to be enforced legislation, the Company's
bylaws, its internal rules and regulatioas, and the decisions of the Generel
Asgembly and the Board of Directorsj

b. To supervise and coordinate all of the activities of the
Company and its departments;

¢c. To act as the Company's official representative in all its
relations, either with the administrative authorities, or in or out of
the courts; to do this, he and the Financial Director may appoint proxies
or attorneys;

d. To convene and preside over meetings of the board of Directors
and the advisory Council;

e. To preside over the General assemblies;

f. To sign, with the Financial Uirector, contracts, arrangements,
and agreements approved by the Board of Directors;

g. Transmit to the Fiscal Council the inventory, balance sheet,
and administrative accounts, and submit to the General Assembly the report
approved by the Board of Directors and documantary information pertaining
thereto.

11, The Financial Director:

a. To guide and direct the Company's financial management and
accounting organization;

b. To be resporisible for thé safekeeping of the Company's

securities;

¢, To organize the financial report for the fiscal year and pre-

pare the annual balance sheet;

d. To exercise control over the execution of the Company's works

according to the financial timetablet
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e. To submit to the Board of Directors at the end of each fiscal
year the Company's annual budget for the following year, based on the
plan of activities prepared by the Technical and Administrative Directors.
111. The Technical Director:

a. To develop and present to the Board of Uirectors technical
and economic studies designed to give benefits and incentive to the pro-
ducer and merchant and protection to the consumer;

b. To promote the study and regulation of the functioning of
the Company's markets and specialized facili;ies;

c. To plan and supervise programs for the execution of installa-
tion and expansion projects, and the installation of equipment under the
Company's charge;

d. To supervise the use of facilities belonging to the Company;

e. To supervise services for the maintenance of facilities and
equipment;

f. To submit to the Board of Directors at the end of each fiscal
year the work plan of the Compuny's activities.,

IV, The Administrative Director:

a, To act as secretary at meetings of the Board of Virectors and

to write the Minutes;
routine

b. To direct the/business and work of the secretariat;

¢, To have custody of and be responsible for all the documents
and books of the Company's secretariat;

d. To sign the statements of the opening and closing of the
Company's books;

e. To guide and s pervise the Company's personnel policy;

f. 7To guide and supervise the Company's customer records servicej

g. To propose to the Board of lirectors the hiring of servicep
for restaurants, snack bars, sarvice stationgexhibits, shops, and pagking;

h. To supervise the general services of security, cleaning, and

accident and fire prevention.
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Chagter \
Fiscal Council

Article 10. The Fiscal Council, with a one-year term of office
and with powers and duties determined by law, shall be composed of three
regular members and three alternates, the latter being convened, when
necessary, in the order in which they were designated by act of the
General Assembly which elects them.

(1) The Federal Govermment, acting through COBAL, and the State
and Municipal Governments shall each appoint one member of the Fiscal
Council and that member's alternate.

(2) The regular members of the Fiscal Council and their alternates,
when acting, shall be entitled to remuneration for meetings which they
attend, which remuneration shall be fixed by the General Assembly that
elects them.

(3) The Fiscal Council shall have the exclusive responsibility of
designating a firm of auditors to be hired, for the special purpose of
giving advice in the study and appraisal of the action of the Board of
Directors.

Chapter VI

General Assembly

Article 11, Regular and Special General Assemblies shall meet
in accordance with the legal provisions.

(1) The proceedings of all General Assemblies shall be presided over
by the Chairman of the Board of Directors and a shareholder, designated by
him, shall act as secretary.

(2) 1In order to participate in the General Assembly, the legal
representatives of the shareholders must deposit at the Company's head-
quarters documents attesting to their status as suchj this may be done

up to the eve of the day for which the Assembly has been called.
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Chapter VII

Advisory Council

Article 12, The Company shall have an advisory Council, consisting
of the Chairman of the Company's Board of Directors and six additional
members, who may or may not be shareholders, elected by the General Assembly
at the same time the Directors are elected; two of them, however, must be
selected from among the users who hold shares in the Company.

(1) The members of the Advisory Council shall hold office for four
years and they may be re-elected.

(2) The Chairman of the Company's Board of Directors shall act as
Uhatrman of the Advisory Council.

(3) The powers and duties of the Advisory Council shall be:

a, To sugpest measures to the Board of Directors aimed toward
the best possible attairment of the Company's purposes;

b. To isgue opinions on matters on which the Board of Directors
requests its vicws.

(4) The Advisory Council shall meet when convened by its Chairman,
and at least four of its members must be present to form a quorum.

(5) 1In case of a vacancy or the absence or disability of one of the
members of the Advisory Council, it shall devolve upon the other members to
name a substitute, 1ln the case of a vacancy, the latter shall hold office
until the first meeting thercafter of the General Assembly, which shall
elect a permanent member to complete the term of office of the person whom
he reolaces.

Chapter VII1
Fiscal year

article 13. Tue fiscal year shall begin on January 1l and end on
December 31 of each year, at which time the annual balance sheet shall be
prepared and a statement of profits and losses, showing amortizationg and
contingencies authorized by law that were deemed advisable, and the

deduction of five percent for setting up the Legal Reserve Fund,
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Chapter IX
Distribution of profits

Article 14, From the net profits resulting in each fiscal year,

+ +» o« percent shall be deducted for allocation to the Special Keserve
Fund for Increase of Capital, and another . . . . percent for establishing
the Special Reserve Fund for Expansion Purposes, legal limits and pro-
visions being observed. The remainder shall be distributed among the
shareholders as dividends, as decided by the General Assembly on the proposal
of the Board of Directors and after hearing the opinion of the Fiscal
Council, and duly observing the single paragraph of this article.

Single paragraph. As a special advantage, employees shall be granted
a bonus of up to not more than two months' salary as a share }n the profits,
follbwing approvél of the balance sheet, provided it showed a positive
result of more than 2/12 of the annual average payroll as established in
the internal rules and regulations,

Chapter X

Transitory provisions

Article 15, Within 90 days of the establishment of the Company, the
Board of Directors shall convene the General Assembly to consider the
Company's internal rules and regulations.

Sinegle paraaraph. The fiscal year that becins on the date of the

Company's establishment shall end on December 31, . . . .
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THE 1ARCE WHOLESALE MARKET BLUEFPRINT

The preliminary design ol CASAlL~Salvador was ugnd ag the baslas for the
pretotype of the large wholesale centerse 'These markets nre almoat
entirely devoled to wholesaling and the primary emphoais i1a on the circue
lation of trafric and the parking and unloading of heavy vehicles, For
theae purprsea the market's internal atreets are wide, at times up to
thirty~=two metera.

The fruit and vepetable section lies to the rlght as one entera and the
cerenla and dry goods wvection to the lefts A supermarket, restaurant,
exhibltyor hnll and other commercial activitiecs arc centrally located, The
adninlstratlion bullding commands a pauoramic view of the whols market. The
refriperntion and procesging units are locnted at Lhe far right cnde A
opeevny internal transit acheme iag recommended, 2ithough it requires the
sncrifice of immedlate tccess to the cereal worehovses at the .ieft,

Thn commerclal zcenter would have ubops offering auch non~food ltemn as
LexUilen, shoeg, clothen, etce. and service ond repalr shops, Such commercisl
aclivities and other 1tems such os the motel and exhlbition hall are not
indespencible for the wholesale market operations, bul are provided for the
convenience of the morkeb useras,

THE SHALL WHOLECALE CENTER BIUEPRINT

The amll wholesale cenbers, in contrast to Lhe larpe, place a grenter
emphaain on retal) Lrade,  For Lhls reazon sheae. mickeba ahoulld be more
senlrally loeated in the urban aren,  ‘1he prineiple structure of bh-oue
markets nre the modular or modulated warchounes which allow wholennlera nnd
relbadtrra Lo opaerate under the same roof.  3uch warchounes would have sooohle
prebitions or wallg and would house all types of producka rrult, vegatablen,
cerenla, dry pords and anieal orlpgln producta. The blueprint for such n
madnlatles worchonne demanstreatea the lay<oub of Lhe gevenly=four modulern,
Four of theans modules would BSouse spnack bava and rest roomds The remadning
noventy modules, ench having teonty-seven aquare pelees, would bo dlvided
amone; frutta, vegetables, eerenla, dry goods and antead oclegln produeta In
agonn appropeiate propoartion.  In thin wny conans~ea eonld purehane all thefr
n~eds in one warchouanr while clrcwdatine In tho esnbor nliles,  On ench njldn
of Lhe warchoune are unloading plakforma for Lracka giving direel acecens Lo
cach madnle,  The walls of such modulea should bn sercens or grids which
allow for ventilation, and they should be removable allowing a retnadder of
wholeanler to rent more than one module and congsolldate thla nspace Into n
gingle nrcoa '
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Tho blueprints for both Typc A and 1ype B markets provide for separate
catroaces for trucks and congumers' vehicless The truck entrance has a
control center where arriving trucks would register the types and quantitics
of merchandise arrivings This control wruid allow the market administratorns
to monitor exinting invanterica and atoakse This oonbtrol informabtion could
be procensed through the market information gystem and thuas avold shortages
or excessive supply of produce at any one center,

This type of center would require less provision for supporting activitien,
such ng hotelsa, restaurants, and speciolized shops which should be located
falrly cloac<by outside the market area,

Type = A wholesale Centers should be located in a city having a population
between 240,000 and 500,000 inhabitanta.

With regard to the minimum required arcas these arc digtributed as followa:

Mininum arca with provlision for

expansion of %07 ceocovsvcecscecssssce 110,000 me
Initial area with bulldlngd eseecasos 22,500 m2
Occupled arca fter expansion scescecee 28,000 m2
Modular warehouscs scceeasesesses 13,300 m2
Adminlgtration and o
Control escvocsecasosoesssvess 1,500 m~
Cold~nloropget onevococsconesosssae 1,500 m2
Wholeanle warchous? ceeessascses 2,h00 e
Buginens and #01vIices sesonessos 3,600 n?
23,500 m°

Expanaion
Modular warchouse 29300 m2
Lusiness and servizes 1,200 m2
¥holcanle Warchouse 1,200 m2
5,700 n®

Type = B gupply Centers should be loented in a clty having n population
from 170,000 to 240,000 inhnbitants and should bnslenlly include the sanmc
types of structures.
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Minimum arcas are as followa:

Minimum land arca with provision for

oxpansion or 30% ecevscssecesascssocas £8,000 ne
Initial areca occupicd with bulldings scoe 16,000 e
Occupicd arca afbor expansion ceecesceses 21,700 m2
Modular worchousCs caesececsessacooe 10,000 m2
Administration and control cacsecses 1,200 m2
Cold ALOTORE soscsoscsccassrascooros 1,200 M-
Wholesnle warchouse secevecesencossos 1,200 m2
Bugincss and aervice osecevscoccscnse 2,400 m-

16,000 mo

Expanaion

Modulay warchousel socecoceseessssonn 3,300 m2

Businoeos ond 0ervice cececssenscsnsen 1,200 m

Wholesale warchoue eoesecusossscsseo },200 m
5,700

ASSEMBLY MARKETS

Angenbly Markets nre to he located In producing arcaz and have bhe
apeclnitaed funectlon of preduct procenslnmo‘ Penng, corn, ricn and olior
corenls wontd be eleancd, praded, packaped and Lhus be deliveved to Lhe
wholeanle or reladl sccter in ddenl condibions for ionl rnle, In addlbion
to thene procossing scrviees the anpenbly markets vould provide more
nicquirte ciorage nand Jonding fnellities than novt exint In theae Intericr
Lovnes Alen fhese markebs wvould sereve an palntn for the collnecelon nnd
digtributlon of wparlket informatlen throush endlo Linir with thae Lhree

mrjor wholernle mrloetn,

Agacnmhly I'arkel dimenolona ere o funcblion of Lthe foloulng Lliemot

0. Lhe kind of product predominant in Lhe reglon;
bo  Lhie volume of production during the harveat;
o Lhe LWinds and volume of sccondary producto}

do  Lhe percentoge of volume held In reasoxrva nboragos
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On the average these markets would ogcupy land area

of three hectares ‘with

a:constructed floor space of 5,000 m“, The distribution of this area :would

be ag followa: :

IANA seeessseccrsacscsesssscass 3 ha. 30,000 m>
Conatructcd Ared eeeceseossseeee 5 ha, 5,000 m2
Reception and Forwarding eee 28 4 1,400 e
Procesging ceencosessccssees 28, 4% 1,920 e
Cleaning eesessceccoccenee 450 m2
Classiffcation soceceevcae kso m®
Prcknging eseccscsesessose 460 e
Fumigation sececoosnsaceoe 560'm2
Warchousing and 51103 secece 32 & 1,600 2
Administration and Servicea 1,6% 80 m2
Frce Aren for circulation, loading, 5
unlonding parking seeceecoscoco 25,000 m

Ratio between total area/occupled area: 6

In the Assenbly Markets and those where a free "feira” is to be maintained

(for inatnnce, Feira de Santana) the ratio of total
ahould never be less than 6.

arca/occupied arca

The estimote of Asscmbly Macket coats 1la based on the cost per square moter
of the ceresls ond dry goods secctor of the wholesale marketas.

Ccnsiruction = 5000 ﬁg at $60 per 5g. meter ese

Laud Acquisition, Preparation, >
Maving and Landscaping = 25,000 m~ at 47 per
8quare mCLer sesccesese

Equipment and Inotollations cesssecienconasasss

Total

$ 200,000

$ 175,000
$ 56,000

e ——————

$ 531,000



b

1t

i
.

I oo il
{

1L

L O s SEeas

%

—_— —= — . r— s SRt o—
P S S S S S

e

PROTOTYPE FOR LARGE
WHOLESALE MARKETS
TERRENO 220,625y mts.
AREA OCUPADA_u,OOOsznu
1. 8us $TOpP

IEUTRAMNCE
ILSUPER HARKE T

. RESTAURANT
S_COMMLRCIAL CENTER

E EXPOSITION HALL

7. AQWIBISTRATION CENTER
B.UOTEL

S.SERVICE STATION
10.9ATER TOWER
1.SZTACE TREATMENT,
12.23&KINT AREAS
1I3.EUPTY CRATE STORAGE
l:.“lQLA FOR F!SM - SEAFQOD
1S.AREA F3R SILOS
IG.-':RE-\ FOR FRUIT
17.A3EA FOR JEGETABLES
2. 49E4 FOX TUBERS ~MOOTS
19-TEMPORART STORAGE
0.cERE AL S

2ILGEMERAL S TORE

22.P70CESSING *REFRIGERATZED FET

USALID

h—-l—

NORTHKEAST Z2GRICULTLRAL
MARXETING SECTOR

LOAN INTENSIVE REVIEV

LARGE WHOLESALE MARKITS
({CASAL PROJECT SERETE)
R

SITE LAY-OUT AMD ACCES3 RCADS

LONTOR mawregaL 223 LIACL deL




R e Rl e

1

ety

N i

- N

VL LT ITTTT

S T\

o
1
.

~

,‘
ex TN\
[

I

|

il

<]

o

o]

13
‘

-

-~

—

R

-

-

Ty o

il R Y

77l

N

A\

SNALL YHOLISALE maRKErs
saoTeTYPL &

ARTA OF SITE NOS GG abe
.garssesn

2. COMNERCL & SRNEE CRFRENL ooy
I.—n"—-m-.m
A NOOWMES VAMNSUIES . ,J)&Mgem )

S EFEITRATES AND WESLESALE

3voases B 6Oy

G iuTRASLE TEOESS
r.8AVELOPBEET ‘. aga
a.ransisse l'l_..
.atLes

W.sansING sreex THeELD

USALID

BORTREAST ASAICELTUAAL
MARKETING ST CTOR

L0AR (RTERSIVE 8LVt

JWALL PHNOLE SALE mARRLTS

| =
rravorYSe & ﬂl
SITL & LAT-OUY OF BRENGS |®
e Acczss mReass .;
ssasse ————n & LOO®




[

oy ——

S'AILL WHAOLESALE CZNTERS
23070TYPE B

LREA QF SITT 33,000s3mts.
ICENTANCT LIGTA YEHISLES

2.CO' I IIRCaL 2 SETVICE CINTER 23003 my
3. ASVN S TRATION AND CTNTRL 1LIS7sarts
A_MOIULI Y rARINIUZES  1C71)ymrs

S.RTFSTINATIZ AND WMOLESILE

STAMATE e 2,7°003318

o

LENTRINIE T1U%KS
7 oIvELOPHMENT AAEA
F_PAIXINS 3pPaCE
3.51L0S

I2.P23KIN3 32422 TRUCKS

USALD

; 7 s
| . L.
\
; '_i-,i.,
e
I i =
il

NOATHEZAST AGRICULTURAL

MARKZTING SECTOR

TIOCT

TNETT X T
sl A Yt

LCAN THTENSIVE REVIE W
SMALL WHOLE SALE CENTERS
PROTOTYPE 3

SITE & LAY-JUT CF BJILDINGS

3 ACCE8S R0 ASs.

3LaL s —_— 12200

RS- R S I T RTEIN I FELT TN Y

my

T

Rty



)eag e -

p vl 4 / A
Ll lle Y L

0 —-“—'J Tt

———— - -
1
— B |

i
'
t
L ' '
4
U
3

1
!
: P .

—
[}
o] .
| ) 4
e e

!

i ,

NSO . A
PN 2

T O L

ANNEX V, Page WS of 64
EXHIBIT M, Pape 8 of 8
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INTERNAL RATE OF RETURN ANALYSIS

Introduction

The following pages present the details of the internal rate of return
analysfs ot CARE, Recifc's wholesale market. CARE serves as a prototype
of the other large vholensale markets proposed for the Northeast. That is,
except for volume cotimates, the data, sasumptions, eatimates and results
ot the analysis should be valid for add applicable to these other marketas.

Preliminary Volume Eatimates

In order to calculate the series of benefits and costs of CARE it 1s ne-
cesnary to make projections of the buainess volume flowing through CARE
ench year, CARE opened in February 1968 with only 207 of the installations
completed, During 1968 and 1969 CARE only handled frult and vepetables and
roots and tubers. Large capacity for cercals is planned, but no cercals
businens is done in CARE yet.

In 1969 CARE dfd a US$ 6.15 million volume in frufte and vegetables. This
figure wna uocd ag a basis to project future yearly volume fipures, assuming
an average annual growth rate of 8 % (4 7 annual population growth rate plus
6 7. aunual growth in per capita income times 0.6, the income elasticity of

demand for fruita and vegetables) /1 . These projections were carried forward
to 1985.

/1 The {igures for population growth and per capita income growth are the
same as those used by: Banco do Nordeste do Branil, (ETENE), Consuma  de
Produton Industrials do Nordeste, 19693 Michigan State University, Harket
Procrnanes in the Recife Avea of Northeast Braczil, Research Report no. 2,
1969. The income clanticity figurc wag token from the MONTOR~-Montreal study
entitled Hortheast Agricultural Marketing, 1970, Although a 0.6 income
elasticity for perishable foodn may, at flrnt glance, seem rather hipgh, {1t
sahould be kept in mind that the Income elasticlty tor food in Brazil 1ia
about 0.0,
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The calculntlon of volume for ceveals, dry gooda, roots and tubers was!
aomewhat wore complicated. 1In 1969 CARE's volume in roots and rubers -
wan $2.6 mll)lion, and a 4.5 7. averape annuval growth rate was assumed to
project Coruard the roots and tubers volume to 1985. Since CARE doca

no buslucis lu cereals and dry goods at the moment, flgures from the
Michlpan Giaie Mavketing atudy woere used to arclve at a base fipure.,
That prody ohiowad fhat the mean inventory For established wholesalers i
JOO7 wvaa $10.000. i wag anaumed that these wholeaalers turn thelr
inventory o wee rononth Lov o omean volume per year per wholeanler of
S360,000,  fu 1367 ihepe were approxtimitely 100 cereals and dvy goods
wholesylics 1y Wicl o fou anwinl whiolesale valume of $36 mlllion.
ffhife Flonye waa o juatad 0 831.7 millton to allow for tha 137 whole-
aale nmoepdn) An average aonual growth of 4.5% in wholesale walume

wAs asaumcd o nrojoct thin voavly volume to 1973, the year thak' corenls
opevatlone ava avpoctad tin hanin {a CAPE, Thus the astimated volume of
all Rectfe cevenla vholnsalovy ta § 40 mi) ) lon: howeywer, CARE 1rfl) =1
be able 4 Lammodate aboaul 69% of theae wholesnlevs, Thevrbore, 524
million Lo aasumed to Lo the valuae of cerealp buaineas for GARE in 1973
A growth raiie of 4.5 % {or cecenls win agsumed corresponding ko Lhe
entimate sunnlted hy khe MONTOR Moneronl Study,

CARE'n Nenefita

The following are two of the hennfite ke be expected from the operation
of CARE:

1. A reduction in apollape due o more convenient and technfcally
adequate facilities.

2, Savingn In lahor and trucking coatn duc to more adequate londing!
and unloading facllitien, that 45, the time to load or unload n
truck 18 conglderably ahortened.

]

spollage

Our bent eatimate {s that on the averape 127 of frult and vegotablen
completely apofl dn the wholesaler's handus.  Another L6 % apolla snough
that ft Ln salable only at reduced pricea (50 % of the original price
Ls angumed @n an avecage here),  Thereforve, spollage would amount to
approximately 20 7 of tbe total value ol [rufts and vegetables in tra=-
ditlonal distvibution focilitics, 1t in asaumed that the more modern
facllitica of CARE wLll progrenalvely reduce thig spollape rate by 6 7
per year, In addition wholenalers will have to carrvy lens Lnventory
which Liberaten capital for other purposes. The opportunity cost of
capital o estimated to be 10 % In the Northecast, therefore this addg
an additional incrcment to the savings from spoilage.
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Currently, we estimate that cercals wholesalera lose 10 % of value to
spoflage ( 5% unsalable and 10 % sdlable). It is assumed that the
spoilage rvate will be decreased by 47 per year,

gavinan in Loading Time

Before CARE, trucks pulled up into congested side astrcets adjacent to
the major feiras where wholesalers maintained their statls. The pro-
duce was carried by laborers from the truck to the wholesalers' stalls
over a distance that varied anywherc Erom 200 to 600 fecet. CARE's
facilitics are a considerable improvement over the previous operations:
unloading ramps, direct access to the wholesalers' stalls as the trucks

can park within a few feet of the stalls, wide streects, large parking
arecas, ctc,

Figurca on loading and unloading time are not available on the pre=
CARE operations; Wéwever, it is assumed that CARE has rcduced the time,
and conacquently the cost, ot unloading and loading an average truck-

load of produce. A recent survey in CARE showed that the averapge truck
is unloaded in two hours with four laborers.

The averape truker earns approximately $0.50 per hour, and thereforé the
coast in CARE to unload and reload the same quantity of merchandise {o
approximately 58. It i{s assumed that thls current cost in CARE is at
least $4.00 less per average truckload than the cost before CARE, as a
result of better facilities. In addition, this cost per average truck-
load 1is expected to drop progreasively to $4.00 aver the next fiftecn

years as better packaging, handling and traffic procedurcs are introduced
in CARE.

The number of trucks throuph CARE per year was calculated by dividing
the annual fruit and vepetable volume by $300, which the current CARE
ntatinstica show to be the value cf an average trucklead of produce. The
averape value of a *ruck load of cereals g estimated at $500.

Hon Quantiftable Dencflts '

A nunber of benefits nssociated with CARE are not qualifiable or eanily
measured.,  For example, public health wtll be {mproved as more sanitary
conditions ol food handling accompany CARE's operationn, CARE han
removed food wholeaaling from downtown Rlectfe and thus coupalderably
reducesd traffic conpestion in thin arca, The new factlities provide fin-
proved workiap conditions for wholesalera and thelr comployeen, Filnelly,
the grades and standards program should provide consumers with more
qualjty products for their money,
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Other Ponaible Bencfits

At present, CARE wholesalers are not allowed to scll in small lots ¢t>
connumern, Conaumern can buy there but they must buy a apccified mi-
nimum quantity ot given product which CARE administrators have dcter-
mined to be niightly more than the quantity consumed by an average
family in one week, Connumern could benctit from an even preater in-
crease Iin real income {f wholesalers could sell to consumers, nay at
specified hours during the day.

Current CARE repulations require all trucks to unload in CARE. This
regulation in effect makes the market channel longer as many trucks
would by-pans CARE and secll in the feiras directly, This regulation
should be chanped and a specinl area set anide in CARE where whole
trucklonds of produce can be bought #nd sold without unloading.

The coatn ansocinted with CARE are the following:

1. Construction

2. Operating and Maintenance costs

1. Cangtruction

In the perfod 1966 to 1969 approximately $ 1,750,000 wace spent in
the CARE construction propram. By the end of 1969 CARE was between
20 and 307 complete, 1t in eastimated that im 1970 the expenditures
for construction will he $ 1 million, in 1971 32,750,000 aud

5 2,500,000 in 1972 for a total of $ 8 million in constructfon costs

(1966-1972).

2. QOpcrating and Maintenance cootn

Opcrating and Hiintenance costs are cotimated at 3 % of the value
of conatiuction costs,

Internal Pates of Return

The tablen below show the calculation of a 23 7 internal rate of return
in the basis of ascumptions gpeciffcd in this annex, As notcd in the
text, we tested the nensitivity of the Internal rate of return to changes
in our estimntes of reductions in spoilage.
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VOLUME PROJECTIONS FOR FRUIT AND VEGETABLES:
Assuming an average annual growth of 8%
(in millions of §)

1969 $ 6.15 - per CARE statfetics
70 6.6 - 6.15 X (1.08)
71 7.1 * 6.6 X "
72 7.7 - 7.1 X L
73 8.3 " 7.7 X "
74 9.0 ) 8.3 X "
75 9,7 = 9.0 X "
76 10.5 n 9.7 X "
77 11.3 ) 10.5 X "
78 12.2 - 11.3 X Y
79 13.2 - 12.2 X n
80 14.3 - 13.2 X "
81 15.4 = 14.3 X "
82 16.6 " 15.4 X "
83 17.9 - 16,6 X "
84 18.0 - "
85 18 0 - "
86 18.0 - "
87 18.0 = "
88 18.0 n "
89 18 © " "
90 18.0 u v

§ Glven CARLE's present plana for construction capacity operations
would be between §17 and $i8 million,
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REDUCTION IN SPOILAGE OF PRUIT AND VEGETABLES

(Aaaumption: Spoilage is reduced by 6% of
value per year in the period 1969 - 1990)

Year * Reduccton Volume fn milifons of $ Totals 'n 3
1969 6. R 6.15 m 369,000
70 67 x 6.6 m 396,000
71 6% x 7.1 - 426,000
72 6% x 7.7 " 462,000
73 6% x 8.3 “ 498,000
h 6% x 9.0 o 540,000
7% 6%, x 9.7 " 582,000
76 6% x 10.5 = 630,000
77 6. x 11.3 - 678,000
78 67, x 12.2 - 732,000
79 67, x 13.2 = 792:,00C
] 67, x 14.3 L] 858.,000
a1 67 ¥ 15.4 n 924,000
82 6% x 16.6 ™ 996,000
83 6. x 17.9 = 1,074,000
WA 6% x 18.0 = 1,080,000
a5 6% x 18.0 w 1,080,000
86 67, x 18.0 » 1,080,000
&7 67 x 18.0 = 1,080,000
n 67, x 18.0 = 1,080,000
a9 6, x 18.0 « 1,080,000
00 6% x 18.0 »n 1,080,000
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VOLUME PROJECTIONS FOR CEREALS, DRY GOODS, ROOTS AND TI'“ERS

Aasumptions:

1969
70
71
72
73
74
75
76
77
78
79
80
81
82
83
84
85
86
87
88
89
90

<
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w

59.0

(In millions of §)

roots and tubers only
$2.6 (1.045)
11

2.7
2.8
(2.9 } 24)

28.1

29.3

30.6

32.0

33.4

34.9

36.5

38.1

39.8

41.6

43,5

45.5

47.5

49,6

51.8

54.1

56.5

Et the moment CARE does no buainean {n cerenls and dry
goods and can probably be expected to initiate this Line when

congtruction is complete, or i{n 1972 or 1973.
on the Michigan State study indicate that the wholesale volume in
cereals in that year will be approximately $24 million,
CARE had a volume of $2,6 million in roots and tubers,
annual growth zate of 4.5% per year is assumed,

However figures based

In 1969
An average
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REDUCTION IN SPOILAGE OF CEREALS, DRY GOODS, ROOTS
AND TUBERS

(Aasumption: Bpoilage is reduced by 4% of value
per year in the period 1969-1990)

Yenr %.Reduction Volume in millions of § Total {n §

1969 47, x 2.6 - 104,000
70 47, x 2.7 - 108,000
71 47, x 2.8 - 112,000
72 4%, x 2.9 - 116,000
73 47, X 28.1 - 1,124,000
74 47 x 29.3 - 1,172,000
75 47, x 30.6 - 1,224,000
76 47, x 32.0 - 1,280,000
77 47, x 33.4 - 1,336,000
78 47, x 34.9 - 1,396,000
79 47, X 36.5 - 1,460,000
80 4% x 38.1 - 1,524,000
81 47, x 39.8 - 1,592,000
82 4% x 41.6 - 1,664,000
83 47. x 53.5 - 1,740,000
84 49, x 45.5 L 1,820,000
85 47, x 47.5 " 1,900,000
86 47, x 49.6 - 1,984,000
87 47 X 51.8 - 2,072,000
88 47, X 54.1 - 2,164,000
89 47, x 56.5 - 2,260,000
90 47, x 59.0 - 2,360,000
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SAVINGS IN LABOR COSTS INUE TO BETTER LOADING AND UNLOADING FACILITIES FOR
CEREAL AND DRY GOODS, ROOTS AMD TUBERS

{ Anoumptions Botwoon 1969 and 1974 an averngo of
ono hour por truckloand is saved, or 831.87 por
truck, and from 1975 to 1985 an additional hour
is saved, or $3.74 por truckload)

Volume in Avorago value Avorage Numbor
millions of Truckload of truckloads Total
Yoar of § of Produce por year Savingn
1970 2.7 "o " 9,000 x £1.87 ™ 16,830
1971 208 " = 9,300 X 31087 - 17,390
1972 2-9 " - 9,600 x 81087 Lol 17,950
1973 2801 3500 = 56)200 Xx 31087 = 105,090
1974 29.3 L = 58,600 x $1.87 =« 109,580
1975 30.6 " = 61,200 x 33.74 = 228,800
1976 32.0 . = 64,000 x $3.74 - 239,400
1977 33.4 " = 66,800 x $3.74 = 250,000
1978 34.9 " = 69'800 x 83074 = 260,000
1979 36.5 " = 73,000 x $3.74 =  273,00C
1980 36,1 W = 76,200 x 283.74 - 285,00t
1981 39.8 " = 79,600 x $3.74 = 297,000
1982 4146 " = 83,200 x 33.74 = 311,000
19821 4345 " = 87,000 x 33.74 = 325,000
1984 4545 " = 91,000 x 33.74 = 340,000
1985 4745 " » 05,000 x $3.74 = 355,000
1986 49.6 " = 99,200 x 33.74 = 371,000
1987 51.8 " = 103,600 x $3.74 = 387,000
1988 5401 " = 108,200 x 83.74 = AN%5,000
1989 5645 " = 113,000 x 83.74 ~ 423,000
1990 590 " = 118,000 x 83.74 = 441,000
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) BAVTHNGS TN LANOR _COSTS TUE TO DPETTHER_LOADING AND UNLOADTNG FACTLITIES IR
FRUIT AND VLGETABLES

(Aonumptiont Same an for Ceroals and Dry Gooda)

Volumo in Averaro value Avorarn Humbor
millionn of Truckload of Truckloandn Totnl
Yonr _ot § of Produce per year Savingn
)9(»9 6015 8300 L 20,500 X 81-87 - 3”;300
19170 646 $300 - 22,000 x $1.87 = 41,000
1971 Tel $300 » 23,000 x $1.87 = 43,000
1972 Tel 8300 = 25,000 x £1.87 = 46,700
1973 8.3 $300 = 27,000 x 31.87 - 50,500
1974 9.0 $300 - 3U,000 x 81,87 = £6,100
1974 9.7 £300 = 32,000 x 83.74 = 119,700
1916 10.5 $300 m 35,000 x $3.,4 =~ 130,000
RSN O 11.3 - 8300 = 37,000 x 83.74 = 138,000
1970 12.2 8300 n 40,000 x 33.74 = 149,600
1979 13.2 3300 = 44,000 x $3.74 = 164,500
1280 14.3 £300 - 47,000 x 3374 = 176,000
19“1 lrol‘ 3300 = ()].’OO‘) bid :‘30711 = 190,000
1932 16.6 $300 = 55,000 x 33,74 = 205,000
191”' 17.9 £300 = 59,000 x 83-74 e 220,000
1984 18.0 $300 0] 60,000 x $3.74 = 224,000
1205 18.0 8300 = 60,000 x 83.74 = 224,000
1066 18.0 $300 = 60,000 x $3.74 = 224,000
1967 10.0 $300 = 60,000 x 8374 = 224,000
1988 18.0 $300 =. 60,000 x 33.74 = 224,000
1969 18.0 $300 = 60,000 x $3.74 = 224,000
1990 18.0 ‘ $300 = 60,000 x $3.74 = 224,000



1968
1969
1970
1971
1972
1973
1974
1975
19776
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1908
1989
1990

43,500

529509

82,500
165,000
240,000
240,000
240,000
240,000
240,000
240,000
240,000
240,000
540,000
240,000
240,000
240,000
240,000
240,000
240,000
240,000
240,000
240,000
240,000

OPERATING ANT MATNTENANCE COSTS

(Eotimated at 3% of Construotion

B4t g g nmun w ¥ B QO WO OO AL S N AR

Contn)
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1,450,000
1,750,000
25750,000
5,500,000
8,000,000
8,060,000
8,000,000
8,000,000
8,000,000
8,000,000
8,000,000
8,000,000
8,000,000
8,000,000
8,000,000
8,000,000
8,000,000
8,000,000
8,000,000
8,000,000
8,000,000
8,000,000
8,000,000
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3ENEFITS COSTS
(in thousands of %)
: T inz - lOperating Total | Net 5% >F%
Re.4 in | Inventory |Sevincs Total Cons? L
i‘igio:-, " llga-,--'-“ a; in ] Benefits ruction ‘hia:.d Costs Flow
Fralt & Veza cereals {—:_. t & Ves: I::mdl).ng Maintenance
] ! ("J" \
Year i ‘ '
o~ l i | 400 - 400 | .9333 | .8963
% ! ' | 5.0 - 500 | .B115 | .7170
a3 | | i 550 o s |- 59 | qoer | 5736
. . | - . z - 613 4589
o 5 5 300 32 352 |+ 211
4 e I | i v 32 %03 1000 A2 182 {- k2 15338 1 6T
ki 2 V112 | .3 LA ey 1 arso 145 2015 l-az7u | [iEko | L2037
C T e b1 | NS P& 689 | 2500 250 2mo  |-2081 | .woss | 2350
Construction completed { 7d | :‘?’: | ”‘2,4 , it 155 1327 ] S50 240 l+1537 3503 | .1380
C% 0 boli7e 54 166 1932 | 240 250 |+1662 | .3051 | .1504
L 552 ©oyopu | 53 349 2213 245 2o |+1973 | .2653 | .1203
;5' £ 1280 | g 369 2342 240 240 {+2102 .aggg .‘903
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NOTEG ON AN INTERVIEW WITH MESSRS: PAULO BARBOSA, WALTER LIMA AND
EDUARDO LEMOS OF COMPREBEM SUPERMARKETS

General Notes

COMPREBEM was established in 1955 and has ninec stores in the Recife
arca, cight being in the city of Recife 1tself and one in Olinda.
Two others are located in Jodio Pessoa. There are no immediate plans
to expoand to bther cities at this time, as the COMPREBEM people feel
that therc are many opportunitics yet in Recife, although the store
in Olinda i3 being expanded in size.

Responsca to Questions Asked by Hemir Mpin and Tom I-vers

1. What products doecs your company buy at CARE? Estimate the quantity
per wecelk.

Vie buy all fruits, a considerable amount of verctables, and most
tubers at CARE. We buy for all nine stores, sendinp three trucks,

carrying 12 tons cach, threc times a week, for a total of 36 tons
per weck,

2. VWhat products does your company buy at other markets? FEstimate the
quantity per week for cach product.

Ve buy yrnen vepetables in Vitéria de Santo Antflo dlirectly from
producers, as well as fi1om intermediarics.

3. Do your buyinr patteras differ to any depree from your pre-CARE
operations? Will they differ in the futvre, when CARE is in full
oreration?

Ve didn'™. buy mony Crotts and veetables hefore CARL.  When uve did
buy, it wans in the Senba Pl mrarvet,, Our entry tnbo the freatlt
and vepetable morket coincldnd with the opening of CARE in 1004,

Ve will buy bigher quantities Droa QA0 in Whe fubure, an buyine
conditions are pood there. Ve Lry Lo boy fram produeers there
whenever possibles  We don't buy in the counlryside and have producers
deliver product directly to our warchouse, as they have no repulnr
delivery schedule, and they produce such small quantities that it ig
not vorthwhile. It is casicr for COMPRFEBEM to po Lo CAKRE and moke
1arge purchases vhere.
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‘What kinds of sellers (e.g. wholesalers, jobbers) do you buy from

at CARE ?
Wa buy from wholenalers genorally

Why do you buy from CARE ?

We buy becnause of constant supply, pood quantities, convenient
location and because this market i{s restricted to wholesalers,

How doco the consumer benefit as a result of your buying at CARE ?
How will he bencfit as your company prows ?

He bencfits from better quality, lower prices, conastant supply and
better buying conditions, e.p. fixed pricesn, than in the feiras.

What percentage ot retatl nales do pupermarkets have {n the Recife

aren at the prescnt time ? What percentage does your company have ?
What will these percentapges be in five years ?

Supermarket sales fn Recife are less than 20% at the preasent time,
with our salces being about 97 and Bom Prego's being about 7%. In
five years supcimarket salen in general will be at least 407 and
we expect our acles to be at least 20%4.

Will the exiatence of CARE help or hinder your plans for future

sales of agricuivaral products 7 In what way will {t help or
hinder 7

CARE will hetp covifdevable for the reanonn mentloned in vesponse
to quention 5,

Why don't vau have o complete line of fresh praduce ?

We do not handle all oroduce because of the irregularity ot arrival
of productn at CAKE. However, our fruita and vepetablen linea have
prown considerably and will continue to do no.

Doen youy company have jita own trucke ov daea the aecller deliver
products purchaced at CARE T Vho paya for the loading of productn
purchased at CARL 7

We have three trucks ot our own.  They cach carry 4 tons and make
three trips a week to CARE, making a total of 306 tona per waek
purchased there, One supplicer in Vitorla bringn in vepetablen
dircctly to our warchouae by his own truck. We have our own handlers
and pay othera at CARE whenever neccesoaty.
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11, What are your losscs due to spoilage, ete, 7 Would they be greater
1f CARE did not exiat ?

Our longes run about 10-157 on the average, for frults and vegeta-
bles. The exact percentage varics considerably, according to the
scason. Our loasca would be greater 1f CARE did not exiat.

12, What advantages does CARE have over other markets ?

Centralization oi buying, better prices, constant supply, good
quality and selection, variety and hygiene.

13. What disadvantagen does CARE have ?

It lacks a fixed delivery achedule on the part of producers, traffic

{p otten conpested and parking is {nadequate, causing a slowdown in
loadi ng.

14, 1Io the marketing information (supply, demand annd price Iinformation)
available to ycu better or worse at CARE than at other markets ?
Ia it better or worse than the preo=-CARE sftuation ?

It 18 penerally pood, althouph ac times the prices quoted by CARE
do not coincfde with market pricen.

15. Where do you ohbtaln your supply of canned goods ?

Our canncd poods come {rom the South, efther directly or through
representatives located here In Recife.

16, What percentapr of your nsalena volume in repreacrnted by cach of the

Ffollowing productas canned poodn, staplen, frults and vepetablen,
other ? ‘

177 of cur =ales volume {r {n canned goodn, 227 i{n ataplea, 67 in
frufts ant vepstanlen, 57 in plastic producta, 27 in aluminium
producta, 177 in clothing,

(Notes These peveentages add up to 64/ in totnl, 1t {a assumed that
the remafning 36% {5 taken up hy snlea of allk productns, packaged
producty, other hoasechold {tems, etel) i
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NOTES ON AN INTERVIEW WITH MR, JOXO CARLOS MENDONGA

DIRECTOR SUPERINTENDENT OF 'BOM PREGO" SUPERMARKETS, IN RELATION TO
PURCHASES AT CARE

Response to questions asked by Hemir Maia, Tom Ivers and Ruy Florentino,.

l. What products does your company buy at CARE ? Estimate the quantity
foe each product.

"Bom Prego' purchascs approximately 50% of its fruits and vegetables
at CARE, and about 507 from producers and others who bring their
produce indircctly to "Bom Pre¢o’). No eantimate can be glven for the
quantity per week purchased at CARE,

2, Do your preacnt buying patterns differ to any degree from your pre~

CARE operations 7 Will they differ in the future when CARE is in full
operation ?

The marketing process ia better due to CARE because the products are
concentrated in a sinpgle location, and there {8 a steady supply. Se-
lection 18 also better than before. '"Bom Prego' can buy in one loca-
tion for moat of ftn needs. This aituation will continue into the
future and will probably become better yet. '

3. What kinds of secllers (e.g. wholesalers, jobbers) do you buy from at
CARE 7 What kinds ot sellers didiyou buy from before CARE 7

Most of the people we buy from are wholesalers, but we are not
{uterested in what kind of seller they are, we arc interested In
obtaining merchandline.

4, Why do you buy at CARE 7 If a sipnificant percentare of your purchases T
arc now made at CARE, why did you chaunge from other market aources 17

We buy becaune of conastant supply. Before we had to po to Vit6rin
de Santo AntTo and other placen outaide the city to obtain aufflclent
auppllies,

5. Are prices lower or higher at CARL compared to the pre=-CARE aftuatfem ?
By what pcrcentage ?

It {5 {imposnnible to tell because ot inflatfon, wage increases nnd
other faclors. DPrices within the city scem not to have increaascd
ap much in real terms as they might have without CARE,
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How does the consumer benefit as a reault of your buying at CARE 17

He benefito becnune we purchane in large quantitien, nnd hecouge
purchanen are made move olficicently,

What percentaps of retall wsales do supermarkets have {n the Recifo
avea abt the proscut time 7 Whal percentape does yonr company have 1
What will thesc percentapes be in flve years ?

The toual percostage of vetaf) morket sales made by cupermavket:

at the present time s about 15%, "Bom Prego"H#' percentage would
be nbout 4-5 7. 1In five ycars supermarkets will be vcaponsible [Lor
about 30 7, of total vetail sales and "Bom Prego! for nbout 12 7 of
that total.

WEEL the ex{stence of CARE belp o hinder your plang fon future
cales of apricultural products 7 In what way will {t help ov hioden?

Through better wmarketing condif:fonn, CARE has been and will be n
help.

Does your cowpany have fls own trucks ov does the seller deliver
products purchnsod at CARE 7

"Nom Preco'” has fts own frucks.

Does your company save Gime in .oading compared to the pre-CARL
situation ?
via tn bard to toll an gtatiatica relating to thia arpect of

i ketiog pre not lkept

ot Tonsas nare gasle due to spoflage, handliog, cto. Incvoan:d
ot odoeveaced t4oa result ol buying at CARE 7 What were your entinated
Larnes pre fCARE 7 What are they now 1

Dir lopeor have pone down due to location, more sanltary conditiona,
ter epoce, ote,, hut woe do nol know by how much, We eotimate our
proime Jonses to be botwenn H5-107%,

What advantapges does CARE have over other markets ?

Location, more spacfous aelling arcas, better sanltation, higher
quality,

What disadvantages docs CARE have ?

None, Traflfiec is a problem sometimes, but Lt ia worne al other whole=
snle mavketsn, [

\
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14. 1Is the marketing information (supply, demand and price {nformation)

available to ybu better or worse at CARE than at other markets ?
Is it better or worse than the pre-CARE situation 7

It is much better at CARE. CARE publishes bulletins stating the

price,supply and demand for each ftem. Other markets do not provide
thie information,

15, What percentage of your sales volume is represented by each of the,

following products: canned goods, staplea, frufts and vegetables,
other ?

10 % of our sales arc in canned goods, 207 in staples, 1 % in

fruits and vegctables, and 69 % in other areas. We do not sell
fresh meat.
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TELEGRAM - Incoming
UNCLASSIFIED

R 0520067 AUGUST 70

14 SECSTATE WASHDC

TO AMEMPASSY RIO DE JANEIRO 0616
BT

UNCLS. STATE 126093

AIDAC
SUBJECT:  TPROPOGED AGRICULTURAL MARKETING LOAN

LA/CAEC REVIEWED SUBJFCT PROPOSED LOAN AND RECOMMENDS RESUBMISSION
CONTAINING FOLLOWING MODIFICATIONS:

A . PROPOSED REP'YMENT PERIOD IS NOT JUSTIFIED A5 A DIRECT LOAN.
WHY NOT TWO-GTEP IT TO GOB WITH DPNDI OBLIGED TO REPAY WITHIN
REASOMABLE TERM PERIOD UNDER 20 YEARD AL SUGGESTED BY CAGH FLOW ANALYSIG?

B. COFFEE ESTIMATES IN ANNEXES APPFAR CONFUSGTNG AND REQUIRE CIARIFI -
CATION.

C. INCLUDE IN REVIGED LN PAPER TARLE SIMDMARTIZTNG PAST, CURRENT AND
FUTURE PL W20 PROCERD ALLOCATIONS WHICH EXPIATN WY SUCH PROCEEDG
CANHOT BE U5k It TART, AT LFAST, 10 FIUANWCE PROPODSED PROGEAM THERERY
REDUCTIRG 105ED FOR BOLLAR LOAN,  WHY CANLOT PHDE DO MORE INDTHGT

D.  EXPAWD SECTION DECCRIZTNG REDE'S BONTTORLNG BOLE TO TIDICATE 115
CAPACTTY ‘I REVIEWY ALD APPROVE CORSTRUCTION PLANG AND MOHITOR COV.PRCTION
PROGPA™M AG WELL AT USAID'G OWH BVATLUATION OF SUCH CAPACITY

F INCTADE SPATERET DEALTHG WITH PROPOSKD TAHD ACOGUHTLCTTON PROCEININES
AND EVATHATION OF ADWLCUACY SUCH PROCERTDCES,

!

FooOWHAT TI0 THE UATURE OF THE GO0 CAT AT WHERE TI6 IT HOST GEVERE
WILL PROPOGED FROGIVN REDUCE TG UHOE SAGRD ORFIACERPATE THEM?

r
G. NOA TMPORTALT TG TRANGDGETS A100 500 CLEAR WHY MORE TRIVATE INVESGTHENT
AND LEGS PUBLIC FUNDG NOT POGHIBILL HONINTIES

UNCTAGS L LD
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Response to CAEC Inquiries

A -

See

Page 2
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Loan request not being submitted on bosis balance of

payment problem - section removed.

Sce

See

Sce

Sece

Seec

See

Sce

Page 7 and Annex V Exhibit H

Page 6

Page 26, 36, 37 and 38
Page 34

Page 17 and 53

Papge 20

Page 6
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Transletion of Ietter from RHDE

December 31, 1970

Mr. I=aniel Mackell
USAID

Rua Melvin Jones, Ko. 5
Rio de Janeiro, GB

Dear Sir:

With reference to the basic elements of the financing program to
the Agricultural Marketing Centers in the North and Northeast, we would
like to inform you that the conditions established for {his operation

meets BNDE's interests.

The magnitude of the program fita the GOB's plans, the amount of the
resources foreseen 1s sufficient to cover, with an adequate margin of
dssurance, that the cost of the construction of the wholesale and semi-
wholesale markets in the North and Northeast, and the conditions for

the flnencing, in what concerns the BNDE, are acceptable,

Thanks for your cooperation,

Sincerely yours,

(sgd) Marcos Pereira Vianna
President



ANNEX V - Page 65,
Exhibit 8- Pg l of 1

Translation of Letter from Minister of Plenning

Jenuary 19, 1971

Minister William A. Ellis
Director
USAID/Brazil

Dear Minisater:

Confirming the terms of my letter dated September 2, 1970, in which
I have expressed GOB's intention to request m loan of US$15 millions for the
expansion of the program the aim of which 18 the conatruction of agricultural
marketing centers in the major urban centers of the country, I hereby reaffira
the Government's interest in promptly signing the Loan Agreement in order to
expedite the execution of the mentioned prograna.

The document prepared by USAID has been examined by the Brezilian
technicel organs, including the Executive Group for the Modernizetion of
Food Supply (GEMAB), created by Presidentisl Decree No. 65.750., dsted
November 27, 1969, and the National Economic Development Bank which conaidered
these conditions as seatisfactory.

In view of the above, I hereby spprove on behalf of the Ministry of
Planning and General Coordination the pursuit of the negotiationa of the
mentioned Loan to accelerate the program of the Marketing Centers in the

North and Northeasst regions.

Sincerely yours,

Jolo Paulo dos Reiaz Velloso
Miniater





