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DEPARTMENT Oi STATE
AGENCY FOR INTERNATIONAL DEVELOYMENT
Washington, D.C. 20523

UNCLASSIFIED
AID-DLC/P-102

May 17, 1972

MEMORANIIIM FOR THE DEVELOPMENT LOAN COMMITTEE
SUBJECT: VPeru - Superviscd Agricultural Credit

Attached for your review are the recommendations for
authorization of a lean in an amount not to exceed $4,000,000
to the Coverpment of Peru to assist in financing the United
States dollar and local currency costs of a supervised
agricultural credit program in the arca affected by the earth-
quake of May 31, 1¢70.

This lecan proposal is scheduled for consideration
by the Developwent Lousn Staff Comnittec at o« meeling on
Wednesday, May 2, 1972.

Rachel R. Agec
Secretary
Development Loan Committee

Attachment.s:
Summary and Rocomnendations
Froject Analysis
ANREXES I-V1I
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SUMMARY AND RECOMMENDATIONS  May 17, 1972

BORROWER: The Borrower will be the Government of Peru

(GOP) represented by the Minister of Economy and Finance.
The GOP will designate the Ministry of Agriculture (AgMin)
as the implementing agency iIn coordination with CRYRZA,

the GOP agency for coordination of all reconstruction
projects in the disaster area. The Agricultural Development
Bank (Bank) will be the fiduciary for disbursement and
collecticn of sub-loans.

AMOUNT OF LOAN: $5,000,000.

PROJECT DESCRYPTICN: The project consists principally
in the furnishing of agricultural credit to small farmers
in the disaster area, either as individuals or groups,
to finance crops, livestock, repaix and improvement of
equipmont and buildings. The credite will be furnilshed
through the Suncrvised Apyviculturel Credit Fund ("Fund')
which lizs ecdminigtored previcusd AN locus tocaling

$4%.6 willion. The adwminletraticn of Chis loan will
procaed da wmach the same wanner az with the previous
loans. The wein diffcrvences ere thet the money will bz
availoblce in the disaster area aily, and Fund actlvities
will be crnterdied to dneluds perts of the Sicryve not
praviovely weached.  The leon will emphasine groupy
forming to o somevhat greaber depree than has bzen tha_cese

in the past. %he augmentoed propgicom will requize additional fgMin
agricultural technicians and Rank gtalfing.  the total awount of
the loan will be avalleble for converusion to local currency.

PURPOSE OF THE PROJECT:. The purpoge of the existing
Supervised Agricultursl Credit Fund is to improve income
distribution and {ncrease productioa of domestically
consumed foods by assisting smaller landholders and coopera-
tives formed thexeof in developing viable farms. The

method is to provide credit and technical agsistance to
these smaller farmers so that they will gain technical
experience and begin to capitalize their form operations

to the point that they can transfer to other financing
sources for their credit needs.
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The proposed loan of $5, ()00', (000 is intended to follow this basic
concept but is directed at the nceds of farmers located in the
disaster area. These credits will assist in the rehabilitation of
the agricultural sector by upgrading the quality and increasing
the quantity of domestically consumed crops or livestock in

the region. By facilitating the growth of viable farra units,
either through assistance to individual farmers, or through sup~
port of the consolidation of minifarms into cooperatives or pre=-
cooperatives, the credit program should improve the economic
gituation in the area. New-livelihood opportunities on farms
with futures should help stem the flow of rural-urban migration
and at the same time improve income distribution,

TOTAL COST OF PROJECT: The total loan amount of $5,000,000
will be avallable to finance subloans for small fermers.

The GOP contribution consists of roughly L"SO 000 in additional
budgtary support Lfor the ApMin oo implema.ﬁ%i.ng agency and an
estimuted ‘:?,3QQ,,Q_@“}:(:_prenishmcnt ol the fund to oprevent
decegpitslization. The Bank has agreed to inerease Lts staff
in proportion to the greater volume of subloan activity, but
such costs will bte covered by the Bank's adninigtratlion fees
included in financing charges to the sub-torrower.

BACKGROUND OF PROJECT: In September 1961, the Development
Loan Fund signed a $9. 0 miillion loan for agricultural credit to

be used mainly for sub-loans to colonizers on the Fastern Andean
slopes. Other asricultural loans $6, 6 million (196+4), $1. 0 mil-
lion (1964) and $9, 0 million (1966) have cither gone in wholc or
part for superviced agricuituval credit. In the earthquake grant
program of 1970, 5730, 000 was included for similar loans to smaller
farmers, Recently AID amended Loan 527-1.-047, its most receut
agricultucal credit Joan, to make available an additional $436, 000
for smaller farracys in the disaster area, As of December 3},

1971 the Fund has approved approximately 65, 000 sub-~loans for a
total of $61, 000, 000.

Early this year the GOP requested AID financial assistance in
the amount of $5, 000, 000 for credit in the disaster area, The
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Migsion scaled the ainount to $3, 000, 000, and the IRR was
approved on February 17 for that amount. Following the severe.
flooding of March 1972, the GOP requested additional resources
for flood rchabilitation in the zone affected by the earthquake,
After review of the damage in the area, AlIDagreedfo the use of

the $436, 000 loan supplement and about $0. 4 million of the 1970
Iarthquake Grant to finance irrigation repair in the Chimbote area,
and also the loan proposal has becen increased to $5, 000, 000 in
response to the heighiened agricultural credit needs,

ALTERNATE SCURCES OF FINANCING: No other financing is
available {romy other {ree world lenders on the concessionary
terms required for this project. The EXIM Bank, IBRD and IDB
have expressed no interest in financing this project.

COUNTRY TEAM VIEWS: The country team considers this projuzct
a significant factor in suppert of USG and GOP priorities for re-

construction of the dicagster arca, and development of the agricultural

secior, while prownoting improved income distribution and reduced
rural-urban migratiow

.STATUTORY CRITERIA: All statutory criteria have been duly

considcered. (Scc Annex I for checklisy).

ISSUES: Whether to uee the Supervised Agricultural Credit Fund
in view of its collection record (See PPart VIII).

RECOMMENDATION: That a loan of $5, 000, 000 Lie made to the
GOP to provide credit through the Fund for srmaller farmers in the
disaster area and provide {0r necessary complementary techaical
avsisfance, Terms of the loan would be the most co ncessional
permiticd by the Fordgn Assistance Act, i.e., 40 ycar repayment,
including a 10 year grace period, with interest at 2% during the
grace period and 3% thereafter.

A. Conditions Precoedent to Disbursement

1. Prior to the first dishursernent of the loan the GOP will:

a) furnish an operation plan satisfactory to AID setting
forth the nuinbers and qualifications of agricultural technicians and
Bank agents responsible for exccution of the project,

b) have deposited in the I"und the amount of uncollectibles
due under prior-agrecments throuph CY 1971,
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2. Prior to any disbursement in calendar year 1973, the CGOP.

a) Will have developed a revised definition of uncollect-
ibles satisfactory to AID.

b) Will furnish ATD with the results of its evsluation of
the existing organization and procedures of the Fund and particularly
its recommendations for modificatlon, to improve collections.

A. Covenanus

1. ‘fhe GOP chall covenantl, that no farmer or group farming orga-
nication eliglble for exlsting credits of the types proposed herein
I"inanced by other international institutlons shall rzceive AID
loan funds in lieu of such .flnancing.

2. During the threc yecars followling dishursement of the loan the
Tund will allocate at least as much money to the dilsaster area as
is received in reflows under this loan.

3. The GOP shall covenant as under prior agresents to replenish

the fand by thz amount determined as uncollectible each year.
Beginning with the payment in 1973 for uncollectibles deter.ailned for
1972, the GOP will utllize the definitlon of uncollectidles developed
in respouse to conditlons precedent 2 (a) above. '

. The GOP shall covenant to implement the recommendations
resulting trom its evaluation ol the exlsting orsmpnization and
procadures of the TFund.

5. The 1oan shall be subjecl to such other terms and conditions
as ALD may deom advisable,

Project Committee -

A. Mudge - Assistant Dicector for Capltal Projects, USAID/Peru
R. Seliman - Lean Officer, LA/DR

J. ilalpin - Agricwditural Advisor, TA/DR

. Brookshier - Food ond Apriculture Officer, USAID/Peru

F. Mann - Agrlculbtural Advisor, TAB/AGR

¢. Gebhart - “conc~izt, USALID/Peru

. Teonard - Assistant Loan Officer, IA/TR

W. McP. Junes - Acling Capital Development Officer, USAID/Peru
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May 17, 1972
PART I. HISTORY AND BACKGROQUND

A, The Farthquake

On May 3], 1970 an carthquake of 7.7 magnitude un the
Richter Scale struck Central PPeru. The earthquake and conscquent
landslides killed 70, 000 people, injured 100, 000, left 500, 600 home-
less, and causcd damage estimated at $500 million, Since then the
area has been further devastiated by yet another disaster - scvere
flooding in March 1972, '

Amncex 1V provides additional data on the carthquake, the
disaster arca, rchabilitstion cfforts to date, planned reconstruction
of the arey and data on the 1972 floods,

B. U.S, Contributions to Peruvian Agriculture

The development of the agricultural scctor has Jong
been AID's wop development priority in Peru., U.'S, assistance {ow
agricultural credit iu Peru began in September 196], when the DILF
made a $9 million loan (DLF-204) to support the aprarian ref{crin and
_ colonization progrim administered by the Institutce of Agravian Ruform,
The major goal of the loan was to assist, via agricultural credig,
settlers on the castern slepe of the Andes., In 1964 AID and the Exim-
bank combined Lo provide a total of $9, 3 million for agricultural credit
including A1D Loan 527-1L-029 of $6, 6 million, Eximbank credit Mo,
2153 of $1. 7 millic n, and Pi.-480 generations of §1 miltlion {rom o 19064
sales aoreement, The previous DILF-204 loan was also reprogrammer
as a contribution fo the program, The $16, 6 million of AID funds were
designated {or the supervised credit prograrms of the National Extension
Service (SITA), the National Aprarian Reform Organization (OMRA ) and
the National IPoresivy Service (IP5).,  The purpose of the progrom was
to increase the productivity of small and medivm landholdevs on the
coast through a program of supervised credit, and, to suppert with
sub~loans the program of land redistribution, mainly in the Sierry which
was authorized by the Agrarian Reform Law,

In 1966 the GO requested additional funds in order to
expand and intensify the program, In November 1966 AID signed a
$9 million loan (527-1L-047) which augmented the capital available {or
supervised cvedit. The loan agreement stipulated that any repaid
funds or undisbursced funds from the previous loans would become part
of a consolidated Supervisced Agricultural Credit Fund, As of Decem=
ber 31, 1971, approximately (5, 000°'sub-loans totalling $61, 000, 000 *
have been approved from these funds and sub~loan repayments,

* §1.00 equals 43.38 soles
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A substantial number of small and medium farmers have been
reached through the Supervised Agricultural Trust Fund mechanism.
However, in the aftermath of the earthquake additional resources and
increased cfforts are necessary. To date, the U.$. hag assisted re=
habifitation in agriculture through the Earthquake Grant Program of 1970
which included $780, 000 for loans to small and medium farmers in the
disaster area. Also AID recently amended loan 527-L-047 to make
available $436, 000 to help meet credit needs in the zone. This amount
will be directed to the Chimbote arca for sub-loans to repair irrigation
syustems destroyed by the recent floods. The proposed loan would extend
these efforts.

Also supporiing the farm credit program within the agricul-
tural sector have been a $7.5 million A, 1.D. private investment fund
loan (051) emphasizing processing and gservice industries for agriculture
and a $5.5 miilion A 1., feod marketing loan (049) to finance marketing
studies and the congtruction of wholesale and retail facilities for food
marketing chaing bringing cconomicy of scale into the marketing system.

AID hus also financed projuects in the agricultural sector
through contracts with Morth Carolina State University {(NCS5U) and
Towa State University (ISU). In recent years North Carvolina State activ-
ities have incluiled assiztance to the Ministry of Agvicultuve in tesecarch
and extension activities velated to specific crops {vice, beans, potatoes,
and forage). Iowi State University hag asaisted the Ministey in conduct-
ing economic atudies and in agriculturve program planning., Numerous
agriculture techaiciany have been trained under both uaiversity contracts.

In the future, AID expecta to be able to strengthen technical
aszistance supzori to the Mianistry of Agriculture in ita efforts to
imperove policy and iavestrmeni planning capabilities, This . upport will
coaceuiriate on sactor analysis, eapocially through sub-cector studies
that focus on concrete solutions to specific problems in production-
marketing systews along commodity liaes, To this end, AID prescnatly
is {inancing sub-sector stwdies on meats and edible oils. The results
of these studies should provide valuatle policy and program guidelines
lor improving the cffectivoness of credit, espacially that available
under the supervised agricultural credit program to cooperatives and
other agviculturasl group ovganizations.,



PART II THE PROJECT

A. Need for the project and objective of the Loan

The Loan will enable the Ministry of Agriculture to

provide supervised agricultural credit to farmers in the area
affected by the earthquake of May 31, 1970. A portion of this
area (the coastal region) also was seriously affccted by heavy
rains and floods in March, 1972. The loan proceeds will be sub-
lent for repair of on-farm disaster damage, local procurcment of
fertilizer, sceds, pesticides, machinery, livestock and oihoer
farming ncces ltie° for approximately 3,500 farm familics, operati
as individual farmors or organized in ubllCU]LHLdl associations,
The money will be approximately equally divided hotween the

sierra area and the cecastal areas. Since most of the agricaltural
infrastructure (voads, irrigntion, markets) in the area was
destroyed or damaged by the earthquake, virtuslly every farsing
enterprise suffered some loss either divectly or indizect'y,
The sub-loans will neot only help small and uwodivm sized Torerg
(up to 30 irrigated hectares cquivalent) in the area vepgs i Lhoir

roduct10n wrvenvial, but may also give them o chance thioroh
[&] S

redit end tecimical assistaccee to develop a hipher rale of
PYC i, wh intensification and diversification of
r)ducL]v ty through intensificatic liversilicat

their farming opzration.

Smill fawwers of the Sierra as well as the Cocut vere
minims] partjicipants in the money cconviy before the vecost
disasters struck their area. These colawmitics rodeced even (1o
glight exposuse in tho monoy mavket, and more importantly, veo o i
in a scrious deeapitalization. Manv test ¢ 11 of their cantingg
i.0., theiy livestock, tools, farm fixtures and other pocooroiong,
and had theiv homes destroyed,  Others were forced to ell vhot
remained of iheirv savings; i.c., livestock, tools or othe,
possessions to have sufficient woney (o pay for hasic neceseitioe,
This lean will enable these peouple to buy the necessary sapplie:
to yeplace losses and to increase their production., The jportion
of the loan to be disbursed in the coastal arca will come ot a
very opportune time sjiunce this regiou is now suflfering ity second
natural disaster In Less than two years due to the unprecedented
flooding causcd by unusually heavy rain fall. This flooding
hags caused crop loss significantly greater than the May 1970
earthquake, Sub-loans in this area will be needed to repair on-
farm disaster damage and veplant crops dectrayed by the disasters

B. Apriculture in the Disaster Replon

The area of central Peru affected by the earthquake starts
at the Pacific Coast and stretches inland to the east, crossing the
Andes and cxtending down the castern slope of the Andes (seo map,




Annox IV), Along the Pacific Coast, between the Andos and the gea,
ia one of the driest deserts in the vorld, This coastal rogion

1o spotted with fertile valleys under intensive cultivation utilin-
Ing the river outflow [or Irrigation, Without this witer,
agricullure of any kind 1o not possible, In the Slerra there s
raln, but except in the river bottoms the farmers must contend with
very rugged topography, The following two sections desoribe In
further detall the difforing typen of agriculture in the Sterra
and the Coast,

1, Slerxa Repglon

In thn Slorrm reglon an estimated 24,000 canpesino
families oarn thetir Uving froa farning, elther as individual
oporntors or In assoctintive fnroups, Almost all the land 1s in
nanll holdlnga with the averare Carser ovping loss than 4 heotares,
Holdlngs ao ssall ap l/h hootiure are not uncoancn, the praferred
ground belng river bolton Inund with cultivation deoreaning upward
as the slope steopens, (Lome oultivated plots have a 'l_‘rd glops ),
Two eropu are usually produced per year, one arcund My or June,
the sccond In Dotobar or loveaber, The May~-June erop 18 restriqgted
to arean whers Irzigition 1s avallable gince this is the dry sessen,
[rrigation ditches are dug malnly by hand, the most e« mAch 3arioul -
tural Inplenont balng the short handled hoa, The prissry planting
In Cotobar=Novembor s sown at the beginning of the ralny sessoa,
with havvealing Lise dapondent upcn the erap, Notatlees, cory,
wheat, beans and guinua nre the #a Jor erops of the llerra,

The followlng {ipires represent the prosent laed
ubtilleallon In the Sleren area of the Deparinent of Aveachig
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The average yields using routine procedures aret :
Fotatoes - 6,000 Kg/lla. ;
Corn - 1,100 Kg/Ha
Whoat - 900 Kg/la
Marvley - 1,200 Kp/Ha \
Alfalla - 8,000 Kp/Ha per cutting

Apvicuttural extension demonstrations on typical land have
shovn the possibility of producing up to 20,000 Kg/lla of potatoes by
utitizing ioproved mothods of cultivation. This includes the use of
compiels fectidizer, punticides, better weed control and irrigation.
Ipproved vavieties of potatoes that have been developed in Peru are
vommonly prown throughout much of the area. Comm production can be
doubled by using recommended amounts of fertilizer on the present
native open pollinated varieties, Hybrid corn varietks utilizing
fertilizer have produced over 4,000 Kg/Ha.

Whent production of the native varieties as shown above is
reported to averspoe only 200 Kps/ila. This wheat is of a special type
vith larpge elongatod kernels of a quality preferred for home consump=
tions However, ieproved varietieos of wheat with proper fertilization
vill produce 3,000 Ep/ila in the arca. The Ministry of Agriculturs is
prosoling the increase ol wheat production through the transfer of
petate acreapge to vhent produciion. A govarmment announced restric-
tion on potato markating outside of the zone because of a bacterial
infection (carviod by the tubor) will also tend to expand wheat acreage.
Some of the Jand polng out of potato production could also be utilized
for forape production. Since golden nematode is found inthe area, a
seven=yoar rotation Is recommended for potato productiony however, this
is usually not followed by the small’ land owners. Barley is usuvally
grovn on poorer soils and demonstration results show that fertilizer
applivations will lpcrease the yield from 1,200 Kg/lla to over 2,000 Kg/Ha.

Alfalfa dour extremely well in the mountain valleys such as
the Callejon de lluaylaw, No I'ipures are available on increased pro-
duction through the ure of better varieties and fertilization, but re-
vently Introduced vavletios show an improvement over the indigenous
variety prowms A 1a)) prowing forage variety of oats is also grown in
e area for Hivestock teed, In sum, it is estimated that total pro-
duction of all cvops In the area could be doubled by utilizing presently
Baown feehinlguen,

An elvowhere, fo the Slerea, Lhe possession of livestock -
vattle, sheep amd pipgs = §x both an ceonomic and a prestipe factor. |
Livestook are o weann ol capltal accumulation and the animals are sold
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at times when money is needed for unexpected expenses. This was the
case after the May 1970 earthquake when many cattle were sold to ob-
tain cash to rebuild damaged houses or replace tools and other posses-
gions that were lost. The Department of Ancash, all of which is
included in the disaster zone, had 400,000 head of cattle and 700,000
head of sheep before the earthquake. Tt is reported that there are now
only 280,000 and 490,000 head respectively. A move accurate figure
will be available at the conclusion of the agricultural census which
will be made in June of 1972 by the AGMIN,

The cattle ave usually a non-descript native type with
very low millk producing capacity and very slow pgrowth characteristics,
(At maturity they weight enly abour- 800 pounds). They scerve multiple
purposes; i.e., for meat production and/or milk and frequently as
<draft animals. Sheep aud pigs are also of poor quality and have very
low productive capacity. Sheep from the area, for cxample, average
less than one pound of poor quality wool per year and weigh S0 pounds
at maturity. Most farm families also have a few low quality chickens.
2. Coagtal Rogion '

In the coastal region, there are approvimately 16,000
families that earn their living from apriculture, with a cultivated
area in oxcess of 66,000 hectares (mainly in feedprains and foodstuffs
--gorn, bean pulses, Lubers, fruits and vegetables), The Following page
{'table 2) shows  present land utilization in the coastal region of
the affected zone.

Sub-loans in the coastal arca will generally finance rvepair
of on-farm disaster damage, and the replacement and cultivation of
labor intensive crops such as corn, tubers, bean pulses, forages
and vegetables. Scme may also {inance small dairy, poultry, swine
and other livesteclk operations. Generally supervised credit in the
coastal vegions has been to farmers operating slipghtly larger land
parcels with bettor undevstanding aud utilization of technolopgy than
can be expected in the Sierra.

3o Group Farping

“Trhe problems of tending to many veey small land owners arva
recognized by the Hinistry of Agriculture and cmphasis will be piven
to collective loans to groups of farmers that ave Cacming contipglous
small holdings., Tthe lending Lo proups has two distinet advantages.
It facilitates supervision of the loan and the preup pressures halp
to obtain pavment of the debt, Tt is vxpected that a considerable
portion ot the sub-loans under this activity will be handled in this
tashion. ‘The practice of proup lending should have a beneficial
elfect on transferrence of technolopgy to the minifundio and will tend



e dABLE 2 - AREAS OF PRINCIPAL CROPS IN HECTARES FOR
COASTAL REGION OF AFFECTED ZONE”I

Area % of Average Production
Crop (Has.) Total (Kg/Ha)
Cotrn 13,228 507 - 2,500,
Green legumes 5,060 8 3,200
Beans 2,056 3 1,200
Forage prasses 7,900 12 » 45,000
Tubers 2,119 3 5,000
Fruits 1,170 3 v
Rice 1,427 2 4,800
Vepetables 800 1 8,500
Cotton © 350 1
Cereal 727 1
Sorphun 1,864 2 4,000
Other 9,376 14
66,077 1007

# Includes the Chicama, Moche, Santa-lacramarca, Viru, Chao,
Casma, and Huarmey Valleys.



o develop the collective use of land for common purposes. In
both the Sievra and the Coast, there has already been consid-
erable prowth in group farming whether in pre-cooperatives or
cooperitives, as a result ol the implementation of the Agrarian
Reform Law. larpge landholdings formerly ocperating as single
entities have or ave beinp passed to the farm workers who
operate the property using one of several mechanisms --usually
either the standard cooperative or a SAIS (Sociedad Apropecua-
ria de Interés Social), a newly created type of pre-cooperative
arraﬁgcment. Under a-SAIS the land formerly under private
osinership continues to he operated as one unit., The workers

of the establishment form a cove cooperative to provide the
necessary labor. In addition to this workers' cooperative,

the SATS is composed of the surrounding communities and villages
which have small holdings of their own, independent of the
communal holdings. A beoard of directors is elented from the
people who belong to the labor cooperative and lrom the
includod surrounding communities. This board in turn hires a
technical director of the operalion. At the end of the oporat=-
ing year a portion of the profits are turned over to the people
who actually have provided the labor. The balance ot the
profits are then utilized to provide improved sncial services
For the communitizs who ave participating in the society. The
SAIS orpganization can later become true cooperative farms,

Both cooperative and 5A1S orpanizations will be eligible as
sub-borrowers under this loan if they meet the other qualifica-
tions. Tn the coastal region, a cowmprehansive program of
intesral ruval settlement contamplates the creation in the near
futuice of SAIS type organtzations in each of the major valleys.

c. Previnus Supervised dgricultural Credik

Within the disaster area, the coastal region has been

the only recipient of previous AID agricultural credit. IHost

the Fund activity on the coast has been channeled through the
repional office of Trujillo, thoupgh there 1s now a new regional
office at Huacho,

Table 3 indicates the number and type of sub-loans
dishurged by these olfices for the years 1968-71.

of
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JTrujillo's portfolio reflects the evolution of the
Fund from a social welfare, high volume lending operation to
production credit orientation with emphasis on cooperatives
which hopefully means fewer accounts and a more manageable
operation. For short term loans Trujillo has gone from deal-
inpg with over 10,000 sub-borrowers averaging 20,000 soles
(about $500) per short term sub-loan in 1968-1969, Lo dealings
with about 400 borrowers averaging 65,000 soles (about $1,500)
in 1971. This reorientation is true with long term loans as
well., The Figures reflect the transfer and consolidation of
the small farmer into groups.

Concerning types of sub-loans, long term credits
for the pucchase of equipmnnl rvepresented 697 of the toral
amount in long-term loans in 1971, land improvements 167,
livestock 13%, and forestry 2Z. For the entive period,
Trujillo's shoct~term leans (crop and livestock) have exceednd
long tevm loans ab a vatio of 4:1, though year by year this
proportion has Ffallen., In 1971, 34% of total amnunts
representad short-term loans and 46% long term, which also
reflects the new orvientation toward the capitalization of group
enterprises.

Huacho's portfolio, based on one year of operation, is
primarily in crop leans (857 of total), which reflects the
emphasis on immediate rehabilitation offorts in that year. ‘the
remainder of the sub-loans disbursed in 1971 were larpely for
livestock (107) and equipzent (4%),



I, The Borrower

A. FExecuting Ayency

The Rapublic ¢f Peru will be the BEorrower with the Minister
of Economy and Finance signing the Loan Agrecement on its behalf.
The Ministry of Agriculturc will execute the project, providing the
policy direction und progran coordination, as well as the implementa~=
tion rpachinery for the Supsrviend Agricultural Credit Fund., The Agri-
cuitural Development RBunl (Ronl) will act as the fiduciary of the Fund.

B. P CO oA 0?;’: Y, -'jr.«',g‘

The basic or:_z%:.nization for the supervised credit program

vas chtabliched in zpracraento signed between the AgMin (formerly
reprouceied by 515 L, CaIRA and 5 and the Apricultural Development
Bank {"Rauk") in Aupust 1964, The ldinistry and the Bank established
e intev~agoncy Truet iund L,Ounci)_ at the national level and a subor-
dinain systoon of crodid cornnitiece at the rogional and Jocal levels o
manadgs e wragram and gocedive e the netivitics of the Ministry

and the Gl The niejor deties of the CGunnell and its credit cominile
tees ave vty (L) formmulaie plans, voricies and procedurcs for the
proguem concistent with ihe terms of the AID oan agrecement; (2)

apazove cubioza convvecie and wedificctions; and (3) monitor the per-
foyravuce ol the dutles wioignad k-‘:‘v'(‘Ct].}.' to the Minieiry and the Bank
untuer fthe crcoanizationzl aacrmenis. The dutiss assigned divectly

e the 1\.-‘;%3'1.',:.13 (teprenaests of P rumotéo;:, Lpzarian Reform and
Forewwzy) ave o prepare cod evalunie subloan opplications, provide

P

technical aseintance 0 the subsberrowery, sud follow through on
pl‘@j:‘:s‘.‘v evaluntion ant luan colle cllono, .f, ae daties agy signed divectly
to the Bank are o ach au o f'i' luziary for e Sund aud to dishurse,

eollent and pocounut iny subloon “uids,  The Council i composged o1
two voling vopresenizalives fiom fthe Seul and three frow the ApMin
(Reporvroent Managors oL Dyonestion, Agearcion Reform and Forestry).
"The credit commitiees nre wrnpored of two voering representatives
from the Ministry and one frony the Bank, A regional credit commit-
tec has been cotabliched in each of the nive agrarian zones by the

)

progran’ Moch regional convnitice has authority ever all of the local
credit committees operating within its juriediciion.

In addition to the LID supervised credit program, the AgMin
user or plivis to use thig organization to carry out four other trust
fund programn which ax::: (1) the Ssn Lorenzo Colonization and Irri-

*Of which tho Earthquake Zone in "Zone LI,
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gation Project financed by AID, the GOP and the World Bank
(56,475,880); (2) the Tingo Maria-Tocache Colonization Project
financed by the Inter-American Development Bank ($3,302,000);

(3) the Livestock Promotfon Project financed by Holland
($800,000); and (4) a proposed Supervised Credit Program financed
by the GOP (880.0 million soles. $20.0 million).

C. The Ministry of Agriculture

The Ministry carries out its responsibilities under the
program by using the organizatiornl structure available for its
regular operations. The Ministry has iits headquarters in Lima
with 12 regional offices (zoues) and 158 local offices (agrarian
offices dnd apencies) covering the entire country. The national
and reglonal offices haveé been divided iato departments with
the departwment managers of the national ofifices having cenciderable
Functional authority over the wmanagers of the regional and
local offices. '

Within the earthquale zoune, the AgMin operates from
cne veglonal office, four agravian offices (Trujille, Chimbote,
luaraz, and Hu\muchuco} and numerous agrarian agoncies (C.g.,
Cavaz, Vigu, Casma, OQtuzco). Professional and Lﬂ|nn.ba’ nersonnel
at the regional and agrarian office level exceed 380 in nuwmber,
(See Annex V, Exhibit 4 for AgMin organization unl personnal

dnta within earithqguake zone),

The Ministry's Departmeat of Promotion (-exTTIPA) ostab-
Lighed a Credit Scclion within its Division of Extension to advigse
its Liue managemens on the operation of the program. Pressutly,
here are two emplovees in the Credit Sccetion at the natioanl
tice, and one cvedit seecialist azsigaed te ecch of the
ine reglonal oflllces.

In July 1971, AID approved a Minlstry proposal to use
3372,011 frowm Fund retflows to purchase equipment and to coukract
28 employees for L8 months for the Credit Section. Ten oi these
cmployees woiiuwsoignene o the national office and the oitier
elghteen to the nilne reglonal offices as credit specialists.
The strengthening of the Credit Section should greatly assist
the Department Manager of Promotion to improve the planning and
control of the program within the Department.

The credit specialists assigned to the regional offices
are under the supervision of the regional managers {(Zome Directors)
To strengthen the control which the Department Manager of Promotion
can exercise over the program, the Ministry plans to place these
credit specialists under the direct supervision of the manager
of the Credit Section at the national office.


http:Prese.tl

In addition to the Credit Section, the Department Manager
of Promotion is adviscd by an Excecutive Credit Coordimtor. This
position was originally established in April 1970 as a staff position
to the Office of.the Minister to coordinate the management of the
program among the three department managers involved in the
program. In 1971 this position was transferred, to the Department
of Promotion,

The Department Maragers of Agrarian Reform and Forestry
do not have staff scctions to advise them on the operation of the
cradit program. This, however, is not a serious problem because
the Department of Agrarian Reforin has not extended any subloans
under the program during the last two years and the Departiment of
Forestry only extended about 3 percent of the total subloans,

D. Agricultural Development Dank (!Mank'’)

The Daank is a govermment~owned institution established by
PDecree Iaw 72/73 of August 16, 197! to develop agricultural produc-
tion by providing farming and stock-raising activitics with the finan-
cial resources required.,  Ttis authorized to carry out credif, tech-
nical assislance and commercial cperations and may have an cquity
inlercest in agricultural enterpriscs, all for which it now hos an culho-
rizod capital or 8/, 10 bittion (Taw fo, 16726 of Iiovu-‘uncr 15, 1967).

The highest authority of the Bank is its Doard of Dircctors,
consisting >f cight miembers, Jour of whom are appointed by the Min-
ister of Kconomy and  Finance, awl the other four by the Minister
ol Agricullure, Included amony the nominces of the Minister of
Agriculturce arve the Exccutive Director of the Ministry, the Dircclor
of the Scectoral Planning Office (OS1’A) and a represcentative of the
General Duarcau of Agrarian Reform and Rural Settlement, A repre-
sentative of the Minister of Finoner serves as the ]'S;mk'.‘ President.

Under the Office of the President there is-+the Office of the
General Manager, the chief exceutive office reaponsible for Crt:dii’,
Finance, Administration, Technical Supervision and Development.,
(Sce Annex ¥ Bank General Orpanizational Chart),

The organization of the Bank's 13 regional offices (branches)
.mcl 81 local offices reflects the siume general structure, llowever,
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in 1964 the Bank established a Trust Fund Office to oversee the man-
agement of its trust funds, of which the AID Supervised Credit Fund
comprises about 56 percent. This office has ten employecs all of
whom work at the national office, The administrator of this office
(‘Trust Fund Adminis trator) reports to the Assistant General Manager
of the Bank and, with respect to the program, has considerable
functional authovity over the managers of the regional and local offices.
The principal duties of the Trust Fund Administrator with respect

to this program arce to: (1) scrve, without vote, as the Secretary of

the Trust Fund Council; (2)notily the credit committee and the Bank's
regional and local offices of the policies and procedures established

by- the Council; (3) maintain subsidiary accounting records for the
transactions ol the Fund; (4) prepare accounting and statistical reports
on the operation of the program; (5) monitor the performance of the
program dutics assigned lo the managers of the regional and local

offices,



IV, Projecl Analysis

A, Projecl Desecription

1. General)

is Joan of $5,000,000 will be disbursed in soles to the Bank's super-
vised credit trust fundy 'The loan will be earmarked for use in the
earthquake disaster arca, which includes areas danmaged by flood in
March, 1972, 1t is vresenlly planned that the use of the funds will
be about equally divided betlweon Ceast and Sierra, Assuming an aver-
age loan size of $1,200 for erop and farm infrastrucluve Joans (bared
on dati Trom the carthquake prant credit pj'om‘:zm) and 3,000 for 1ive-
slock loans, over 3,000 fovm famitlies will be reached,

“Phe mouey will be made avai lable throngh sub=toans Lo san !
and moediwe--nised formecs Lor Lhe proadacltion of cropo and liveotecek as
deseribed in Doction T1 of this piper,  The creps finaneed witl bo
maloly corn, wheat, barley, quinua, tuboers, bean puloes, and aone fratic
and vepciables,  Silerra Farsmers have tvob been incleded in previcocs feans
from Lhe Fund asd this will be Lheix Tirst expevience with sopervicoed
credit, Sore of the fsvmers in Lhe Sierra have had Pigdled cronntc of
credit under a BID loxn and many coastal farners have had previoas
expericnce in borrowing ender Lhe Fund,

* $1.00 equals 43,38 soles
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2, Crop and Fam Infrastructure er_gg

An catimated 31,175,000 vill be used {n the Serra for

" regular ogricultural eredit folloving the norss lending
procedurcs us set forth in the supervised credit manual and

now followed Ly the Fund, Famm plans will be prepared for
potential borroworvs with the help of the extension apents and
only borrowurs who huve the potential for vaible farm operation
which will reasonably apaure vapayment of the loan vill be
considored.

For the Coant, the amount initially sllocated for repair
ol' on=farm disnater dussps, replacemant erop loana, and ine-
tenolfication and diversifleation sctivities vill be an estimstad
$3,000,000, This mm will be on additional asount




l\‘“lbll to the Fund for disbursenent through its regular
ut on:at.lu. Because of the geserally 1 seale of
tura

ations in the Coast the | ile loaw eellls

l be $10, to individuals rather thaa §5.000 2s estaltl
for the Siervs,

In addition to loans for individual fasmesrs, loams will
also be made to collecetive groups wio are varking & consolideted
property for a cowmnoa g:gne. This will isclude conperative
groups of fagmers who
as a serviee organization. Sueh agriewltural covperatives have
large tvacts of land and are wiking ey and sihasing
the income of the activity. Alse imel in (his eane gemesal
catogory are the BALS srgamizaties wihich ave ﬁ%smmauwa
deseribed elsevhere in this papes aad Irrigation weiey weers”
orpanizations. 1E 5 estinated Lhat wp to e (hivds of the
loan will be wsed for leadimg Cthrough Bioup erganizalions,

Each eatiiy will be able to borvov om the sane Basis as
individuals usder this leza; i.e,, §5,000 dor eaeh srecogmized
membey of the orgaalsstiea if logared is the Sievwa aad 519,600
if on tle Coast, Amy loam applicstions tatalisg vere thas
$100,000 to any orgemization will kave tw be swbnitied &9
A.1.D, for priey apivovel, The sawe eritevia segardiag evop
and livestoek preductisse will be folloved as (het ewilimed

for individwal borrevers,

B. Operating Pyocaduies

The sub=laass wendey this leen will be swyervised evedis
in the veual sense of the voard. The Hisistsy of Sevisvwitae
either through its v resouress oF these provided Ly CRTEA
vill make available solficiont tveiced agsizultwral deedmivisms
to develop farm plens snd supervise the losss granied o ik
subslorrovers, (CRYRIA, a5 the COP apracy Fov eovrdimalion
of reconstyuetion projects ia te disasies siea, can fuad

techmicians vorking wider ether winisivies 1o achieve Fegomslsn -

tion program ebjeetives)., ia (his sease “swpervise” seans

a sufficient nusher of fapm visits 1o assuwre the farm plan is
being folloved, IR the case of cvop production: loans, 1he
sub-borrover should be visited shen the soll is being prepared,
the evop planted, during the grovieg season, and at

harvest tine, 1n the case of livestock loans, the mwism
should inelude supervision of the plasting of fum Q[

the eonstroction of aninal housing and feed stoFs ltm

before distursesent for the purchase of the saimis ls uthﬂnd. 6

e lndbsloans U111 15
vised Oredit Noncal applying e ol emmmy mmia mm "

erganized and beww officlally iecogaised
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tares of natural pasture,
#) Be unable to obtain sufficient credit from other sources
to meet his needs at reasonable rates and terms; and
h)~ Accept technical assistance, orientation, and super-
vision of the Ministry. '

Additional requircments are specified for loans to coopera-
tive and pre-cooperative organizations (see Annex V, Exhibit 3).

2, Types of Subloans

Iligible projects include:

a) Procurement of Fertilizers, insecticides, fungicides,
secds and seedlings; :

b) Procurement of cattle, pigs, goants, poultry, feed,
vaccine and medicine, and other veterinary supplies;

¢) Procurement of farm machinery aund equipment or
pavment of rental services for suchj

d) Procurement of matevials for censlruction and
repair of farm buildings and installations. (feaces
storage facilities, etec.) .

e) Payments for costs of soil improvement, repair of
on-farm irvigation systems (drainage ditches, canals,
dikes, division terraces and wells), and land prepara-
tions (land leveling and crosion control). '

) Payments for wo:k performed by farmer on land,

Aclivi‘ties which ave inelipgible under the provisions of the
Fund include loans for the purchase or lease of land, the refinancing
of daobts Lo third parties, payment of interest, the purchasc¢ of
velticles and tractors for individual Farmers, and construction of
social centers or olfiees for cooperatives or SAIS. The financing
of crops in world surplus (cofvee, cocoa, colton, supgar, elc.) is
also cxaluded. )

3., Interest rates

‘On crop loans to individual farmers, interest rates
will be 7% on amounts up to S/.100,000,00 and 9% on amounts between
S$/.100,000.00 and 5/.200,000.00% For the financing of buildings,
machinery, irrigation works, etc, the following schedule applies:

up to S/. 50,000.00 7%

s/. 50,000.01 1o 100, 000. 00 YA
100,000.01 to 150,000.00 107
150,000.01 and above 12%

* $1.00 equals 43,38 soles
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These interest rates reflect the poliecy of the Fund to sub-
sidize to a greater extent the smaller farmers. Interest rates on
loans to cooperativas and organizations are normally 7%. This is consistent
with the present operation of the Fund in promoting cooperstives.

It is assumed that at these concessional rates, even those farmers
subject to the higher rates will borrow as much money as they neced,
and only in marginal cases will the higher interest rate for larger
borrovings affect a decisionmaker. The GOP has established a 6% rate
for &ll subloans mede prior to September 30, 1972, to fiocod disaster
vietims for the repsir of the damagd and destroyed irrigation systems.
This determination was mads as a necessary device to sustain the local
cconomy.

4, Sub+loan limits

Under present Trust Fund regulations, the Jocal credit.
committees may approve individual loans of up to §/200, 000 (appro=-
imately $5, 000) and loans to cooperatives of the same amount per
active member. In certain cases (i.e., for consecutive sowings)
individuals may receive an add-on subloan but only with the approval
of the Regional Credit Committeces. The total amount oulatanc.mp
may not exceced ¢ ,14.00, 000 (lpplomlrmtoly $10, 900) in such cases,

For the portion o.f thie loan allocated for the Coast, the ahove "l'g!':l'r.t"
tions will remain in effect, However, for loans to the Sicrra the
maximum initially will be $/200, 000, The diffcring farm characteristics
in the two replons warrant the two distinet limits, and in addition, un
the Coast there is an ongoing credit program which adheres to the
existing maximums; in the Sierra the prograa is more expevimental and the
is only limited experience with farmers in this region; it is not
expected that any will require loans over the $5, 000 ceiling,  Should

it appear as the program evolves in the Sierra that there is such
demand and that program performance waryants larger loans, AiD

will consider rajsing the maximum Jimit,

5. Relationslip botween Short and Long-Term Credits

Under AID Loan 057 a proportion of 30% long-term
loans to 70% short~term loans was established,  This ratio has been
difficult to maintain, and with the impact of natural disaster, has
not heen adliered to.  While the educational function of supervised
credit will always depend on short-term production credit, i.e. ferti-
lizer, pesticides and sceds, which serve as the instrument for instrud-
ing the farmer in the improvement of his production, the small farmer's
credit needs are not in this proportion and in fact his actual require-
ment for livestock, sheds, pasture improvement, irrigation repair,
land leveling, and machinery, may be such as to.require considerably



greater amounts of lJong~term finahcing, In working up a reasoncd
investment plan, the extension agent should have the option of includ-
ing an appropriate amount of long~term credit. AID and the GOP
intend to reevaluate the elements that go into such a proportion and
devise a flexible formula to allow the Fund to make balanced responses
to the farmer's needs.

D.  AgMin and Bank Administration

l. AgMin

The GOP has been fully cognizant of the need to improve
the operation of the Fund and has taken several steps since AID Loan
047 was approved to upgrade its performance. For the purposes
of the Fund, the splintered groups of the AgMin (SIPA, ONRA) have
largely Leen replaced by the Direccién General de Promocidn Agraria,
vastly simplifying the operation of the Fund, For the last {ive years
the North Cavolina State University Evaluation Team has worked divect-
ly with tiie Bank and the AgMin in analyzing the opervations of the IFund,
simplifying the Joan application submitted by the sub-bovrower, devel-
oping a Supervised Agricultural Credit Manual which provides shape
and structure to all credit approval activities, and creating credit
courses to better prepare Ministry personnel for various credit and
credit related functions, The Ministry has now institutionalized
this scries of special training courses for agricultural credit person=
nel. The courses arc conducted by the Ceuntro Nacional de Capacita-
cidn ¢ Investigacitu para la Reforma Agrarvia (CENCIRA) and include
training in all phases of the credit process {farm plan analysis and
preparation, loan execution, supervision, and control), In 1971 four
courses and two seminars were conducted,  Over 225 Ministry ox-
tension and Bank credit agents pacticipated. CENCGIRA will give
aver 20 courscs in 1972 which will provide training for over 800 part-

tcipants,

In additien, the GO hays decided to utilize sowtme of the
two-step money from certitin ATD loans to staff, among other things,
a permanent Credit Evaluation Office for continuwous study and assess-
ment of Fund performance. At least 9 new employees with degrees
in Agronomy will be recruited to add to working professionals al-
ready engaged in such activities at the national level.

Previous cvaluations of the Fund's organization have re-
vealed a disunity and division of responsibility between the Bank and
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the AgMin with respect to Fund management and collection opera-
tions. In response to this finding, the Fund has recently begun to
implement a new approach to the problem of collection responsibility,
According to AgMin officials, the Fund is now clearly under the
control of the AgMin and the Pank serves only as a depositary and
collector, Bank collection responsibilities include recdpt of regular
payments and ficld collection procedures when a sub-borrower fails
to make payment. The Direccién de Promocién-(AgMin) has reccog-
nized its obligation to assure repayment, althoush the Bank stiil re-
ceives the cash payments, The performance of AgMin extension
agents will be judged to a substantial degree by the performance record
(including loan repayment) of their client farmers. Under the new re-
gulations, all members of the Local Committee (composed of 2 ApMin
people and a Bank representative) are collectively charged with the
success or failure of the Fund in any locality., FEach region in the pro-
gam (there are 3 repions in the Disaster Zone) will have a team of
credit supervisors who will travel froimn one locality to the next tu ve-
view and advise Local Credit Conunittees on the scelection procodures,

Cpreparation of the loan applidation (ecconomic and repayment plans),
and assurc that disbursement and recuperation schedules ave being
adhered to,

In addition, other suppestions are being considered {o mprove
the operations of the Tund, Currently, the extencion agent helps the
borrower prepare a plan, and prescnts it fo the three man commitice
of which the extension agent is a membeyr, One proposed change wonld
include a review of the operating plan of the sub-borrower by another
person nol responsible for its preparation,  While the evaluation {o L
undertaken by the Fund may indicate a'nced for further consolidaticn of
authority, the delinecation of responsibility and incrrased control dis-
cusscd above should naprove the subloan repayment record.  The GO
will covenant to implement additional recommendations which cesult
from the cvaluation,

2. Agricultural Developnrent Rank
The regponsibilities of the Bank are:

I, To organize and exceute the credit operations of the Fund
as well as to effect the economic control and accounting related to the
loans;

2. To make loan advances on the dates established by the loan
coniract;

3. To collaborate in determining harvest dates and yicld
estimates as established by the Fund;
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4, 'To make collections on the loans, using the procedures
pervmitted by its Charter and Statutes; and
-
5. To provide financial reports to AID as outlined in the
loan agreement,

Sub-borrower accounts are kept in the branch offices of
the Dank. Fach quarter the accounting division of the branch makes
a list of overdue loans, whether under or over 90 days outstanding,
and gives the list to the Bank inspectors charged with collection,

The inspectors use this list to determine which sub-borrowers should
be visited, The inspector is not only charged with giving written
notice to the sub~borrower of the delinquency, but ceviewing with him
the causes for the delay. If the recasons seem valid, the inspector
develops a new schedule of payments, which might include stretehing
out the principal payments, a moratovitum on payments, oxr the like,
This is submitied to the Local Comumittee for its approval, n some
cases the inspector determines that the causes for delinquency are
unjustified and requive "intervention' by the Bank., "Iutervention'
in this context means watching the crop of the delinquent farmer

and scizing the crop upon harvest in order that the procecds may be
used to vepay the debt, This is a rarcly used instrument because of
the kind of sub-borrowers with whom the program works, and the
pressure from the GOP to :1(1()1>t a lenient policy toward them. The
farmer is, however, denied future access to credit, and other lend-
ing institutions arce advised of the nonpayment,

The Dank intends to increase its staff at [Huavaz to handle
the increased lending activity projected for the Callején de FHuaylas,
A new bank apency will also be created at Pornabambia in the eastern
part of the Callején, Subloans for the coastal disaster arvea however
will be primarily funncled through the two existing branch offices
of the Bank in the avea, one in Huacho, the other in Trujillo, THoache
has only ceceney boen gia.lb o= io the Tevel of a branch bank (February
1971) but has already done S50 million worth of new loan approvals
for the Fund, ‘Urujillo is a senior branch historically handling
about 20% of the FFund business, and has participated in the Fund since
its inception,

3. Collection

AID Loan 047 stipulates that the GOP will replenish the
Fund annually in the amount of the accounts determined uncollectible



as of March 3lst,* In the last thrce'years the amounts declared
uncollectible have been as follows.

Amount
1969 $203, 000 $35, 000 ~ $238, 000
1970 $161, 000 $28, 000 $189, 000
1971° $267, 000 $47, 000 $314, 000

These figures compare to a total of $45, 000, 000 disburscd

L ] ’
for subloans during the seven ycars of Fund operations, The indicated
percentage of '1.{)’,.’, losses through had debts wonld bhe an entirely acceptable
ratio in a high risk program such as this. On the other hand, the
percentage of loans outslanding past due over 90 days is as LolY-

Total Armmount Loans Pust Due
Sub=Progran: Qubshonding more than 90 days %
[T 5=047 (n1D) TUETE 300, A00TT TG, 400, an T 3T
TB5-81 /1l (BID) § 3,492, 600§, 376, 000 T TEGIETT
96-SF/PE (BID) $ 895 000 $ 82, 000 9.2

Source -~ Monthly report of Dank,

Fov a comparative breakdown by region on outstanding
Joans, sec Aunex V, Exhibit 2).

If the purposc of the GOP contribution is strictly a defense
against decapitalization, as long as all sublvoans which have no like-
lihood of repayment arce written-off, this purpose is served, The
crucial determinant is the labeling of o loan "uncollectibice', While
reference is made in the Gredit Manual to tinie limits related to

. Sinee 1969 the GOD has depusited over 15, 000, 000 soles (about
$3.10, 000) to replace the aforesaid uncollectibles., The additional
amounts remaining from CY 1970 and the full amount of uncollect-
iblea for CY 1971 will be deposited into the SACF pribr to any dis-
bursements under the loan,
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agricultural campaigns (5 campaigns being the maximum, about

2 1/2 years) this has not been uniformly applied, and in any case

the basis for.declaring a loan uncollectible is the evaluation of the
Local Regional Committees against specified criteria, These
criteria include: (a) abandonment of property; (b) loss of crops
through natural disaster; (c) eviction of the sub-borrower from

his tenancy and (d) death of the sub-borrower. Herctofore these’
committees would avoid calling a loan uncollectible since it would
reflect badly on their performance. With the sharpening of the
uncollectible definition , "probably to include a fixed time limita-~
tion without exception, and the creation of the credit specialists, -
outsiders who will evaluate a local subloan portfolio, such practices
will be curtailed and a more accurate amount for GOP contribution
determined than under present groundrules, In addition, the definition
of uncollectibles will probably have to be broadened to encompass
sub-borrowers who do not fall within the above criteria for uncol-
lectibles but whose current and prospective incorme is so marginal
that there is no reasonable probability of repayment,

On the other hand, if the purposc of such GOP contriliu-
tions is to serve as a lever against the fund administration, to press
the GOP to assert pressure on the AgMin and Bank to improve col-
lection parformance, the definition used for assessing GOP contri-
butions should be widened to include that portion of subloans oulstanding
for over 90 days which are caused by nonpayment without justifica=
tion. Clearly some of the subloans due over 90 days are cauased by
a liquidity crisis for the farmer or other legitimate reason wwhich
should not be considered poor collection, While the refinement of
the definition is, under any civcumstances, essential for an improved
understanding of the status of the SACE and its performance, the
Project Committee teels that using the amount the GOP must contri-
bute to exert pressure against the ADB is too hmperfect an instrument
to achicve the necessary resalts,  IHowever, the GO and AlLD will
discuss and negotiate a clarification of what shall be included, and the
GOP contribution in CY 1973 will be based on tue new terms., In the
meantime, the Fund hag adopted, not only for AID funds but for the
entive Treust Pund portfolio, the [ollowing targets for the reduction
of amounts overdue by more than 90 days;

1) To 18% by January 1973

2) To 12% by June 1973
3) To 10% by January 1974
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While we believe thesc targets may be .optimistic, we
consider them a positive indication of the change of policy by the
Fund to adopt a production orientation for the Fund, put the Fund
on a solid financial fouting by rceducing the outstanding portfolio, and
set stringent poals for the operating entities in this repard.

Furthermore, the GOP is in the process of evaluating
requests by farmers to write-off debts due to earthquake-related
farm failnre, and the Fund is internally revicwing'r, its portfolio to
determine whether other loans should also be written off. Sub-loans
to borrowers whose land was completely destroyed will be entircly
written~-off, while those with damaged but still usable land, will be
relicved of past and future interest payments.  The number of 1971
uncollectibles declared may increasce from 13, 8 million soles to
24, 0 million, thus increasing the GOP's rccapitalization requirce-
ment and at the same time reducing amounts in arrcars.

1t should be noted, however, that the problem of loan

arrcars is not only a collection problem, but also a product of both
the farming cycle and the subsistence level of the farmer with whon:
the T'und is dealing.  The number of loans made by the Fund and the
amount of money disbursced varies throughout the year, increasing
as money ts lent for the planting scason and decreasing at the time
the production loans are repaid, Sceasonal fluctuation also bears on
the repayment pattern of farmers, who are least ahle to pay just
prior to harvest and most able to pay after receiving payment for

their crops,
Finally, the earthquake itsel{ caused a sipgnificant increase

in loan arrecars, Annex Y, ps 1L highlights the increasce in defaults on
short-term crop loans as an aftermath of the quake.

4, Commission FFees

Undcr peneral Fund operating procedures, the Bank re-
ceives an annual commission of 6 1/4% of outstanding balance on
all sub-loans, to cover its administrative and collection costs, Al-
though the connmission is calculated on the basis of the total out-
standing balances, the Bank recceives its service charge only upon
collection of sub-loan interest, Hence, the BRank has some incentive
fo press for timely collections,  For the $780, 000 allocated to apvi-
cultural eredit during the earthquake grant program of 1970, the



- 30 -

Bank, because of the nature of assistance to the disaster area
accépted an annual fiduciary fee of 3% of outstanding balance.
The Ministry and Bank have agreed to continue the 37 charge for
the proposed loan. While the Bank does not have accurate
administrative cost data per loan, the Bank considers the 3%
to fall substantially short of covering costs, especially on
small loans to individual farmers.

The Trust Fund Councll intends to review the relationship
between Bank activities and commission charges for the entire
supervised credit program. With the addition of the credit
specialists to the Lima office, a thorough evaluation will be
possible. Part of the overall evaluation will include a study of
Bank handling costs vis-a-vis commissions, to provide a  basis
for reducing administratlve costs and/or renegotiation of fees
“as Indicated.

E. Life of Tund and Future Disposition

1. Utilization of M2payments

Repayments on subloans will form part of the corpus of
the Supervised Agricultural Trust Fund available for relending
in any area under the Fund's existing jurisdiction. This
approach is consistent with the present ongoing operation of
Fund, our policy on utilization of repayments generated from
sub-loans under the AID Crant Agrecment, and long-term AXD and
GOP objectives in upgrading the [Fund.

Consideratlon was given to requiring flrst repayments
be uscd strlctly in the disaster area, and thence to the
peneral Fund, but direcct roflow into the Fund was preferred
pecause Lt would: (a) surport long-term AID objectives in
Luproving utfiizatlon of the Fund's cash flow, (b) avoid reopening
issues of funding levels fixed wlchout regard to need or efficicnt
utilization, and (c) avold additional administrative complication
in the operation of the TFund.

It was decided, however, that a covenant requiring the
Fund to provide at least as much money as obtained by reflows
from the new $5.0 million in the first three years after the first disvurse
ment will accomplish the purpose of fund resource allocation
without complicating Fund machinery.

2. GOP Contributions Against Decapitalization

Under the existing Supervised Agricultural Credit Loan



527-L~047 the GOP is required to replenish the Fund by the amount
determined as uncollectible in the preceding year. This requirement
shall be incorporated as to this new $5. 0 million loan and, in addition,
further steps will be taken to clarify the GOP obligation. [For

The GOP will make a contribution equivalent to the amount of
outstanding uncollectibles due as of March 31, 1972 using present
groundrules for defining uncollectibles for the existing IFund., During
the course of 1972 the Bank in conjunction with AID, will develop a
definition of uncoliectibles which shall fairly reflect the intended pur-
posc of the GOP conlribution, i.c., general proteclion against deca-
pitalization of the Fund, Subloans falling within the definitien shall

be written-off from the ¥und. The Bank shall furnish the Ministry-
and AID with a break-down of its accounts into catepgorics reflecting
causes for non-payment whether it be crop failure, natural disaster
or whatever, to allow cffective evaluation of its collection performanc:,

I', Technical Assigtance

Under present procedures the responsibility for submiltiog
loan applications to the Local Credit Communitics (there are (2
local credit committees and 9 regional commitices) vests with the
'extensionistas cpricolas! or extension agents. These extension agents
are charged with the responsibility of assisting the credit applicant
in the preparation of an investment plan, This plan includes annual
costs and anticipated income and an investment schedule specifying
the amount of cach item of poods and seivices required and the month
in which it will be needed,  The farm plan is {ncluded as part of the
sub-loan contract and is the bacis for disburscemient of funds or pro-
vision of goods and services to the farmer or community.

Many of these extension agents are graduates with degrees
in agronomy and have many years of cxperience in supervised craodit
activities, Assisted by 'sectorvistas' or agricullural technicians who
have the equivadent of 4 years vocational training at the high school
level, they cover the whole gamut of technical assistance activiting
associated with the supervised agricultural credit program.  Loans
for proup farming entities allow broader exposure by AgMin pasonne!
to handle educational programs more efficiently and advise a pgreater
number of farmers how better to deal with the market both in the
Cpurchase of farm inpuls and in the selling of farm products,  The

Aghin has apreed to submit an operational plan to assure satisfactory
technical support for the project. D'resently the AgMin has about
350 technicians in the area working in irrigation, land reform, crop



development, and credit. While the GOP will outline its staffing
requirements in the disaster zone in the Operational Plan, they
'will probably nced about 35 more agricultural technicians to ade-
quately supevvise the 3, 500 families expected to be reached by

the loan, These estimates are based on the assumption that an
experienced supevvisor can handle approximately 50 individual
families or 100 families orpanized in groups. The AgMin is expected
to provide a sulficient mix of new and cxpericnced technicians to
assure adequate coverapge,  The possibility exists that additional
personnel will be finded by CRYRZA and placed under the dircction
of the AgMin to assure rapid disburscment and proper supervision
of the loan funds in the disaster zone, While this will be further
developed in the operation plan, CRYRZA has cxpressed interest
in funding some 100 additional technicians at all levels,
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LA ECONOMIC ANALYSIS
A, General Feonomice Conditions in the Disaster Area

1, Hountiin Ares
ihe Sierra portion of the disaster area contains approximalely

800,000 fnhabitants. The population growth rate of this ares is only
0.7% reflecting the heavy outmigration to the coast, The phenomenon of
rapid urbanization is affecting this area as well, Since the migration
consints of the younper more able menbers of the vork force, there is a
serious loss of manpower to the area with a vesulting high dependancy
ratio and low productivity, :

The agriculture in the area is highly inefficient due to &

heavy rains, lack of capital and technical knowhow, and bad management
practices on the farms. Most of the farning s done In small valleys
intorspersod awonyg the mountains with the fares situated avound & smsll
village which is the center of the cconomie and social activities in the
nrei.

2, Coastal Area

combination of factors inoluding the leaching and erosion of solls by $uﬁbiﬂlf"

The coastal portion of the disaster area contains approxisatel)
1,200,000 inhabitints of which about 57% i urban. Kconomic activity
along the coast vonsists of relatively highly productive irrigated spri=-
culture situated in long viver valloys formed by the run off froa the
Sierra, and a varied industrial structure copposed of a few large seale
onterprises and a large nunber of medium and small scale floms. ALl
apricultural production along the coast requires irrigation because of
the complete absence of rainfall, and frrigation pyrtems have bwen estsa-
blished bringing extenéive arcas under cultivations The principal crops
produced are sugar, cotton, corn, rice, beans and potatoen. Froductivity
is hipgh compared with apgricul ture in the Sleria, but low with rospect to
intornational srandards. The current goverament's apgrarian refofa effoits
have resulted in the expropriation of miny of the large haciendan (lnelud-
ing some supar plantations) alonp the coast and In thelr redistribution
to cooperatives and, in some cases, to individual campesinos. However,
unless additional acreape can be brought Into produciion in the near
future, which iz highly unlikely piven thae cost and probless lnvolved
in tapping new water sources, coastal apriculture cannot be vxpected to
have any immediate impact on the unemployment problem in the area,

B, Benefits expected from the I'roject

-

Approdimtely 3,500 fann families producing mostly annual crops will reccive
additional physical imputs and technical assistance through the credit
made available with this loan, and it is expected that au a rosult, tholr
productivity on these farms will increane,
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Not only will the increased production resulting from this lean
increase food supplies thereby improving levels of health, but it will
also tend to lower relative prices of food products thus freecing income
for expenditure on other necessities such as medical and dental care,
clothing, housing, etec. To the extent that these food products are inputs
to other industries, there will be cost saving, and profit and investment
increases in these other industries.

From a lang term perspective, the continued application.of
fertilizers and of new technology to the production process will at
least preserve, and probably increase, the productivity of the soils
of the disaster avea, Thus, this, and other related programs, could
very well reverse the steady downuard trend of per capita food production
which has daecronsed avound 27 per year over the last decade.

Ymployment

One of Lhe priority poals of the Peruvian Government's five
year economie and social developawent plan is to increase the employ-
ment of wogioal groups and. thercby redistribute income. Several of
the aliove wentvioned coffects of this loan will expand employment of mar-
pinal proups and thereby help to redistribute incore toward less favorved
proups.

The increase in demand for non-apgricultural products will have
this offect, as will the increased use of physical inputs on the favms,
such as Jertilizers and inzecticides which will perbaps require the lahau
(part iwe) of an additional mepber of the family. The cwmployment effects
on the farms in the Sicrrda will be winilmal, however, because of the ext-»-
mely onall size of those {auvms.  Nevertheless, many farm owners herelo.
vorking part. time in other jobs may begin devoting full time to theilr
small plots, thus {reeing the second job te another person.

Overall, the increased demand for pgoods and services in general
throupgh the wortings of the multiplier effects on the spending of these
loan proceeds should penerate gowyad hundreds of jobs over the next few
years, Alsco, the nature of the poods and serxvices purchased by the mar-
pinal farmers receiving a lavpe part of this incrvased spending powern
will be such as to continue the redistribution effects of the progran
in Tine with the expressed poals of the Government of - Peru.

Sovial/Yolitical

The social-political effects of this loan are much more diffi-
cult to judpe or measure. A larpe number of persons (families) will Lo .
“brought into contact with ideas previously unknown to them. This contact
will have its effoect, both socially and politically, however, it is
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extremely difficilt to judge its magnitude if for no other reason than
that there are so many other changes occurring in Peru at this time,
thereby obscuring the effects of any one variable.

The effects on migration are a little clearver. The major mi-
gration flows in Peru (and within the disaster area) are from the rural
arcas tvo the urban centers, from the Sierra to the conastal cities, and
from these coastal cities to Lima-Callao. This loan will have the
etfect, other things beinpg equal, of ¥lowing these movements.

Since the loan is dirccted toward the rural sectors of both
the Sierra and the coast, it will tend to hold peuple on the favm by
increasing employment and inconies there. In addition, it will tend to
counter the movement Lo the roastal cities from the Sierra and on Lo
Lima-Caltao by increasing job opporiunities and standavds of living in
the Siervra region and in the disaster area in general, These migration
Mows will not be reversed by this. program since the program is simply
too small relative to the number of people wmigrating, and many people
migrate for ofher than cemployment and inccme reasons, however, in con-
junction with other Peruvian Goverament programs with the same purpose
some influence may hegin to be exerted ovev these flows. The constantly
worsening overcrowded conditions in the Lima-Callao area have very
serious social/political implications for the country, and the GOP is
much concerned to stop this migration. This loan will help.
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VI. FINANCIAL ANALYSIS
A, Financial Plan by Use and Source of Funds
FINANCTIAL PLAN (ESTIMATED)
A.I.D. GOP
Lo X Lc
Coast $3,000,000 Y
Sierra 2,000,000
Technical Assistance | $28 0,000
Recapitalization of SACF 390,000
45,000,000 - $670,000
B. GOP Contribution

The GOP is already providing massive support for its agricul
tural credit program. The GOP has fulfilled its financial obliga-
tions under prior loan agreements supporting the Fund witch dircct
contributions totalling $5.0 million, as well as the two-step
funds from the Lima Water Sewerage (527-L-022}, Canon del Pato
(527-1.-024) and Pativileca Hydrcelectric (527-L-025) loans, all
two step contr:hutions totalling approximately $13.8 million
(over 550.0 million soles) by 198l. The GOP has budgetad approxi-
mately €80 willion soles fox superviged credit to small farmers in
the next two years. This money will be disbursed through en aceount
utilizing the Supervised Agricultural Credit system, but authori-e:
subloans in other areas of Peru and for other crops, as well «.
for regular Fund activities. :

In addition to meeting Loan 047 requirements for direct
yearly fixed contributions to the Fund, since 1969 the GOP has
deposited over 15,000,000 soles (approximately $340,000) into the
Fund. This amount has served to significantly recapitalize the
fund For losses resulting from subloan write offs. The amount
required to cover full recapitalization and the precise definition
of an uncollectible has been the subject of discussion between
AID and the GOP and is discussed elscwhere in the paper. By
currcent AID assessment, however, at the rate of exchange of 43.38
soles to the dollar, 3.4 wmillion soles (about $80,000) remains
due for collectibles as of March 31, 1971, and for April 1, 1971-
March 31, 1972 an estimated 13.8 million soles (about $310,000).
Recently the fund has received some §/.792,000 ($18,000) in
recuperations on accounts previously written off as uncollectiblas.
Therefore, the net amount, following appropriate-reductions
for such windfalls, plus uncollectibles accrucd as of March 31,1972
will be the GOP contribution against decapitalization required bhefor

first
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disbursement is made under the new loan. In the course of CY 1972 AID and
the GOP will redefine "Uncollectibles" to reflect more accurately Fund
decapitalization, and this shall be the basis for assessing future yearly
vontributions.

The GOP will be required to adequately staff the disaster
area for the new loan and provide sufficient logistical support
While this will be claritied in the GOP operational plan, it is
expeeted that an additional 35 agricultural technicians of all levels
will be required and will cost about $280,000 during the two years
of loan disbursement.

e GOP's Monetary Policy and Balance of Payments Position

Poru's current economic policy is one of providing moderate
stimulus to the ceonomy through its monetary and fiscal policies without
penervating excessive inflationary pressures, while at the game tipme in-
ducing considerable structural change in the ecconomy so as to maximize
employment opportunities and to move vqunlly distribute income. To this
end, the COP has planned 2 massive public investment propram Ffor the
next five years which will provide considerable push to the cconemy.

Peru's balance of payments showed a large surplus in 1970
($320 million) and a woderate deficit in 1971 ($75 million), with trade
balance surpluses of $429 million and $140 million respectively in the
two years. At the end of 1971, FPeru's net 1nLurnat10ﬂa1 reserves stood at
approximately $345 wmillion, or 45% of 1971 imports.

Assuning Peru fulfills irs Mational Davelopmant Plans for 1972-
1975, its projected halance of payments deficit for the peviod will total
$7310 millien, or mowe than double its current net internaticnal reoserves.
Recognizing the mapnitude of the problem, the GOP has requested assistance
trom foreign povernments and foreipn private banks. The U8, privace
banks with loans outstanding teo Yeru have agreed to a rescheduling of a
lacge percentage ol these Toans and have pranted substantial new loans to
Peru, At the recent consultative proup meeting on Peru initiated by the
World Bank, Peruvian officials were promised substantial foreipn Uinancing,
lov projects to be carried ont witlitn the framework of the National Develop-
ment Plan.  This financing, if actually fortheoming, should be sufficient
Lo cover most of Yeru's needs over the period, with very little reserve loss
for the country. To the extent that this financing is not forthcoming in
the magnitude required, Peru will probably fall short of its development
goals, with corresponding reduction in its balance of payments deficits and
loss of reserves.,
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Peru's debt service payments will approach 20%Z of annual
exports for the years 1972 through 1974, after which they should fall
to less than 15Z of exports. The current GOP has refrained from acquir-
ing additional short term foreign debt, and is making a serious effort
to plan its debt structure for coming years.



VIl IMPLEMENTATION PLAN

The planned schedule ot project implementation is as followst

Authorizatien (A) May, 1972
Loan Agreement signed and basic A + 3 mouths
Implementation Letter issued

Conditions precedent to first A + I months
disburscinent satisfied

First disbursenent made A + 5 monthsg
Loans fully disbursed A+ 30 months

Funds are planned to be disbursed as follows:

1st Year 2nd Year

Coast $1.,500,000 $ 1,500,000

Sierra 750,000 1,259,000
$7,250,000 + $2,750,000 = 35,000,000

Disbursencnt Procedures

Disbussenent will be made by AUD to the Trust FTund on a
velmbursemant basis for the local currency requirements of the peoject,
Any or't'shoie purchares will be aubject Lo nevmal GOP und ALD necosrament
repations and vonld be wmade ir AID Coge GO countries.  Such veguirements
wiil be the subjeet of an Implencntation Tetter,

Reporting

The executing apgencics are fully familiar with AID proecedures
and requirements in loan implementation, Presently, the following statis-
tical information is submitted for wonitering purposes: (1)  a mon*hly
Bank report on tie financial status of the program; (2) a quarterly Paak
report of loans in arrears; and (3)  a monthly AgMin report on the nurber
of visits by its extension apents and an analysis of subloan applications
received and approved by the repional and local credit committeoes.

The Mission is currently evaluatiupg the adequacy of the complete
Truast Fund control system, amd will soon present its recommendations to
the AgMin and the Bank,
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The monttor ng respongibil ity of' the AID Mission to Poru
will be-assiged Lo u 'roject Mawyer and Lo a Louq Officer by the
Misoion Director. : :

The Project Maunager will normally be selected {rom the
Apriculture Division of i1he Mission and will maintain close contact
with aprroprivic officials of the Ministry of Agriculture and the
Agricidtaral Development Rank. le will represcent ALD in all nmeetings
of the Superviced Agriculturel Credit Trust Fund Council and will
ensure that AID's viewpoint is adequately presented in all matters
relating to the loan.

The designaled Toan Officer will ensuve that ell réquire-
ments in the loan agrecement und in implementation letlers are
conpletely fulfilled.
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VIIT ISOUR:  WHETHER TO USE THE SUPERVISED AGRICULTURAL FUND
IN VIEW OF ITS POOR COLLECTION RECORD

The "Analysls ol Repayments ol Gubloans as of December 3L, 1971,"
on pape 10, Amnex V, presents a plelure of an unduly poor collectlon
pertormance. Much ol' the delinquency is a carryover from the early days
of' the I'und when it was consldered by both the extension agents and subloan
recipients as a striclly socisl weltfarc program. In addition, the Fund no
longer muakes subloans in four zones having very high delinquency rates
(Le Merced, Huancayo, Cuzco, and Puno) and these outstanding subloans
should all be written off. Nevertheless the Iund does huve a large pro-
portlon of its porttolic in arreavs, whether Lt be characterized as slow
payments or uncollectibles. Both ATD wnd the GOP have been cogn cant of
thils probelim and deeply concerned for some time, and varlous measurcs have
been or are being lwplemenbted to improve collection pertormance. As stated
on Page 295, the Ag. Min. is5 now the sole responsible agent for FPund operations
while the Bank's role has been lessened to that of a depository, and collcetor
only fn the scnse of vecciving cash payment. The creation of a permanent
Credlit Evaluation Oftfice for continuous study and assessment of Puand periormance
ta another Indteakbion ot the commitwent of Lhe Fund mampers to reduce
outslandinge subltoans, As indleated on Page 28 the Bank also acknovlodges
the need tor Improvement and has sclo tarpets for lowering Lhe overdue
portlollo,

Realistically cpeaking, while we can hope for some improvencent
over hime, we cunnot expeclt major perlormance Improvements in the shout
Lerm.  Our objective with Lhis loan 1o to provide, as rapidly as ypceocible,
funds Lo small and mwedium-clzed famers in the disaster avea for uhorn
obher alternative credit 1s not available; and bthere 1is no feasible
nltemative which would not entall even hilgher risha, and loss ol Line-
Livrga.  As Lhe paper ladicates, Lhe GOP and its agenceies have showm
corsiderable interest wund willingness Lo fmprove the technical pertrmance
of the Fund aud Lo make contributiens to maintain the ecag:ltal of the Muond,
bubt Less capability in reducing the cnbstanding overdue portfolio.  For the
administrators and apents of the Poud the conecopt of a firm collection
pol ley is only one factor which vinsl be welghed against the socinl, cconomle
and political realllics of Peru. lovever, otherwise stated, they sce theiv
Lashk e providing abt Teust gome sosiclance - technieal in part, sociad
wel Care In part - Lo the small faemer. Despite obher fanlts, there i
no questlon that the apents and the Fund do veach the smadl Carmer and
in gizeable nmmbers,

This and oLther simtlav programs refleet a sertous commitment, on
the part ol the GOP Lo utillvze it resoureces (or assistonee Lo the emndl
farmer. The continunlion of the GOP requirement to replenish the fund
against decapltalization, set forth as a covenant here, 1s a significant
indieation of GOP willingness to bear the costs for uncollectible loans.
The definition of uncollectibles ag described on puge 7 - 28 however,
has not proved to be an accurate accounting ol moniles lost to the Fund.
AID intends to negotiate with the GO for a more precise definition of
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unéoilectibles, and the Yew definition will probably include a fixed time
Jimitation, without exception, for short and long term outstanding and
overdue subloans, thereby increasing the amount of GOP contribution.

Accordingly, conditions and covenants for the loan agreement
have been developed which are designed to protect the Fund from losses
due to excessive rates of uncollectable loans., These will also hope-
fully serve to focus increased GOP interest on this problem. (See page hS),
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Parl IX - Fnviromment

The possible effect of this loan upon the environment
has been carefully considered. Based on this consideration,
which took into accomwnt the fact that the loan proposés to
asslst 3,500 small farm famllles to restore to cultlvation and
improve thelr land, the conelusion was reached that the overall
elfect of the loan, by present stundards, would be beneflicial
to the environment.
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Part X: Conditions and Covenants

1. Prior to the first disbursement of the loan the GOP will:

a) furnish an operation plan satisfuctory to AID setiing
forth the numbers and qualifications of agricultural technicians and
Bank agents responsible for execution of the project. '

b) have deposited in the Fund the amount of uncollectibles
due wnder prior agreements throuph CY 1971.

Prior Lo any disbursement in calendar year 1973, the GOP

@) W11l have developed n revised definition of uncollect-
ibles satisfactory Lo AID.

b) Will rurnish ALD with the results ol its eviluation of
the existing orpgunization und procedures of the Fund and parlicwlor-
ly its recommendations for modification, Lo improve collections.

A.  Covenontbs

1. The GOP shsli covenant that no lfarmer or group farming orpga-
nivation ciiclble for cxisting credits of the types proposed herein
Tinanced by cther international instituvions shall receive ALID
loan tundg In Ldlew of such Tinnmeing.

2. Durlng the tlee yeurs Lollovingg disburacnent of the loan the
Fund vill allocutc al lesct as omueh moncy to Lhe dicucter wren os
1 recelived 1u weflovws under Lhis Toan,

3. The GOY chall covenonbt as wndes prior agreenenls to replenish
the Thwwi by the swowrl Celermined on mneollectible each year.
Beghming wilh the puyaent In 1073 for uncollectibles determined
Tor 1972, Lthe GOP will ulildve 1he definition of unccllectiltiles
developed In reeponge Lo eonditions jrecedent f.’(:‘.) aboie,

. The GOP shidl covenant Lo taplement the reccamendaticns
resulting from 1ls evaluation of the existing organizutilon und
procedurcs of the Iund. -

5. The Joan chall be subjecl to guch other terms and conditions
as AID may eem advisable.
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Annex I
CHECKLIST 0 STATUTORY CRITERIA ‘Page 1 of 17

(Alliance for Progress)
In the right-hand margin, for each item,write answer or, as appropriute, i
summary of required discussion. As nccessary, reference the scction{s) oi the

Capital Assistance Paper, or other clearly identified and available docunent,
in which the matter is further discussed, This foxrm may be made a part of thc

Capital Assistance Paper.

The foliowing abbreviations are used:

FAA - Foreign Assistance Act of 1961, as amended.

App. - Foreign Assistance and Related Agencies Appropriations Act, 1972.
MMA® - Merchant Marine Act of 1936, as amended.

COUNTRY PERFORMINCE

Progress Tovards Country Goals

1. F4a § 208; §.251(b).

A. Deseribe externt to which
country is:

(1) Making apropriate efforts The GOP has an ongoing agricultural

to tnerease food produciion program to increase agricultural produc-

and imppova means for f'ooa" tion, improve storage and dis@ributiop of

storage and distribution. foodstuffs. The purposc of this loan is to
provide agricultural credit for small and

medium farmers to increase their produc-

tivity,

(2) Creating a fave: “ie olincte In the context of its industrial reform
for foreign and domestic private program (Industrial Law) and its balance
e‘rztel’pm'.sc and 1rnvestinent. of payments management, the GOP is

actively seeking foreign and domestic
private investments in areas identificd
as being essential to growth,

AL 370 any)



(3) Inereasing the publiv

Annex I
Page 2 of 17

rolc in the developmental Newly decreed programs in Industry (Industrial Law),
procees, - fishing (Fishing Law) and Agrarian Reform are spe-
cifically designed to achieve this objective.

(4) (a) Allocating avatlable
budgetary resources to
developnent.

(b) Diverting such
regources for unnecessary
military expenditure (See
‘also Item No. 16 and
intervention tn affatirs

of other frec and
independent nations.)

(See also I[tem No. 14.)

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

(3) liaking ecoromic, soctal,
end politiecl reforms such as
tax collection tmprovemerity
and changes tn land terure
arvangements, and making
proyress toward respect for
tne rule of law, freedom of
expresgion and of the press,
and recogrizing tne importance
o individual freedom, '
inttiative, and private
enterprise.

Sizecable portions of the GOP national budget arce
being allocated to the top priority programs of
educational, agricultural and industrial reform.,

GOP military expenditures for the years 1971 and
1972 are $433 million or 16% of the total two-yecar
budget. No known iiternverinin affairs of other
nations,

rne U comiitment of $720, 000 to this project
and their intention to provide approximately $20.0
million for agricultural credit over the next two
yecars is considered ample and demonstrative
interest in the project and program,

While freedom of the press and of expreasion
has been somewhat curtailed in recent years, tax
collection has improved, laws are enforced and
land reform has been given high priority, GOP
is making significant efforts to improve quality
of judiciary.

AL 3+ 7A thetitt)
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S FaA § 60200l ). If assistance Page 4 of 17

)
Lty Lo a govovrnment, has Tt ~ In 1968 the GOP expropriated the holdings of IPC,
(including government agonceics a company beneficially owned by U. S, citizens. It
or sublivieions) taken @y has been provisionally determined that appropriate
aetton which has the effeot of steps to discharge its obligations have been taken
nattoralising, crpropriating, by the GOP, within the meaning of the statute,

or otnerwise seising ownership

or control of property of U.S.
eitizens or entities benefictally
owned by trnem without taking
steps to discharge its obligations
toward such ctitzeng or entities?.

PA4 8 €20(n); Fiskermen s

ﬁ-‘"‘tﬂ-‘f_i“l"f“ Avi, N 5. If country No known seizure during past year.
nas soloea, opr wmposed any pernalty

» o sanction wgainst, ary 4.8,

Tishing vessel on account of its

fiohing activitics in tntermational

Larers,

] W s * . X
a. has ary deduction requived > No claim has been made and thevefore no deduction

Fishermen's Protective det been is required by the Fisherman's Protective Act.
made?

D, ras ecnplete denial of As requested by the statute, the Administrator shall
asstatanes veen constderad by consider the seizure of a U. 8, fishing vessel by the
AJI.D. sdministrator? GOP in determining whether or not to furnish this

assistance,
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wfors with U.S. yrent (s
Re’za.u’n,; with U.S. Govermrcnt Page 5 of 17
Otner Nations

5. P44 § 620(d). If assistance is
for any productive enierprisc
which will compete in the United
States with Urited Stales ernter-
prise, iS5 taere v agreement Dby
sne recipient country to prevent
ecport to the Unitad States of
more than 20% of the enterprisc’s
annual production ¢ "vg the life
of the loan?

No such enterprises to be considered.

Ve L8 Yy VGV Hao th(i’ coun‘(;ry
permitted, or failed to taxe
adequate measures to prevent, No known recent instance
the damage or destruction, by a
mob action, of U.S. property?

7. Fad § €20(1). If the country
has farled to institute tlne
investment guaranty projran
for the specific ricks of
eepropriation, in convert-
tbility or eonfiecation, Lac
the A I.D. aduwiristration within
the past year coneidered dunyin]
assistonce to cuch government
for this reason?

Yes,

8. Fa4 § 620(a). Is the gov.rrient
of the recipicnt couniry in
defaul® on intergst or pruncipac No,
of any A.I.D. loan to tic

country?

AL 3200 -0



10.

11.

12,

Faa § 620(¢). Has the country
gscvered doiplomatie relations

With the United States? If so,

have they been reswned and
have new btlateral assigtance
agrcements been negottated and
entered into sinece such
reswnption?

T4 § c8tu). What is the
paymert sctatus of the country's
U.N. obligations? If the
country <s in arrears, were such
arrearcges taken into account by
the 4.I.D. Adninistrator in
determining the current A.I.D.
Operational Year Budget?

FAA_§ 820(a). Does recipient

O s s o e S

Ceountry furnish assistance to

Cuba or fatl to take appro-
priate steps to prevent ¢hips
or aireraft under its flag
frem carrvying cargoes to or
from Cuba?

Pid § 620(b), If assistance

15 to a goverrment, has the
Secretary of State determined
that <t <s not controlled by
the interaational Communist
movement?

Annex 1
Page 6 of 17

No

GOP budget authorizes expenditures for delinquent
UN dues and payment on regular budget account an
GOP has stated its intention to liquidate delinquent
obligations. Peru's arrearages werc considered
in determining the current OY:B. '

No known assistance to Cuba or carriage of car-

goes to or from Cuba by Peruvian flag ships.
A commercial sale of fishmeal was recent:ly made
to Cuba and was carrled to Cuba in Cuban vessels,

Yes,

AlID 3-7A 15.68)
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Annex ]

18, FAA S 620(f). Is recipient country Page 7 of 17
a Conprunist country? No:

14, FAL § 620(1). Is recipient country
oany way tnvolvcd in (a) subver-
sion of, or military aggression
against, the United States or any
country receiving U.,S. assistance,
or (b) the planning . uch
subversion or aggress’ ?

15. “FAA § 620(rn). Does recipient
country furnish goods to North
Viet-Nan or permit ships or
atreraft under its flag to
earry cargoes to or fromn Norith
Viet-Nam? -

No known ins tances;

*16. See last page

Military Expenditures

' . . ol .
17. Faa § 620(s). What percentage of In 1970 Yeru's defense expenditures
ecountry budget <s for nT L Tary represented 18, 7% of central governmoents

expenditures?  low much of foreign expenditures. Of the two-year 1971-1972
budget, 16% is earmarked for military

exchange resouregs spent on .
expenditures,

milicary equipnent?  kow much

speri for the purchase of sooiio- In 1969 (the latest year for which data is
tleated wemons systems?  (JConalo- available), the GOP spent $249 1nillion
cration of these points iy o ie in forcipn exchange on military imports,

coordinated with the Burean Ffon With respect to sophisticated weapons

frogran and Policy Coordinaiics, s.ySt(?n;f’ l-Iofuopj.xr(flms‘e_cl 1{6 M,l e g;elty})c

Regional Coordinators and Military 212203 a.“' , bus i’p(‘IBCL 1.)(”"": 10111 4 t"(ft_aB 0‘_, )

hesiatance Staff (PPC/RC).) $¢8 million ‘m 968, repayable o‘\-(.x years

' beginning as of 1970, As requested by the
statute, the Administrator shall take these
matters into account in determining whe-

ther or not to furnish this assistance,

AlLD 3718 15.00)
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CONDITIONS QF THE L0:All

Jeneral Sowndnoas

18.

19.

2].!

Yaa S 201(d). Information and

A dthy

Seves

conclusion on reasonablen:es
and legality (under lews of
counzry and she Unived Stases)
of lerndirg a:d relending terns
of the loan.

Pad 8§ 2510y § nal(e),
injorration cixl conelustor or
aeiviey s ceonomie and
coenreeas soundicss,  If loan
s noc maede pursuent Lo a
ruliilateral plan, and the
arount of the loan cxeceds

$100,000, has couriry submitied

to A.I.D. an aoplication for
sueh junds wogoether with
assuranees to indicate that

funds will be wsed in @ econcm-

Teally and technically sound
manner?

G40 251(b). Information ard

-1 . L N 1.
conciusion on capaceidy of tne
country to vepay the loan,
ineluding recsonaolencss of
repayment prospects,

Fid § 621(a)(1). Prior to
wimniug of loan will therc be
(a) cnyinecring, Financtal,

ard ovhcr plans necessary to
carry out the zsatstanee and

(1) a rcasoichly i esiimace

of trne cost to the Untted States

of the assistunce?

Annex 1
Page 8 of |17

The subloan terms for this project are proposcd
by the GOP and are considered reasonable and
legal in all respects,

On the basis of the information contained in the loan
paper, the project is considered cconomically and
technically sound. An application has been re-
ceived and is included as an annex to this paper.

FForcign exchange reserves of the GOP are such
that Peru's long term foreign debt appears manage-

able and the repayment prospects for this loan reca-
sonable,

Yes,

ALl 9°TA (5eb0)






26.

27.

(a) other important arcas of
cconami ¢, political, and soctal
developmont, wooluding industry;
free libor wntons, cooperatives,
and Vo luntary Agencics; trang-
portation and cammmication;
plaming and public administration;
urban development, and
modernication of existing laws,

Fid § 209, Is project susceptible
of execution as part of regional
project? If so why is project not
so executed?

FAA § 251(b)(3). Information and
conelustor. on activity's relation-
nip to, and consistency with,
sher development activities, and
ts cortribuition to realizable
ong-range objectives.

s
o
l

A § S51(5) (7). Inmfowrmation ard
orelusion o Whetrar or nol the
activity to be finaneed will
ontelbute to tne achicvement of
self-sustaining yrowth.

'xj'

Q

[“s TR aY

Fad 5 231(a) . Deserile estent to
wiien toe loan will contribute to
the objoclive of assurig maxinnm
purctelpation in the baslh of
econcmie development o Lhe paret
of trnu people of the country,
throwylhi the crceowvagenent of
democruziice, mivate, and local
goverrmental institutions.

Anncex 1
Page 10 of 17

(see preceding page).

No,

The proposed program, by increasing agri-
cultural productivity and improving rural
living conditions, may reduce migration to
urban centers and improve income distribu-
tion, This complements the GOP's long-rangc
agrarian reform program,

By rchabilitating the agricultural base of the
disaster avea, the project will contribute to
the achicvement of self-sustaining growth.

Cooperatives, by their very nature, are private
and democratic, This type of institution will be
atvengthened by the loan,

AlD 3-7A 15.66;
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to wirteh ‘Pl’i(]m’” PZCO:Z”“;'"*’“ The program of agricultural credit is parti-
- 't » needs, desires . .
:’}:2 léa;:‘l‘flgzgi ;}et,l’ea" 01 ‘;"c”or. ¢ rly suited to the needs and desires of the
KDACT 4 % vl L. .
: iy peop ’ v ie of the disaster area,

the country; utilizes tre
country's intellectual resources
to cncourage instiiuz.cral devel-
opment; ard supports civie
education and training in skill:
reguired for effective partic-
ipation in govermmental and
political processes essential to
self-government.

31.. Faa § 601(a). Information and a) not significantly.

32.

33.

e

conclustons whether loan will b) yes - in agricultural sector.
encourage efforts of the country c) yes - see 33 below.

e ' 990 -1 * o . .
to: (a) increase the flow of d) yes - loan directed to small and medium

Y 99 7 yan . Ias /3 PR RS

uz‘:ernat%m?al_ trade; {b) fouic'..r" farmeors.

pm.vate nitiative and competition; - 2 basic tenet of »rvised l'i;

(¢) encowrage development and use e)yes = a basic tenct of supervised credi
, , LTSN is to improve techrical efficiency and

of cooperatives, crecit unions, productivity of agricultural sector.

and savings and loan associations; f) No.
(d) discourage monopolistic

practices; (e) improve teennical
effictency of industry, agriculture,

and comnerce; and (f) strengthen

free labor unions.

Fan § 619, If assistcnce s for

newly independent country; 15 1t Peru not newly independent.
furnished through multilateral

organizations or plans to the

maxtmen cxtent cppropriate?

. N . + .
ﬁf‘—iﬂ) ‘Inff)n‘la".:'::on @d The last CIAP review of Peru emphasized
(;.'.’)nc/-u;:'z:on on L)I:"C'LITC;P tlf-d A(u.'{.-.',vvx, “Y  the need for international financial assist-
L8 consretent Wv'”l thc J:z.);cl'z,)l;;_‘ﬁ ance in Peru's development programs,
~and recommendations of tne Intor- In addition, CIA]? endorsed the need for

S an “ * g AP R Y Y iyipe . . :
/1‘!”32’7«&01 (10””"7:f't‘_33 foi the /‘”"Ij“"('c strengthening farrning groups and orpgani-
Jor Pragress in 18 an wal Pev.it zations to better cope with their develop-
of national development cetivities. ment problems,

ALD 3-7U (5:60)



34,

35.

Loan!

reoopurakive movement in

Fad § fai(q), Information and
__,.__.—...._,_Ao. . -
concluston on use, of toan to
assict in promoting the

Annex 1
Page 12 of 17

A significant portion of sub~loans will be made
to cooperatives and group farming enterprises,
thus enchancing the cooperative movement in

Lin Americea. , :
Latin America Latin America,

FAA § 209: § 251(b)(d).

Information and conclusion Not directed toward regional development.

whether assistance will
encourage regtonal development
programs, and coniribute to .
the econcmic and political
integration of Latin America.

s Effect on U.5. and A.I,D.

Progrem

36'0

37.

Faa § 251(b)(4): § 102, Information
and conctusion on possible effects
of locn on U.S. ccorcmy, with spoecial
referehice to arcas of substantial
Labor surplug, and zxtent to wricn
U.8. cormodities and asststance are
Furricned in a manner conststent
wiin improving the U.S. bualance of
payments position. )

Fa4 § 601(>). Informatio i
conelusion on how tne loa. ill
enecouraze U.S. private trade and

Tnves tment chroad and how e . Ll

engourage private V.S, particizabion
in forcign assistance prograns
(irciluding use of private trade
chanrcls and the services of U.S.
privcte enterprise).

Apart from possible purchase of some U, S,
goods and services, loan is for local costs
with negligible effect on U.S. economy,
slight adverse effect on U.S. balance of pay-
ments. Purchase of livestock for livestock
portion of project expected to be lavgely
from the United States.

Sce item 35.

AID $-TA seuu)



38.

39.

40.

4.

- private enterprice,

Paa 8§ 6oL, 1) a capital
progect, are ongincerin) and
professtoral vervices of U.S.
firms and their affiliates used
to the maximuwa extent consistent
with the national interest?

FAA § 602, Information and
corelusion whether U.S. small
business will partieipate
equitably in the furmisking of
goods and services financed by
tie loan.

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

rA4 § 621, If Technical
Assistance s financed by tne
loan, information and conclus:=on
wiether suel assistance will De
furnished to the fullest cxtent
praciicable as goods and profes-
sitonal and other services Frown
private enterprisce @ 7 conlract
basis. If the facic
Fedaral agencies wit
injorsation and conclusior on
whether they ave partic. 'arily

suitable, are not compevriive with

and ccn be
made avatlable without wndue

‘26 0F othor
e ubtlined,

Annex 1
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U. S. contractors will be able to compete
for furnishing of consultant and personal
services, directly financed by loan, and for
livestock and other agricultural inputs in-
directly financed by loan, It is likely

that adequate Poruvian techniclans are
available,

Loan agrecement will so specify,

Loan agreement will specifically provide
against such eventuality,

It is contemplated that technical assistance
will be provided by private industry on d
contract basis,

interference with domestie prograns.

AID 3 71 45.00)



42.

JA § 252(e). Total amount of
moncy under loan which is going
directly to private enterprisc,

ig going to intermediate credit
tnstitutions or other-borrowers
for use by private enterprise, is
being used to finance imports from
private sources, or is otherwise
being used to finance procurements
from private sourcess

Loan's Complience with Specifie

Requirements

43.

LY/

45,

46 .

Fa4 §.201(d). Is interest rate
of lean ai least 2% per cnnum -
durirg grace period and at least
3% per annum thereafter?

Fa4 § 608(a). Informetion on
measures to be taken to utilize
U.S. Goverrment ezcess personal
property in lieu of the
procurement of new items.

Faa § cod(a). Will all commodity
procuvenent financed under the
loan be from tne United States
exeept as otherwise deternined by
the President?

rad § ¢04(b). #hat provision is

made o prevent Trancing commodity
precurcnient tn bulk ac prices Atgher

than adjusted U.S. market price?

Annex I
Page 14 of 17

Technical assistance expected from private
contractor. All other loan funds will be going

~through an intermediate credit institution for

usc by privatc borrowers,

Yes. .

Not Applicable.

Procurement will be frorm Code 9-1 countrics
as permitted by Presidential determination,

Loan agreement and implementation letters
shall so provide,

AlD 3-7A {5-60}
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47., FAA S 604(d). If the cooperating
country atscriminates against U,S, Page 15 of 17
maring insurance companies, will loan  ‘Loan agrement will so specify.

agreement require that marine
insurance be placed in the United
States on commodities financed by
the loan?

48. FA4 § 604(e). If offshore procure-
ment of agricultural commodity or No financing of such procurement is
product is to be financed, is there contemplated.
provision against such procurcrient :
when the domestic price of such
commodity is less than parity?

49,. FAa 8§ 611(b);: App. § 102, IF locn
¢ finances water or water,pazatb‘d No large scale water or water related

land resource construction projec.: -land resource construction project or
or progrem, s therc a bencfit-cost program will be financed,

eomputation made, insofar as

practicable, in accordance with the

proceaures set forth in the Manorandum

of the President dated May 15, 19627

50. FAd § 611(c). If contracts For-
construction are to be Tinaneed,
what provision will be made that
they be let on a competitive basis
to maxinnen extent practicable?

Not applicable.

SL. P44 § 620(q). What provision is

there aguinst use of subjeet Loan proceceds will not be used for pro-
assistance 1?0 compensate ouncrs curement of land, Loan agreement will
for expropriated or ratioralized so specify,

property?

ALO J:700 (.00}



52.

53.

54,

56.

57.

Annex 1

F,i»l §atturh): § 0360, Deoeride
Page 16 of 17

steps raken to assuve that, to tac
maximaen ecatent pocotble, the country
o . . . ) . N D 4 H 3 .

1g contributing loeal currencics to GOPis contributing $720, 000 in counterpart

meet the cost of contractual and local currency to project, _
other services, and foreign currvencics No U.S. owned foreign currencies available.

owned by the United States are utilized

to meat the cost of contractual and
other services.

App. § 104, Will any loan funds be
us.ec'i to pay pensions, ete., for No.
mtlitary personnel?

App. § 106. If loan is for capital
project, s there proviston for
AI.D. approval of all contractors
and contract termg?

Loan agreement will so specify.

App. § 108, Will any loan funds
be used to pay U.N. assessments? No,

4pn. § 109, Compliance with
roqulations on enployment of U.S.
and local personnzl for funmds
obligated after April 30, 1964
(A.I.D. Regqulation 7).

Not applicable,

FAA & 036(2), WLIL any loan funds
be uged to finance purchase, long-
term lease, or exchange of moton
vehtele maufactured outstde the
United States, or any guaranty of
such a transaontion?

AID 3+7A (5-Gu)
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58. Arp. § 501, wr12 any loan fundy Aunnex §
be wsed Jor pulhlicity ou Page 17 o1 33
provaganda purposea vith i No. ‘
Wited Statcs rot authopised by
the Coryrcas?

59. Fi4 S enock, I conatriet o
OF Productive enfopypiey, 1) Not applicable,
CEIregare valie of woaleotoe

to be furrished by i eiiod

A 4 . - ..
Stares ecxroced §100 s 11700

60 SAN S It i e e i
Tt - . T No UL, S, vancd cacess forcign cuFiems
OTULCE (% cres S Dy capone . Vo - ‘
oy Y v * ;|-. l‘ ';‘:‘ oy
Qnd, Uf so, sl e g Cles avatlable,
" + . 2 <
beon made Jor Croop
61. MJA_ 901.b. Conpliane. vich The Losn Aprececin will g0 g0,
reguirecont that o legar o0 1or cos pliance acith the SO
of the pross toan e ol oS, tlag shippiag ¥ o Ul g €amcaat s

conoadi e (o Cpttbedl pgepatate -
Ly for des ball oo R IS
cargo Toere nd ooy
fivaneed il ton e
avallobhle vnee, v Ly RIS I
he tvanpor el dY s oy
ovned ULr - las o con oy )

il osuch

vessels (ot et
vesseln are o availohle o faty
and rearogai e Pt

*16. FAA AN M the woed i e Ba, The COP has taloi sucly
of recipiont ¢ sty y tagrled POATULCL an age A i its
l"l]"(‘ "'(I“(I“”!'. o o pProevent (auil‘fll_.“l‘.“ 1 ("uﬂi‘vn‘i a¥ oot §os
narcot {o tll‘\l,‘:’ﬂ ared ot b traffje o i? Gt At e
(‘()i;lt'ullmi Soliitane e (e WLl 1,50, ot s 1 “””%‘““w
doef incd hy the Compr el foe prodact e WP - & .

Drvgs Abuse 'ycvent foay !

Control Act of FO70) prontiee d

0T processed, o vhole o gn
port, In such countiy, oy
Cransported throupgh ol

country, trom bedngy wold §1-
Legally within the Jurioajey fon
of such country to 1,4, Covernment
personnel or thefy dependenty, oy

from entering the U.s. o

Wwanyvativs,,
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MEMORANDUM

April 28, 1972

TO: Mr. Louis V. Porey

Director
. '/. -
FROM: Arthﬂ{)‘\%ﬁ?cﬁ”u’)yv——
Assistant Diructor\}ur Capital Projects

SUBJECT: Section 611(c) Certification for Proposed Supervised
Agricultural Credit Loan in the Disaster Arca

Scction 611(e) of the Foreipn Assistance Act requires that before
development loans are made for any capital assistance project
estimated to cost in excess of $1, 000, 000, the Admi.nistrato.r of

AID must have received and taken into consideration a certification
from the principal officer of such agency with the country in which
the project is located as to the capability of the country (both financial
and human resources) to effectively maintain and utilize the project
taking into account among other things the maintenance and utilization
of projects in such country previously financed or assisted by the
United States,

The proposed loan for agricultural credit in the disaster arca would
utilize a mechanism (the I'und) previously supported by AID loans
527-1,-029 and 527-1,-047.

The loan paper reviews the steps that the executing agencics have
taken to improve the operation of the FFund since the last AID loan
for agricultural credit was made (see Part 1V, D). While operational
problems such as the Fund's collection record still exist, the Fund
is viewed as the best vehicle to channel credit resources to the
disaster zone. (Sece Issue, Part VIII), The executing apencies
intend to evaluate the organization aud procedurcs of the Fund and
implement the resulting recommendations to improve the Fund's
operation, The loan paper at Part VI indicates the adequacy of the
resources to be committed by the Borrower in carrying out the
project, -

On the basis of the information contained in the loan paper I recommend
that you sign the attached ceo rtificate,
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CERTIFICATION PURSUANT TO SECTION 611(e) OF THE
FOREIGN ASSTSTANCE ACT OF 1961, AS AMENDED

I, Louls V, Pores, the principal officer of the Agency for TInternational
Development in Peru, having taken into acceunt among other factors.the
miintenance and utilization of projects in Pery previously financed or
assisted Ly the United States, do hereby certify that in my Judgement
Peru has both the financial cdpability and human resources capability
to effectively malntain and utilize the capital assistance project;
SUPIRVISED AGRICULTURAL CREDIT THTHE BARTHQUAKE DISASTRR ZONL,

This certification 1is based intev alia on the Government and Fund's
pertormance in the exceution of comparable agrvicultural eredit projects
tinanced by A,1.D. Loans 527-1,-029, S27-L-0U7, and A, LD, Grant

No, 527N601, and on the memorandun dated April 28, 1972 from the Assistant
Director for Capital Projects, USAID/Per,

/’ ;
" Touis V, Perey
Director USATD/Peru
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MINISTERIO DE AGRICULTURA
.. A2 #0
Lima, 15 #A&Y 72 2
Oficio N® ¥4 72/CT,1.DG.Z01.DM
| 2 3 MAR 1972
Doctor :
Louls V, Pérezx | o { \" '
: : % U ..

Diractor do la Agencia para el
Desarrollo Internacional USAID Perd
Presento, -

P e R P

Asunto : Programa de Crédito Agricola para ¢! Arsa
Afectado por el Sismo del 31 da Mayo de.
1970 .- Préstamo de US, § 5'000,000.

Tengo &l agrado de remitir a su Dospachs, el docume:its
du trabzje qua sobre ¢l asunto roferide ha sido praparade por ¢l Portafolio a
mi cargs, y qua constituye el resultado de los continuas conversaciones Gue
tostuvieron nuestros respactivos Representantes,

Dada la impartancia socio-acondmica del citado Progra
ma, y la valiosa cooperacién finoncicra por usledes ofrocida para tal efecto;
mucho lo agradecers qus 1an pronto como al mencionado documento sea ara
lizado y e haya dictado el pronunciamiento respactive, este nes sea devuelio
de tal mensio de podoralizar los consulias necesarias que parmitan deniro
del més bieve [.lazo culminar cén Exito tan significativa muestra de ceopera
¢cidn internacional,

Aprovacho esta oportunidad para rcnwrarlo los sentimien

tos clo mi radis alta « = "na parsonal, -
ASTILN ;0L u/ﬁf/' v ’-T-»0 - o~ //
Y ) ,.,..of})/ec; IT" / / / /(4 “ /
) g TN
"'~" qc . \/CM\-I & Y -—f
AT Ganeral de Divisidh EP, Enciqle Valdez Angulo

MINISTRO DE AGRICULTURA

- Inc%oaxééu'nZa do.
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and its Aftermath

A. Background

On May 31, 1970 an earthquake of 7.7 magnitude on the
Richter scale struck Peru. The department of Ancash suffercd
the most damage, though the departments of La Libertad, Hufnuco
and Lima werce also affected,

Compounding the effects of the earthquake itself, were the
ensuing landslides and floods which wiped whole towns and villages
off the map, and blocked roads from the Sierra to the Coast,

The carthquake, landslides, and floods killed an estirmated
70, 000 people. 500, 000 people were left homeless, 100, 000 were
reported injured, and 20, 000 children were orphancd, " The Govern-
ment of Peru has estimated a total material loss of $515 million. In
all, an area of 80, 000 Km?# (6. 24% of total), with a population of
almost 1, 800, 000 (13. 5% of national total), was affccted. The sub-
zones most severely affected include:

Subzon~ Population Areca (in sz)
Ancash Coast 213, 600 10, 900
Huaylas Valley 248, 900 10, 137
Conchucos Valley 127, 800 7,112
Marafion Slope 265, 300 12, 762
Pativileca Basin 70,800 _9, 589

9206, 400 46, 500

In the Callején de Huaylas an avalanche followed the
earthquake when a gigantic 25-50 million cubic meter mass of rock
and icce fell away from the north face of Mount Huascaran, As the
avalanche moved down the side of the Huascaran through Llanganuco
Valley, it becarne a highly fluid mudflow. The flow, along with a
deadly rain of rocks, killed an estimated 20, 000 people, and devastated
buildings, livestock, vegetation, and topsoil,

Foliowinp the disaster, the President of Peru designated
an emerpency relief committee situated in the Presidential Palace,
Spearheaded by the Peruvian Government the reliof effort rapidly
Cpained momentuim as public and private donations of food, medicines,
clothing and other cmerpency supplicns poured in from around the
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world, The GODP allocated the equivalent of $17. 5 million for im-
mediate relief and vehabilitation, Peruvian private donations of
clothing, medicine and goods were sent to the Junta de Asistencia
Nacional in lerge quantities, and private sources also donated the
equivalent of $5. 6 million in cash, '

The GOP had many serious problems to overcome in bringing
aid to the earthquake victims. Institutions in Peru, governmental and
private, were not structured to deal with ecmergencies of such magni-
tude. This resulted in some delays and inequitable distribution of
relief goods but realistic efforts were made to overcome these defi-
ciencies and changes in relief operations were made as neccessary,
Considering the difficultics with which the GOP was taced, the overall
effort of the Peruvian authovities and people was admirable,

BB, General Conditions

Prior to the earthquake, the Disaster Arvea contained 139
of Peru's population and produced 14% of the country's GNP, including
1% of its agricultural production, 9, 5% of its industrial production,

2. 4% of its mining production and 48% of its production of fish products.
A large proportion of this output was generated in a few, highly
capital intensive, export oriented industries with absentee (Lima)
owners and thus the economic benefits flowing from this production
were not distributed largely or widely within the area, These indus-
trics, all tocated along the coast, included the SOGESA steel works,
several plants producing fish products (primarily fishimeal), and
several sugar plantations, and are catimated to have producyd nearly
70% of the aveas GNP and 229 of Poru's total exports, Due to the
capital intensity of these firms, the limited and generally foreign
markets for their outpat, and their absentee ownership, these fiems
dhid not provide cmployment in the arca in proportion to thetr output,
nor did they reinvest in the aven any sipnificant portion of their profit,
Thus, over the years there has heon a steady ontllow of capital from
the Disaster Area with resultineg deletervious effeets on the cconomy,

The real backbone of the cconomy of the Disaster Area in
the seuse of providing a livelihood for the vitst inajority of the populace
consisted of the highly inefficiont agriculture, the larpe munber of
medium and small size industrial and commercial firms located in
the cities practically all of which were undercapitalized, and the in-
nmunerable small artesan shops emiploying one or two persons usually
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on a part time basis. In addition, there existed the usual proliferation
of services comimon to such an environment, but producing very little
in the way of value added to the ecenomy, :

The extent of the ceconomic problem of the area is evidenced
by the fact that the per capita income in the arca is estimated to be
only $56, with the average worker in the Sierra carning only 25% of
that carned by the average coastal worker. The per capita GNP of
the country as 2 whole in 1971 was approximately $410,

A close interrelationship exists between the demographic
characteristics of the disaster zone and its economic performance,
The population of the affected area, estimated at approximately
L 850, 000 persons in 1971 is young relative to most other arcas in
Peru and relative to developing countries in general, The potentially
economically active represent 29% of the population, as comparcd
with 326 for the country as a whole, The unemployment rate varies sca-
sonally, but recent estimate: mdicate an average rate for the arca of
over 30%. These two factors, the small perceniage of the population
economically active and the hiph unemployment rate, signify a high
dependency ratjo.

In addition, the productivity of labor in the disaster zone is
very low due primarily to the lack of capital, but pa riially to the
existing migration patterns affecting the area, This latter is also a
determinant of (he ape characteristics of the population of the arca,

There are two significant migration runs in the area, one
from the Sicerra to the coastal cities and the other from these coastal

cilies (o Lima-Callao,

As aresull of these (fertility and mo rtality rates do not
differ sipnificantly from other ares . of Peru) the rate of prowth of
the population of (he disaster areais around ), 7, compared with 3,19,
to 3. 5% Yor the country as oo whole, and the population on the coast in
the affected area is prowing by 2U8% and that of the sterra by 0, 79,
both siprificantly under the Sonprrowth of the Lima=Gallao area,

The mipration involved are maostly males of cconomically
active apge and (e physically and mentally most able of the population,
At a consequence, there is diminution in the support portion of the
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population in the disaster avrea and a general reduction in the produc-
Livity of the area's labor force; both eritical losses for an area other-
wise plagued with cconomie difficulties,

Anothev important demographic cha racteristic of the affected
avea is it rapid rate of urbanization, both within the Sierra and along
the coast., The rate of growth of the rural population on the coast is
L 4% while that of the sierra is 0. 500 commpared with an urban growth
rite of 4, 8% and 1, 29, respectively for the two arcas, Currently, an
estimated 0% of the area's population lves in cities, up from 339,
in 1961, and again it is the more able who ave leavir. the rural environ-
ment.  This drain of human capital from rural to arnan and from
gierra to coast to Lima-Callao in Peru hag become a serious consi-
deration for Peru's economic and social development policy,

The topographic and climatic’ conditions are also impotant
determining factors in the cconomy of the disaster avea., The rugged
sicrra makes transportation among the cities of the sierra and between
these cities and the coast difficult and costly and for certain periods
of the year impossible, with obvious effects upon the cconomy, In
addition, only small valleys scattered among the mountains are level
cnough to be suitable f{or cultivation,

The complete absence ol rainfall on the coast lumits agri-
cultural production to lhose a reas which can be irrigated, and the
heavy winter raing in the sicrra erode the soil veducing agricultural
productivity there,

C. Reconstroction Assistance (GOP and Oth er Donors)

The following table illustrates the extont of the GOP's
planned efforts in the disaster area and smimmarizes the reconstruction
lan. The amonnt of tinancing vrequired js an cstimate, [t is antici~
1 i |
vitted that 519 of tlye resources will come from international corpora -

]

tions and institutions, 1090 o the Fandine will be provided from the
4

Biennial GOP Budget, 129 from GOpP owned decentralized institutions,

and 87 (rom privite corporiations and cooperativey,



SECTC: GENZRAL DESCRIZTICON CF FINANCIAL SGURCES AMOUNT PROGRAMMED
PLANNED PROJECTS )
AT TUEE 1 GOP Fublic Treasury S/.5,640,000,000
AID
Ozher :
2. Foreign Financing S/. 92,200,000
3. s/. 20,500, 000
G, s/. 60,000,000
5. S/. 221,200,000
6. S/. 64,300,000
7. s/. 223,300,000
LITH 1. ‘GO? Pubiic Treasury Total planned fbr ha2zlth
AID . facilities in the fPiszs-—
Cuban Assisztznce ter region is movre than
Other Foreign S/.200,000,000
2.
3. < 3
o)) Tis of cus ¢ s
4. Other sralier tealth pProjects
o
cazion 1. s/. 5,922,000
. S/. 331,945,000
2. S/. 900 per pupil Per yezr
3. v
6. S/. 100,000,000
5.
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GZNEBAL DISCRIPTION

FLANNZD PROJECTS

FINANCIAL SCURCES

AMCUNT PROGRADMED

CR:z 2 S. Tezsitility studies for rmural
elcctriciss
6. Tenadiiizaticn of szervices in all
cities of <ha disaster region
MOTICN CF INTUIITRY 1. Szecial Crediz progTan threuzd PuYlic Treasury s/. 6,172,000,000
. tha 3znco Industrial Bznco Industrial
2. rforzation of an Industry Assistance
Qffice Privata Sources
3. Infrestructure for 1l industries
and crafts te 1z Zeveloped
4. Studies end fezsibilicy plans
S. Prozoticn znd icpreovement. of larger
industries

Exploration and feasibdbility studies

LEING 1.

2.

4.
5.
6.

Scientific and Technical research
Fishing Froduction

Yarreting

Tralning

Consumar Tromotisn

Cooplementary Construction and
Equiptent

Public Treasury
Foreign Assistance
(3OLAVD)

Private Assistance

s/.2,000,000,000

s/. 180,000,000

Public Treasurer
Foreign Assistance

s/.4,280,000,000
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Exhibit 2~ The Floods of Ma rch, 1972

In March, 1972 scevere flooding, resulting from torrential
rains, devastated Peru's northern coast, While loss of life was limited
the material damage to the area's cconomic base was widespread,

?

The floods washed out roads and bridges, destroyed crops and irri-
pation systems, croded soils, and damaged houses, potable water
distribution and sewage disposal systemns, Although the department

of Piura suffered the most flood damage, consjderable losscs oceur red
in the departments of La Libertad and Ancash - both of which are
included within the carthquake disaster zone, The flooding of the
Sawnta, Lacramarca, Casma, Huarmey, Viru, Chicama and Moche
rivers caused crop and livestock Josses expected to exceed $/581'000,000
(31, 320, 000), Crops that were not destroyed by the floods are now
perishiing due fo the extensive damagpe to irvigation systems in the
area (estimated ot approximately $500, 000), Likewise, additional
livestuck Josses are expected becanse of the critical shortage of
animal teedstuffs,  The following tables indicate flood damages within
the major coastal valleys of the carthqualke zone,

Estimated Irripation Infrastructurce Damages Causcd by F'loods of
March, 1972, Within the Ioa rthquake Zone

Dikes and

Arca Canals Outlets Qther Defenses Total
Chicama 223,000 425, 000 450, 000 1098, 000
Sta. GCatalina 2'242,000 622, 000 810, 000 3'704, 000
Viru 6-40, 000 a1y, 000 L'558, 000
Sanla 11024, oo 9'g91, sou LOM2a, 300
Nepeia 370, 000 70, 000
Casmia 1'296, 000 11296, 000
Huarmey 704,000 704,000
Total S1191050, 300w
$446,600,

Rato of oxchango, $/.43, 4 per dol lag
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Estimated Flood Damagpges Within
the Farthquake Disaster Zone

Flood Damage -"Santa and Iacramarca Rivers
I. Estimated Grop Losses
Crop I Has. Il Has. F'st. Losses  Est. Future
Lost dhdangered to Date(soles) Losses (soles)
Corn 162 77 1'532, 300 51216, 700
Alfalfa 129 417 698, 250 2'196, 000
Rice 5 388 81, 000 3'967, noo
Cotton 1o 11300, 000
Fruits 99 2, 700 1'254, 150
Other _52 86 201, 000 317, 150
Total 348 1.877 S/2'515, 250 5141251, 000
2. Estimated Livestock l.osses
Est,

I Head Indangered lLosses Future

Lost to Date(a)]us)_hlg_.igiiﬂ)h)s)
Large Animals 37 3, 705 81, 200" 201668, 000
(cattle, pigs,
goats, sheep) :
Small animals 1,596 15,696 51,580 11333, 680
(poultry, ete, )
Total 1, 633 19, 401 S/132, 700 s/21 '801, 680
Flood Damages = Casma River.

Fatimated Crop Losses.
Crop # 1, T ias, lLossey st Futlure
Lost demizlost to Date(sols) _fosges ( soles)

Corn YA 50 2'093, 000 281, 800
Yuca 12 4 665, 000 120, 000
Alfalla 9 72, 000
I raits 16 922, Hoo 480, 000
Other a7 _30_ 901,000 282, 000,
Total 356 90 Y643, 500 Y163, 800

Rate of oxchange '

5/.43.38 per dollay,



C.

1*lood Damages - Huarmey River

Crop i Has,
_Lost
Corn 200
Tomaloes 20
RBeans 40
Sweet Potatoes 20
Aji 10
Other 30
Total 320

Flood Damages ~ Vird River
jges sovara laver

. Estimated Cron_Losses

+

Crop I Has,
_lost
Corn 83
Beans 14
Yuca 17
Aji 6
Sweetl Potatoes 34
Alfalla 15
Other _ 18
Total 187

2. Estimated Animal TLosses

Animal I 1ost
Poultry 17, 000
Other 03
Total 17, 403

Rate of exchange, S/.63,308 per dallar,

Amnex JV
Papge 1) of Vi
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Page 3 of &

J.osses to

Datefrolen)

11600, 000
400, 000
400, 000
120, 0o
GBO, 00O

L 2T0, 000,

§/3'470, 000

Josses to

- Date (moden)

BBYH, 960
106, H20
694, 00D
187, hio
(03, noo

4, oo

1, 000__

S/2'G00, 180

l.oksen to
oDt relen)

615, n0O
29, 600

-

Vha4, GUD



G.

H.

Flood Damages - Moche River

Crop,

Corn

Yuca
Alfalfa
Sugar Cane
Pineapple
Fruits
Other

# Has,
l.ost

13
66
25
15
11
13
9

152

"lood NDamages - Chicama River

(Z.oncs of Parrap6s y Chala)

Crop_

Various

 Has.
Lost

21

[Mlood Damages - Chicama River

(Zone of Paijin)
GCrop,

Corn
Neana

Total

I Has.
Lost

26
14

40

Blood Damapes = Santiapgo_de Chuco

(Z,ones of Angasmarca and Sangual)

Grop

Wheat
Potatoes
Barley
Other

Total

Rute of axcha ngo',

I Ias.
__lLost

115
23
61
31

230

$/.43.38 per dollar,
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I'st. Losses
to Date {soles)

100, 000
655, 000
250, 000
750, 000
440, 000
375, 000

98, 000
§/2' (68, 000

Est. Losses
to Date(soles)

$/460, 500

I'st. losses
to Date {soles)

163, 000
121, 500

§/284, 500

Fst. l.osses
to Date (soles)

402, 500
276, 000
183, 000

207, 500

$/1'069, 000
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I"lood Damages - Nepeiia Valley
Crop ' I} Has. Fst, Losses

. l.ost to Date(soles)
Corn 35 $/900, 000
Flood Damages -~ Otuzco (Salpo and Carabamba)
Crop } Has. Est. Losses

Lost to Date (soles)

Potatoes 110 1'180, 000
Corn 15 75, 000
Wheat 10 30, 000.
Yuca 5 50, 000
Qther 20 80, 000
Total 160 $/11415, 000

Total FFlood-Related Crop and l.ivestock Losses Within Farthquake
Disaster Zone

Has. J.ost IE'st. Losses Est. Future
' to Date lLosses (soles)
1. Crops 1, 84Y © S/20'045, 230  $/15'414, 800
2. Animals S/ 677, 300 $/21'801, 680
Dollar Equivalents
1, <Crops $455,570 $350, 340
2. Animals $ 15,400 $495,500

Rato of exchange, S/. 43,38 per dollar.
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Estimates, verified by on-site visits of members of the Project
Committce, indicate that potential credit requirements for (1) reha-
bilitation of flood damaged farms, and (2) intensification and diversi-
fication activities necessary for increasing incomes of farmers to
a level that will permit them to pay their debts and maintain an
adequate minimum standard of living, are approximately as follows
(by valley): '

Estimated credit requirements, by Valley

Valle Chicama 10'000, 000
" Moche 5'000, 000
" Viru : 15'000, 000
" Santa 30'000, 000
" Nepefia 30'000, 000
" Casma v 20000, 000
" Huarmey 10'000, 000
Total S/120'000, 000 = $2,727,000

In thesc valleys credit is nceded for the: (1) repair of farm
irrigation structures; (2) land levelling of flood and erosion damaged
areas (including other crosion control measures in the Sierra); (3)
repair of drainage and tail ditches; (4) replacement of pumps and
motors and other small machinery and equipment; (5) replacement
of fixed installations such as fences, stables, storage facilitics,
ete. ; (6) replanting of permanent plantations (Eruits); (7) repair of
local dikes and diversion terraces (on [arm, and inter-farm in the
cases of cooperative water uscr's organizations); (8) repair of
internal farm access lanes; (9) livestock replacement (and increase
in the case of intensification-diversification activities); (10) reha-
bilitation of irrigation wells; and (11) crop replacement costs,
including capital inputs and labor costs (including cost of living for

family labor).
The Fund will consider sub-=loansfor these activities to

the extent that borrowers and propcéts meet existing Fund eligibility
criteria, '

Rate of exchange, S/. 43,38 per dollar,



Agricultural Development Bank (ADB) Organization Chart

| Board of |

~ Collections !

;—rLegal 7

‘—{Data and Report; ’

+ {Technical Séction}

) i
{ Dlrc.]Cth.Sl — 1 Legal
—
5 eclu - “Internal | !
X tiv
Committee Audit J
] | Planning and
' ¢ ‘ Fconomic Studies
' General j
| Manager
| | | y
Administration, Finance l Trust Fund { [ Credits Credits ~ | Development
' | | Administration| : Region I . Region II !
Bank i
Branches i
i
_ A N — ] —
Lﬁccouﬁtmg,___ Sub- -Administration i Sub-Administration :
T i of Operations and of Credits '
! Services '
— o 1
41‘.
Agency
Headquarters,

]

"J‘.;J;;d =
@ &G SH
0O =0 1
e S
e <8
[e) o] S~
1 = =
(o3} Q

n



AGRICULTURAL DEVELOPMENT ZAlLY
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ADB OPRRATING RESULTS

(In 'Thousands of Dollars)

1967-1970
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9/30/67 . 9/0/68 _F_ 12/31/69  F  12/30/70 _%
Recelipls
Interest 9,397 90,6 10,870 92,7 17,301 93.1 15025  92.3
Commissions,
etc, 974 9,4 857 7.3 1,286 6.9 1,295 7,7
Total 10,371 100,0 11,727 100,0 18,587 100,0 16,720 100,0
Ixpend] Lures
Interest 2,506 25 3,117 26,0 3,689 19,9 3,092 18,5
Write-offs & .

Provisions 2,160 20,8 1,90 16,3 5,397 29,0 3,883 23,2
Taxes 17k 1.7 228 1.9 335 1.8 312 1.9
Adminiastrative .

cos b 5087 52,9 0,79 452 9,1k2 h9.2 9,390 0.1
Tolal 10,307 99.9. 11,726 100,0 18,563 99,9 16,077 99,7
Resultls I 0,1 1 - oh 0,1 w3 0.3




SUBLOANS

LEPROVED - prrm— . - . ——

"_‘&:{ EXECUTED AMCUNT DIZ3URSED RETMBURSEMENTS
Year E\'O. Amount o/ 15

tMCUNT ey

/. ez, Amocunt 3/, 3/, Canital Interest
1964 809 7,30L,836,00 €6 &,2L1 , 66,00 , 572, 789.36 :§z: 7.

1

5
1966 1083z 21¢,335,238.01 1031 209,514,758.85  18%,157,255.33  101,983,981.75
1967 858k 253,5i8,823.50  55B9 283,929,406.98  214,628,804,90  125,039,272.55 1,2L8,L2
1963 12153 €12,223,5%€ .34 188z2- 573,497,324, 64 39%,653,343,06 173,724,837.25  L,572,541,77
1969 12916 325,223,052,20 izl 308,509,89¢,7% %39, 743,335, 2¢ 277,5 = & .=
1970 BL33 “37,-55,277,20 vmez 436,512,852, 74 328 cﬁj :;- zz ';‘»-"‘ '9?3 2.3 97378'739'1'3
- 258,551,595.22 29£,209,151,06  7,061,597.67
SF7L5TRT SER,FRE,CICIE ZLlZ 393,816,197.77 259,403,335.1L 212,030,274.88  7,957,860.69
972 L3 28,284,789.0L  z3L 4D,378,377.31 3%,328,150.53  16,554,276.81  481,686,72
1972 213 49, 552.334,73 2753 24,937,4k1,23 32,263,098 82 14,254,025,91 445,137.62
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Supervised Agricultural Trust Fund

Anzlysis of Approved Short and Long-Term Loans per Regional Office as of Dec. 31, 1971 (in thousand soles)

Regional Short-term Loans Long-Term Loans Total Loans

Office ¥ Amt. % 2 Amt. % s Amt. %o
Piura 5356 137, 265 6.9¢ 725 117, 714 16, 02 6154 254, 979 9.45
Chiclay 16170 501, 077 25,52 479 119, 298 16.24 160649 620, 375 22.99
Trujiillo 12789 410, 296 20.90 1007 100, 671 13.70 13796 510, 967 18.94
Cajamarca 1745 26, 712 1.36 202 7, 897 .1.08 1947 34, 609 1.28
Huacho 347 37,133 1.892 18 5, 460 0.88 365 43, 593 -1.62
Lima 5144 114, 702 5.84 324 40, 710 5.54 8468 155, 412 5.76
Ica 2912 130, 632 6. 65 425 55, 423 7.54 3337 186, 055 6.90
Arecuipa 8659 314, 831 _16: 03 789 156,113 21.25 944 470, 946 17.45
Hrancayo 3 625 | .03 453 40, 155 5. 47 456 40, 780 I.51
La Merced 2936 60,826  3.10 123 48, 357 6. 58 3059 109, 183 4. 05
Cuzco. i523 210, 655 10.73 336 41, 752 5. 68 1859 -252, 407 9.35
Puno 331" 18, 755 0.9% 3 116 0. 02 334 18, 871 0.70

Total 60918 1,963,509 '100.0 49 54 734, 668 100. 0 65872 2,698,177 100.0

Source: Agriculture Development Bank - Trust Fund

*
Rate of exchange, S./%23.38 per dollar.
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Requirements for Cooperatives, Communities, SAIS, and Other Groups

Article 42, ‘The requests for cooperative loans from campesino communities,
agricultural associations and other rural groups with 1ega1 status will be
subject to the following provisions:

1, lor Cooperatives, Campesino Communities and Agricultural Associations

(SAT1S) s

The request will be accompanied with the following documents:

a). A certified copy of their official recognition (only for
1st loan).

b) Proof of registration in Public'Registry (only for 1st loan).

c) Certificd copy of Notary Public or Justice of the Peace, of
the Minutes of the CGeneral Assembly indicating:

1) Authorization for request Ffor loan,
2) Turpose and amount of loan,'

3) Names of representatives who will handle loan contract
procedures,

#) Ministry anthorization to supervise loan, and
5) Joint responsibility until loan has been cancelled,

d) The documents or legal titles accrediting ownership, posscsion
ot tenancy of the property by the cooperative, campesino com-
munity or SAIS,

e) Copy ol previous year's balance sheet, or the last balance
sheot prepared (not tequired for campesino communities) and
a list ol all obligations and annual amortizations of same.

f) List of members; indicating avea, amount by type of loan, and
oblipation of cach beneficiary if the loan will be granted in
order te make sub-loans to members.

af

A stated fn the Apricultural Credit Manual
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2. Other Rural Groups:

The requests submitted by other rural groups will be accompanied
with the same documents required of the cooperatives and SAIS. In cases
where points a. and b. are not pertinent, these will be substituted by
the incorporation agreement which shall be notarized.

Article 43. The cooperative shall be responsible in the granting ‘of
loans to production cooperatives.

Article 44, ‘Jwo alternatives may be considered when granting loans to
agravian service coops:

1. Loans to cooperatives for the purchase of goods which will benefit
all members (rice mill, wells, pumps, etc.). In such case the responsi-
bility for payment of the loan is the coop's, which will assume responsibi-
lity for payment from its own financial resources rather Lhan with profits
from production of the member's plots.

2. loans to coops for sub-loans to their members. The request for
loans shall be accompanied with a list of the borrowers indicating the
arca, amount hy type of credit and total obligation of each.

The obligation of the member receiving the sub-loan from the coop
will cover the amount of theob lipgation, capital and interest derived
from such sub-loan.

In casc of non-payment due to the sub-loan benefliciary's failure
to repay sub-loan, the coop will cover the debt from its own resources.

In case the non-payment of the sub-loan is due to justified causes,
the debt will be considered topether with the other sub-loans under simi=
lar conditions, for postponement or carryover of the balance pending.

The fund will look to the coop which will continue to be responsible for
the sub-borrowers until the entire loan has been paid off.

Article 45. Coop members receiving sub=loans are obliped to channel the
amount of the items corresponding to inputs and other services rendered
throupgh the coop.

No member may receive a sub-loan from his coop together with an
individual loan regardless of its purpose.



Article 40,
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In orddr 1o hecome a beneficiavy of loans through organized

proups the members must satisfy the requivements provided for in Article
48., (i.e. the requirements for individuals).

Article 47.

In case a lLarmer owes and wishes to join and become a

borrower from a coop he must proceed as follows:

1.

2

o

For Farmers who owe the Banco:

a)
b)

Pay debt in order to the advance from the coop; or

Commit himself to pay the balance due according to the plan
approved by the lLocal Committee and the Bank pursuant to
provisions contained in Article 83.

The armers whose debts have not matured shall recelve
credit from the coop for crops which have not been finan-
cod and will not lorteit their condition of debtor to the
Bank nor compromise the guarantee of their debt. The

coop will puarantee payment of” the debt alter which payment
they become qualificed to be users of the Fund,

For farmers owing the Fund, with a tavorable opinion of the Commit-
tee the coop will assume the debt through the respective Transfer Document
which will be sipned by the incrested party and the coop before the Bank.
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ApMin Personnel in Disaster Zone

Regional
- Office

Agrarian ecnginecrs 25
Civil enginners 1
Chemical engineers

Lawyers 2
Veterinarians 1
Economists 1
Sociologists 1
Anthropologists 2
Accountants 4
Other professionals 6
Agricultural technicans 4

Technial Veterinarians

47

Agrarian Agrarian
Office of Office of
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Agrarian Agrarian
Office of Office of

Trujillo Chimbote Huaraz Huamachuco
40 20 20 12
2 1 1
1
15 3 3 1
5 5 6
1
3
10 8 6
57 23 25 24
6 11 10 12
142 71 71 49
Total 386

* oxcluding secretarial, clerical and administrative personnel.
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CAEC met on February 17 and approved subject IRR with following
observations:

l. Loan paper should contain clear statement of eligibility criteria
for subloans as well as definition and profile of eligible clientele.

2. In evaluating effectivencss of cxisting Ag Credit Program, ana-
lysis should disaggregate delinquency/default category to determine
percent of portfolio in arrcars by time period and percent uncollect-
ible, and provide explanation causcs of resulting pattern.  Loan
paper should describe corrective actions to be taken by GOP, Paper
should also describe policy on utilization of sub-horrower repay-
ments to Ag Credit Fund under new loan, Recommend that repay -
ments on subloans be reserved for relending in this arca for a period
of at least 5 years., IRR states that local agricultura agent wil)
supervise use and collection of credit., This is slight departure
from usual Supervised Ap Credit Trust Fund proccdures whereby

Ag Bank assumecs responsibility for collection. low will modified
procedure improve collec ion process?

3. Economic analysis should be on a with-and-without basis ro-
) » P
jecting benefits expected with program,

4. 12-year credit for cattle appeared excessive: need for such terms
should be reexamined. Also should examine employment impact of
cattle investinent and determine whether such sub-projects may con-
flict with social/employment objectives, ‘

5,89, 250 upper limit on individual subloans also appeared high,
Rationale for level should Le fully explained,

6. Mission and GOP should determine what percent of funds should
be dircected toward what purposes, c.g., percent allocation of funds
in favor of labor-intensive crops vs, on farm capital investiments
allocation for small vs, medium=-size farms, ete. .GOP should
also consider research activities in the area to determine most
fecasible agricultural production possibilities and identify existing
constraints,

7. Basic rationale for loan scen in terms of its impact on alleviat-
ing carthquake problems, '
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Provided from: Alliance for Progress Funds

Peru: Supervised Agricultural Credit

Pursuant to the authority vested in the Deputy U, S.
Coordinator, Alliance for Progress, by the Foreign Assistance
Act of 196], as amended, and the delegations of authority issued
thercunder, I hereby authorize the establishment of a loan
("Loan"), pursuant to Part I, Chapter 2, Title VI, Alliance for
Progress, to the Government of Peru ("Borrower') of not to
exceed five million United States dollars ($5, 000, 000) to assist
in financing the United States dollar and local currency costs of
a supervised agricultural credit program in the area affected by
the carthquake of May 31, 1970 ("Project'). The Loan shall be
subject to the following terms and conditions:

1. Interest and Terms of Repayment

Borrower shall repay the Loan to AID in United States
dollats within forty (40) ycars from the date of the first
disbursement under the Loan, including a grace period
not to exceed ten (10)years. Borrower shall pay to AID
in United States dollars on the disbursed balance of the
Loan interest at the rate of two percent (2%) per annum
during the grace period and three percent (3%) per annum
thercafter.

2. Other Terms and Condilions

(a) Al poods and services financed under the Loan shall
have their source and origin in Pcru and countries
included in AID Geographic Code 941.

(b) United States dollars utilized under the Loan to finance
local currency costs shall be made available pursuant
to procedures satisfactory to AID,

(c) Prior to any dishursement of loan funds Dorrower shall:
(i) Submit in form and substance satisfactory to AID
an operation plan sefting forth the numbers and
qualifications of agricultural technicians and Bank
agents regponsible for exccution of the project, and
(if) Deposit in the Fund the amount of uncollectibles
due under priov agreements through CY 1971,



(e)

(f)
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Prior to auy disbursement in calendar ycar 1973, Bor-
rower shall submit in form and substance satisfactory
to AID: _
(i) A reviscd definition of uncollectibles, and
(i1) The results of its evaluation of the existing orga-
" nization and procedures of the I'und and its recom=-
mendations for modification to improve collections.

Borrower shall covenant that no. farmer or.group farm-
ing organization eligible for ecxisting credits.of the types
proposcd hercin financed by other international institu-

. ‘ . 0 .
tions shall rececive AID loan funds in licu of such financing,

(g)

(h)

(j)

Borrower shall covenant as under prior agrecements to
replenish the Fund by the amount determined as uncol-
lectible cach year.

Borrower shall covenant to allocate during the threc
years following disbursement of the loan at least as much
money to the disaster arca as is received in repayments
under this loan,

Dorrower shall covenant to iimplement the recommendations
resulting from its evaluation of the existing organization
and procedures of the Fund.

This Loan shall be subject to such other terms and condi-
tions as AID may decem advisable,

Deputy U.S. Coordinator

NDatn



