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AID Loan and Related Grants for
 
Tourism Development in Central America
 

SUMMARY 

Under the authority provided by Subsection 624(d) of the

Foreign Assistance Act 
(FAA) of 1961, as amended, we re­
viewed (1) a $15 million AID loan made to the Central
 
American Bank for Economic Integration (CABEI) to finance
 
tourism in Central America and (2) certain grants made by

AID for developing tourisml in Central America. 
 The pur­
pose of the inspection was to determine whether the ob­
jectives for which the loan and grant funds were made
 
available were being attained.
 

We conclide.: zliat the loan made to finance most of the 
estimated costs of constructing certain infrastructure
 
facilities (such as airports and highways near existing 
or potential tourist attractions) was made prematurely

in that adequate technical and financial feasibility 
studies had not been made. 

Section 611(a) of the FAA and AID regulations require s.ch 
studies before large scale capital assistance funds are
obligated by AID. Although an AID General Counsel rulln;
indicated that the FAA proviso need not apply to loans of
this kind (through intermediate credit institutions) we do 
not believe this particular loan should have been made 
until feasibility studies had been completed because or 
the circumstances we cite in the report.

IWc fou: d that the loar ',,as ,a %-e a clearwithout under­
standing, by the Central American countries of the loan's 
ails and purposes. A recent AID evaluation report vali.­
dates that findino. X 7-- TD-ihf-astructure facilities had
been startec-more than two ','ears after the loan was signec
and± the amount of the loan will not be sufficient to cover 
the costs of- the infrastructure the loan was intended to
finance. The original estimate of $18.6 million for the 
cost of the infrast-ructure :acilities which was the basis
for thc .1oan is curret Iv est ima ted at $32. 7 million. 

Some of the designated sites on which the loan was based 
are not suited for the intended projects nor will some
of the facilities for which funding was provided be needed. 

Furthermore, there is ro assurance that substantiaathe 
public and private investmen,t funds needed to utilize the
infrastructure facilities funded by the AID loan will be
 
available.
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We recommend that AID, when making loans 
to intermediate
credit institutions 
(ICI's), apply the requirements of
Section 611(a) of the FAA to 
such subprojects as are
known at 
the time a loan is made; and that AID otherwise
apply prudent management techniques, such as preloan
feasibility studies, 
to such projects.
 

AID's response implies that because technically ICI loans
are not subject to Section 611(a) it need not apply pru­dent management procedures thereto. 
 AID states that
"Congress appears to 
be satisfied with AID's 
interpreta­tion of 611(a) as it applies to ICI loans." 
 IGA suggests
close review of this point by appropriate committees of

the Congress.
 

We also recommended several corrective actions 
in connec­tion with the subject loan, and a re-examination of AID's
coordination with donors 
in view of our finding of over­lapping studies by three 
users of U.S. funds.
 

A special effort was made in this case to affect a meetingof the minds as to the issues involved. As the Bureau
comments (reproduced verbatim as an appendix to this re­port) indicate, TGA analyzed the Bureau's draft responseto our draft report in detail. 
 We also met with Bureau
officials to attempt to 
further delineate the issues.
The Breau' s revised comments ere even longer than its 
draft anzd still ire not,We have in our opinion, fully responsive.requested review of the issues by the Office of
the .\dmini ;tr:tor of \TFD. 
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BACKGROUND
 

For seceral years CABEI has made loans for the financing

of facilities for tourists, primarily hotels and hotel
 
related facilities. A significant part of the funds used
 
by CABEI for this purpose was derived from funds loaned to
 
CABEI by AID. To further develop the tourism industry in
 
Central America, AID made a loan of $15.million to CABEI
 
(loan No. 596-L-013) on Eli y2%--. CABEI was to
 
sublend the AID funds to CABET's five member countries
 
(Guatemala, Honduras, El Salvador, Nicaragua, and Costa
 
Rica) for the purpose of constructing a number of tourist
 
infrastructure projects Oa those countries (hereafter
 
referred to as subprojects) and For related technical
 
assistance in su'-:,r: of tourism. The term tourist 
in­
frastructure refeys to such items as airports, highways
 
or utility systems to serve tourist areas. The five Cen­
tral Ameriacan countries and CAI were also to provide
 
a total of $5 million towards the total project cost o!
 
020 million.
 

The loan was design&, to integrate tourist activity in 
all of Central Amer:ica by providing "poles," or prime

tourist attractions in each country along with secondary 
attractions which tourists could visit in connection with
 
their trips to the primary goles. The expectation was
 
that tourists would include visits to several countries
 
iin their itinc,rna ius anad thus a Centrali American tourist 
circuit would he develope . The infra structure was con­
sidered necessary to ncou:rage private investment in 
tourism indutries havinn i.. !orc'i)n ,-xchange earning 
potent i a . 

The loan agreement tentativev selected for financing 12 
subprojects at which touris- attractions either existed
 
or would be constructed (c pag'e 4) e amount of All) 
funding provided by the lo.t was based cn cost estimates
 
for the infrastructure facilities at these 12 sites. 
 All 
sites were selected becans- they conformed to the re­
gional concept of the project. 

So.c of the site- of possible tourist attractions were 
suggested by a general study of tourist potential in 
Central America made for .:! ICR a S aInish firm, Tech­
niberin. Thc loan ayreeent incluAo sites suggested by 
Techniberia, which were largelv seaside locations where 
potential tourist accommodations might be built. Other
 
sites included in the loan agreement were those already
 
of interest to tourists, such as Mayan ruins in Guatemala
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and volcanoes in Costa Rica. The sites suggested by the 
Techniberia report were not selected as the result of de­
tailed feasibility studies but were suggested as sites
 
having possible tourist potential.
 

Following is a list of the subprojects tentatively selected
 
for financing by the loan agreement and the infrastructure
 
which the loan was planned to finance at each location:
 

Tourist Infrastructure Facilities
 
Country Attraction Location Planned for Financing


by AID Loan
 

Guatemala Mayan ruins Tikal Airport, road, ruins
 

restoration
 

El Salvador Beach resort Icacal Airport, road, utilities
 

Honduras Beach resort Tela Airport, road, utilities
 

Beach resort Islas de la Airport, road
 
Bahia 

Mayan ruins Copan Airport, road 

Nicaragua Beach resort San Juan del Road, utilities
 
Sur
 

Beach resort Masachapa Road, utilities 

Beach resort Corn Island Airport 

Lake facili- Lake 
ties Nicaragua 

Docking facilities, 
navigation aids 

Costa Rica Beach resort Bahia de 
Culebra 

Airport, road 

Volcanoes Poas and Irazu 

olcanoes 

Roads 

The Capital Assistance Paper estimated that the construc­
tion cost of these facilities would be $18.6 million. 

In addition to financing infrastructure subprojects, the 
loan also provided AID funds which CABEI was to relend to 
its member countries for the following purposes: 



To finance the establishment of training 
schools For hotel executives and for 
hotel employees $ 375,000 

To finance tourist promotion activities 375,000 

To finance feasibility studies of sub­
projects 300,000 

$1,050,000 

CABEI was to provide ar. additional $350,000 towards these
 
activities.
 

The loan is ,inistered for AID by its Regional Office 
for Contrai American.Programs (ROCAP) located in Guate­
mala City. 

SCOPE OF INSPECTION 

We reviewed AID loan 596-L-013 and certain related A D
 
grants to determine whether the objectives for which the
 
loan and grant funds were made available were being
 
attained.
 

Our review included an examination of records and docu­
ments at AT)/1'lashintorT and at ROCAP in Guatemala City;
and discussions with: AID officials in Washington and
Cuatemala City, CA:IB officials in its headquarters in 
Honduras and at its office in Costa Rica, and consult­
ants employed by certain Central American governments
and organizations in connection with tourism develop­
ment activities. 

The findings resuilting from our review were discussed 
with responsible officials at both ROCAP and AID/Wash­
ington. After AID's Bureau for Latin America submitted
 
dra ft comments to our draft report, we met with Bureau 
officials to attempt to further delineate the issues.
 

II.SULITS O.)F INStPEC'FiON 

A. AID Loan for Tourism Infrastructure - We concluded 
that the AID loan of S15 million to CABEI to finance 
most of the estimated costs of constructing certain in­
frastructure facilities (such as airports and highways
 



existing or potential tourist attractions) was made
 near 

prematurely in that adequate technical and financial
 

feasibility studies had not been made.
 

FAA and AID regulations require such
 
Section 611(a) 	of the 
 are

studies before large scale capital assistance 

funds 

of direct loans. The loan was made
 obligated in the case 


without a clear understanding by the Central American
 No AID infra­countries of the loan's aims and pu:poses. 

than two years
structure facilities had been started more 


after the loan was signed, and the amount of the loan will
 

cover the costs of the infrastructure
not be sufficient to 

Some of the designated
the loan was intended to finance. 


suited for the

sites on which 	the loan was based are not 


some of the facilities for
intended projects, nor will 

which the fuading was provided be needed. Finally, there
 

assureance that the substantial public and private
is no 

infrastructure
investment funds needed to utilize the 


facilities funded by the AID loan will be available.
 

- Section 611Ca)1. Feasibilitn Study euirements 
in excess of $100,000 can­

of the FAA requires that funds 	
sub­by AID for any 	 project requiringnot be committed 

financial feasibility studies
stantive, technical and 

unless such studies have been made. In the case of AID
 

loans to intermediate credit institutions (ICI's), such
 

CABEI , which relend AID funds, the sub-borrower (i.e.,
as 

the ICI) is often not knownthe person borrowing from 
the ICI. There­enters into the obligatien withwhen AID 


fore, in such instances it would be difficult to make
 

technical and financial feasibility studies of the sub­
which are the ult imate users of the AID funds,projects, 

Accord ingly, in the case
the funds are obligated.before 

29, 197! the ATD General Counsel'sof ICI's, on Septem.fber 
AID loan agreementOffice (GC) his deteriiined that only the 

with an ICI requires compliance with Section 611(a) and 

that the planning for the subprojects to be financed with 
not necessarilyAll) funds made 	 available to t~1e ICI need 

The CC's ruling, however, pointedcomply with the stacute. 
as to how 

out that it was primarily a matter of judgment 
should applied to activities funded by

Section 611(a) be 
ICI's with All) 	 funds. 

In the case of 	 loan L-013, however, the sub­
by CABEI's relending of the AID

projects to be financed 
were known before the funds were committed. Wefunds 

believe that whenever the subprojects to be financed by 
ICI's are known, AID should

the relending of AID funds by 
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apply the requirements of Section 611(a) to the sub­
projects to be funded before AID obligates funds for a
 
loan to an ICI.
 

AID's comments on our draft report may or may not
 
apply to a typical ICI loan but do not fit the special
 
circumstances surrounding the tourism loan. In a typical
 
ICI loan, the AID funds are provided to an ICI which uses
 
the AID funds for loans to sub-borrowers--generally pri­
vate entrepreneurs needing the funds to finance plant
 
expansion or working capital requirements; these sub­
borrowers are not generally known to AID at the time the
 
loan is made and whether or not sub-loans are made to one
 
potential borrower or another does not make a signific nt
 
difference to the success of the overall project.
 

In the instant case, the subprojects were not only 
known to All) before the loa.. was made, but the subprojects
designated in the All loan agreement were, according to 

the Techniberia report cited by AID as a principal basis 
for the loan, the major tourism attractions in central
 
America. Accordingly, the amount of the AID loan was
 
calculated as the estimated cost of infrastructure facili­
ties or the locations designated by the loan.
 

The subproiects listed in the loan agreement were 
not tentative in the illustrative sense that AID implies 
but were tentatively desi nated as the subprojects for 
which the loan was ,;iue. S'ich a designation of the sub­
projects covered by t-e 2or1 as the m1ajor tourist centers 
of the area is uite diffcr _nt than a situation in which 
there is an unlimited num.fbler of potential projects, since 
there is not an unlimited universe of major tourist 
attractions in Central ,merica. 

If the sites on which the amount of the AID loan 
was based were potentially the principal tourist attrac­
tions of the area, the fact that these tourism sites did 
not live up to their potent-ih does not mean, ipso facto, 
that there -is an unli;,:ited number of other tourist attrac­
tions w,,ait nH1 to take their place. For example, the 
restoration of MaLyazn ruins in Guatemala was one of the 
elements of cost includced in the AID loan. To say that 
if t 1 is restora tien proved infeasible, there were other 
accel)table Mayan ru ni.-in Central A\merica which could be 
substituted there for would be at odds with archeological 
realities.
 



As another example, 
the AID loan contained
$225,000 for repairs to 
a road leading to the crater of
the Trazu volcano in Costa Rica. Subsequently, the 
Costa
1Rican Government repaired the road without using AID
funds; accordingly this subproject is 
no longer contem­
plated for AID financing. According to AIDt
th)ere s reasoning,
should be other volcanoes 
or other tourist attrac­tions 
in Costa Rica which would be 
substituted for the
Irazu subproject; this 
is not the case because the supply
of tourism centers 
in Costa Rica and throughout Central

America is limited.
 

The same reasoning applies 
to
contemplated for AID loan financing. 
the beach resorts
 

Those designated by
the loan agroemcnc were 

study as 

also selected by the Techniberia
leading areas 
for development. Should these 
areas
prove 
infeasible for tourism development, the number of
beaches to replace them is 
limited.
 

In the instant case, 
AID dirt not claim that
Section 611(a) did 
not apply to 
the need for technicaland financial feasibility studies theas GC had ruled;rather the Capital Assistance Paper (CAP) stated that
all Section 611 (a) requirements hd been met. 

2. General Study of Tourist Potential - Thewhich is the basis tor AID 
CAP,

the loan, stated that thetourist potential in Central America had been pointedout in several studies, oF -hich the Techniberia study
was the latest and most complete attempt to estimate the
impact o tourism. on 
 the Central American economy. TheCAP Sta ted that the 'echn i boria study was ofone thestudie.s j'rov1iJi.n the tocus of the program and the selec­tion of priority tourist locations on which loan
the washa s e d. 

The Techniberia report, a general study of touristpotential in Central America. ;as anot feasibilityWhich ,ou ld provide an adequate basis for 
study

determining theinfrastructure facilities ::eded, the costs thereof, orin some cases, the locations for the facilities. In fact,the loan agreement itself provided that feasibility studies­would have to he completed before any' subproject was fundedby the loan, and providted tL-at S300,000 of the loan fundscould be used to pay for such studies. 

Several after comletionL'earsof the Techniberiastudy, MOB stated th:at the 2peration of a regional tourism 



circuit had not yet been evaluated and that therefore the
 
necessary projects for the interconnection of the primary
 
poles had not been identified. In a November 1973 appraisal

of tourism in Central America, ROCAP reported that the Tech­
niberia study was an attempt to 
force Central American
 
regional tourism development into a "sun, sea, and sex"
 
pattern and that this was a costly and difficult experi­
ment which had been rejeted or not quite understood by

the majority of the Centiai American countries.
 

3. Feasibility Studies - After the loan agreement
 
was signed, there was ucertainty over the status of
 
feasibility studies and who was pay for them.
to In 
October 1973, the Aczing Director of ROCAP said that all 
five Central Amc ican countries were making progress in 
preparin f,:.s i nility studies for each subproject and wereusing their own or CABEi funds (noti derived from AID) tc 
pay for these studies. He also said that while All) funds 
could he used to pay for feasibility studies, AID did not
 
expect any of its loan funds to 
he used for this purpose.
The Acting Director stated thaz Honduras, Costa Rica and 
Nicaragua were using II)P funds supplied to CABET to fi­
nance the studies. However, at the time of our inspec ­
tion in June 1575, two of the countries had not even 
started the studies. Furthermore, AID funds rather than 
IDF funds were loaned directly by CAPTE to Nicaragua co 
finance the feasibilitv stuay in that country. 

Shortly after our inspection, AID completed an. 
evaluation of the suiect .oa.. Page 12 of the evalu.­
tion report stated: 

for a variety of reasons our initial plan­
ning for the loan may have been unrealistic; and, 
the loan itself appea-s to have been premature.
Problems unforeseen at the outset, in addition to
 
an unrealistic time frame in the preliminary sta;es.

contributed to the lo:- delays. ihe Central Ameri­
can countries have been very slow in contracting and
 
complelinn feasilil i:" studies and final design.
Factors contrihuting o ti's inactivity include; 
a) a basic unfailia- itv, on the part of all the

C.A. (Central America t ) countries with the project
and its urpose, a-n :) a lack ot authority on tne 
part of the 'To:.risn Institures to develop and execute 
tourism policies and ,-ojects on their own.''
 
(Underscorin suppi .
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In our inspection we noted data which supported

this AID judgment. For example, as cited above, one
 
country's legislature would not approve of its executive
 
borrowing funds for a tourism feasibility study. Also,
 
as AID has stated, the Central American governments were
 
unwilling to 
borrow AID loan funds provided for technical
 
assistance. These instances, along with others cited by

the AID evaluation report, support the statement made by

the evaluation report and our conclusion that the Central

American countries did not have a clear understanding of
 
the loan's aims and purposes. For example, the AID evalu­
ation report noted that after the loan was made the Govern­
ment of Nicaragua (GON) was unwilling to accept the loca­
tions designated by the loan agreement for that country.

After p)ressure 17on CAiI, the GON subsequently agreed to 
study the sites listed in the loan agreement. 

Eventually, after prolonged delays, the various 
governments either contracted for feasibility studies to
be conducted by specialized firms or planned to contract 
for such studies. At the time of our inspection in June 
1975, the status of the fLeasibility studies was that in
Honduras and 1L1 Salvador the studies w.ere underway and 
near completion; in N,*icaraua it appeared that selection 
of a contractor to make the stud) was near; in Costa Rica 
while the oovernment had agreed to borrow money from
CABLIoo fund such a StudV, the country's legislature
had not ratified the loan; and in G;uatemala, that govern­
ment had conducted its own feasibilitv stu ly for the Tikal 
pIrOject but CA..I:1 o jd tr', e st udv inadeqluate. The Govern­
ment of ;uatemala thOn plan;aed to engage engineering firms 
to do the necessary;,.ork. 

:. Fundinm, Re;ui rements - Feasibility studies serve 
as a hasis for-determ ining the amotunt of funds needed to 
ca rrV out the undertaking for which the loan is made.
Because these studies were not made, the funding esti­
mates used as a hasis for ",,e AID loan were inaccurate 
and accordingly the funds "-ovided by the loan are in­
sufficient to finance the :ubprojects designated by the 
loan. 

The AID estirate of the cost of the infrastructure
subprojects designared in the loan agreerment totaled S18.6 
million, and this i. s the sum provided for these subprojects
!v the AID loan agreement and by the contributics of CABEI 
an1d the member countries. The estimate of costs of the
subprojects at oie our totaledthe of inspection $3".7
million, but there was no assurance that even this higher 



Figure was the final one. The Chief of Infrastructure of 
CABI:I told us that the cost estimates used as a basis for 
the loan were, in many instances, not factually based. 

Because the need for funds will very likely ex­
ceed the fund availabilities, AID and CABEI have agreed 
to provide these funds on a first-come, first-served basis, 
which may well exclude some of the countries from parti­
cipating in the project at all, even though the loan 
contemplated including ali of the Central American coun­
tries as a single tourisiT; unit. ROCAP records show that 
funds will probably be r'equate for only two of the five 
countries originally expected to participate in the project 
unless C!BEI is able :c, cbtain financing from other sources 
to carry out the original plan. 

AlP states that, subsequent to our inspection, 

"CAB-I hlas expressed its co.ni.:,ent to meet the shortfalls 

in overall project costs from i-cs own resources" and that 
if the terminal date of the loan is extended, "the Mission 
will implement the loan in a way which will allow the 
funding of proj ects in several countries .. 

5. Site Selection - The following discussio- F some 
of the sites designated by the loan agreement as one to­
cale of tourist attractions, illustrates the inadequacy 
of the data used as a basir for the AID loan. 

The site in 1J. ;ii','o" designated by the loan 

agreement as the touri.-t attraction which would tie E1 
Salvador in to the Ccntral Aii.er i can tourist circuit was 
a proposed beadh resort at 1cacal. AID proposed to pro­
vide a significant amount of funds to build an airport 
near this site so the tourists could readily get to the 
resort. The loan agreement stated that this and the 
other subprojecttz designated by the loan reflected the 
priority' of the mnibcer country for development. 

While the loan avrcement stated that Icacal 
along with the other site.: listed in the loan agreement 
were only tentative stipro ect selections, the Acting 
Director of R(OCAP st ated i.. October 1973, more than seven 
months after the lo,,n had been signd, that when the 
feasibility study of the ,cnv project was completed, 
an appli cation for financintg that project would be sent 
to CABEI by the Govcrnment of E1 Salvador. However, the 
contractor employed Pr the Government of El Salvador to 
make a feasibility ttldy fo:- a beach resort told us in 



July 1975 that the Icacal location was one'of the least
 
desirable for that purpose in the country, in part be­
cause it was the farthest from the country's principal
 
tourist attractions. He said that the site he thought
 
was most desirable for a beach resort was close enough to
 
the capital city that the existing airport could be used
 
to accommodate tourists.
 

In the case of Nicaragua, ve were advised by the
 
ROCAP co-manager of the project that the sites designated
 
by the loan agreement were not suitable for international
 
tourism and were likely to be used only by the local popu­
lation. If that were true Nicaragua would not be able to
 
earn the large amounts of foreign exchange from interna­
tional tourism ti, loan contemplated. 

in its comments on our draft report AID contends 
that the subprojects designated in the loan agreement were 
tentative and that it was recognized that changes in sub­
proiects or subproject sites could occur and alternatives 
would he identified and evaluated. Accordingly, AID does 
not find it surpri ing that after subsequent study some 
sites will be found IeLs desirable than others. 

ihe amount of fund ng provided by the AlID loan 
was to pay the estimated costs of constructing facilities 
at the sites designated hy che loan agreement. For ex­
ample, the AID loan included $1.1 million to build an 
airport und SSOo,000 to build a road at Icacal, El Saliva­
dor. After completion oL a Le sibilitv study, should this 
subproject not prove f(aible (as now seems certain), this 
airport and road would not e- needed. If an alternative 
site is subsequently substi uted for Icacal, the amouni 
needed for infrastruzture . some other site might be 
more or less than the amount p:ovided for Icacal; conse­
quently , the loan ,ould then either provide +'o much or 
too little fundin,,. 

tHad ;adcluae tef'as ~it; studies been completed 
prior to making a loan Coi- a nui;ber of infrastructure sub­
projects, changes in the subprojects to be financed and in 
fund ing requ ire::nts mOht :.ot occur. As it is, because 
feasib ility studies .,ore net made before making the loan, 
AID did not have a sound )_.,is for the amount of funds it 
controlled. Consecuently,v - amount provided by the 
loan has proven grossly inbutzicient to carry out the 
regional pole concept whic> was the objective of the loan. 
We believe that .ihen AID rrovides large scale funding 
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for a group of subprojects, the amount so provided should
 
have some reasonable relationship to the costs. If such­
suhproiects are not determined to be feasible, and.dif­
ferent subprojects substituted therefor, the cost esti­
mates will very likely be grossly inaccurate as is the
 
case .ith the subject loan.
 

What AID is saying in effect is"We want to commit
 
funds to finance those capital infr;astructure projects
 
which will integrate tourism facilities in five countries.
 
We do not know which projects are needed, nor where they
 
are to be located, nor Vw much they will cost, but we
 
will commit a specific amount of funds for this purpose
 
anyway. Then we will fi.. out later what capital facili­
ties are neecded, where they will be located and how much
 
they will cct'" 

We do not believe iat such a position represents 
prudent management of public funds, and is precisely what 
Section (l1(a) of the FA\ is intended t,, prohibit (we 
address the ipplic.ition of Sqection 611(a) elsewhere). 
Th:e AID Manual also pre'cribes sounder planning than is 
set forth in AID's comment. We believe that before fund­
ing is conmitted for capital facilities for such a complex 
undertaking as is represented by this loan, prudent manage­
meat wculd require r determination of the location and 
approximate cost of these facilities and we believe pro­
loan feasibility" studios would have enabled these dec'­
sions to be made. Fer AID :o espouse the position that 
it need not have feasibility ntudies of this complex

undertaking is not prudent management. 

0. Technical Assistance - The loan agreement con­
templated that ST7., (()f0in AlD funds could be used 
towards the estimated V500 ,000 cost of establishing a 
regional training school for hotel executives, and for 
national school 5 for lower level hotel employees. The 
CAP, dated February 1973, said that plans were then being
finalized for the hotel executive training school. How­
ever, at the time oF cur 'sit 2-1/2 years later, plans 
had not been finalizod and there was considerable doubt 
that the executive school was needed. As for the schools
 
for hotel emplovees, the ROCAP co.maniger of the project 
tId us that suci, schools .cre not considered necessary 
because hotels generall" train their own personnel with­
out recourse to public sector training schools. 

As to the S357,0 C of AID funds authorized by
the loan for tourist promovion activities, we were told 



A~,,~-i;''<:bythe ROCAP, proect co-manager that tourist promoti'on is
 . usuall)y conducted by the tourist offices of each country!
using funds allocated to 
these offices from their coun
 
try
'operatingbudge 
 accordingly, 
 unlikely
those offices would borrow AID funds from CABEI"'for this
purpose. Records of meetings held between AID and CABEI
officials \show that consideration was being given to using
the fund 'authorized for training and tourist promotion
for other purposes, such 
as 
meeting cost overruns on the
infrastructure subprojects. 
 By using these funds for
this purpose it was expected that CABEI would be able to
disburse the AID funds at 
a faster pace and thus avoid
 

the possibility of deobiigation of unexpended funds by

AID.
 

7. Public and Private Investments for the Construc­tion of Facilities - Even when the AID infrastructure sub­projects are completed, in 
some instances they will not
serve any purpose unless both public and private invest­ment materializes to erect facilities to attract 
tourists
at 
locations served by the infrastrutture. The principal
exceptions to this would be for already established Cen­tral American tourist attractions, such as Mayan ruins and
volcanoes. 
 In 
these only infrastructure, such as airports
or roads, need 
be completed to facilitate the travel of
tourists to 
these attractions. 
 However, most off 
the in­frastructure to be 
financed by the AID loan is to 
serve
beach resorts which do not 
now have facilities of an 
in­ternational tourist 
standard at 
the locations to
Accordingly, public and private investment 
be served.
 

to erect such
facilities at 
these locales is essential 
if the tinfra­structure expenditures are zo 
serve any) purpose.
 

For example, in Honduras, AID expects 
to spend
about $3 million to 
build a road leading to a proposed
beach resort where no development now exists. 
 The con­sultant hired by the Government of Honduras 
(GOH) to pre­
pare a feasibility study for 
the project contemplates
that phase one of the 
resort will require an investment
of about $80 million (which is 
equal to about one-half of
the total investment made for all purposes 
in Honduras
during 1973). The contemp:ated investment 
includes
approximately $25 
million by the GOH for additional in­frastructure facilities, 
such as streets and utility
systems within'the develop-enz, and a private investment 
 .
6E about S55 million for
q iniums, etc. There is no czns.ruction assurance of hotels,"condo­that the GOH will h.
 
Able to finance its share of the 
investment (which is
 



Iw equal toaiotitteppercent tS annua rvenues) nor 
thi'at private investors would be' willing to investthis
 
s,um, in :a country which .(we wer e told by the ROCAP project 
co manager) ,,has no tourist investment laws to safeg d 
the pr ivate. investment. 

" AID has recognized that there is not, now, any defi
 
nite commitment for such an investment either on the part
 
of the GOH or the private sector'' Accordingly, it made a
 
grant of $100,000 to the Secretariat,for Central American
 
Tqurist Integration (SITCA), an agency to which all the
 
Central American countris and Panama belong. S.ITCA was
 
to 1iiapl6y a contractor to identify investors and hotel
 
op..rators involved with international hotel chains, and
 
cry to intere.t, these groups in investing in tourist fa­
cilities in rural areas outside the Central American
 
capital cities.
 

We discussed the probability of getting the in­
vestment to make the AID infrastructure expenditures
 
worthwhile with the contractor selected by SITCA to carry
 
out this task. He told us that he has found little in­
terest on the part of the large hotel chains in investing <
 
,in Central American facilities. In particular, the chains
 
wercI,wary about Honduras because of political instability,
 

* 	and about CLntral America in general because the Eastern
 
Caribbean area, which is a competitor of Central American
 
tourism, has a surplus of hotel accommodations. The
 
matter of excess hotel accommodations in the Caribbean
 
region wnaslso brought out in a recent report prepared
 
for the World Bank. 

The contractor told us that he thought it would
 
be well over a year before it would be reasonable to ex­
pect a potential investor to make a commitment to build n'
 

* hotel in Honduras. He did not expect that investments oli
 
the size contemplated by the consultant who was preparing"
 
the feasibility study for the project in Honduras would
 
materialize from traditional investment sources.
 

in ! Finally, the contractor told usthat tourist hotels
 
in 6..ntral America probably should be located near the cap­
ital cities rather than in the rural areas contemplated in
 
the AID loan. The consultant employed by the Government
 
of El Salvador to make a tourism feasibility study in
 
that country gave us similar advice. 

- .	 ' 



, ,? ,:.: : ::: e.CAP~ and ,t oan a'gre on ze:$tne
: Bot h tthe he l; ement re 

:::..,--n.c.es.. C I f rtOproviding ainfeastbmentLto astu. 2!f n zat...io 

tri to :the,. signing u tcou s prior 	 of any;:, UD'opr lo n.' ,,";: 
.ishe. stud to include the priva':e~investmn niiae
 
. as a-resuit of the infrastructure developmenti', as :evidenced
 

'~~b...ythe? firm commitments: for the construction of iihotels inh
" 

T ',the area served by Subprojects fiacd1yteAI on
 

We believe that uniless the term "firm commitments" ...
 
ive 
means a signed, enforceable contract between t'he respect ..
 

governments and private investors (with suitable ;require- .,: .
 
ments for performance by all parties), therewiillbe no
 
assurance thiat tji investment to utilize the AID-financed
 
infrastructure subprojectswVill in fact be made. In order
 
t& receive such guarantees, potential investors will have
 

.to receive some assurances from the governments of the
 
countries involved regarding the safety of their invest­
ments. Furthermore, there would have to be assurances
 
that the country itself could providd the neceIssary public
 
sector investment that a private investor would require.
 

SBecause of the prolonged delay in implementing
 
this loan, more than half of the term of the loan.has
 
elapsed without any ,of,the subprojects which the loa'nwas
 
to finance being started. The loan's terminali::tilization:commitment :':<
:: nece'it 	 iding investment to ..
( :- for pro... 	 a:-ssu, :: ,, : 
date (TCD) is December K1, 1976. 'With the additional time
 

t;,!;'W .iL:oE-required, < : infrasbefore::: ructura potential investorT'":would1o be in mext :
 e 	 i;
the:?.! 	 :- facilities.- (.:,:,:n''agr&:hia::J/-posi-re 

tion to make a guaranteed commitment, the TCD could arrive
 
Without tile loan being fully committed. Wre hope:that ,


'
 pres'sure to commit funds will not cause AID t o construe 


the term "firm commitment" as other than an enforceable
 
investment contract because if AID approves~infrastruc ture
 
subprojects without guarantees that the"other necessary 
investment will materialize, some of the AID expenditures
 
for infrastructure may serve no immediately useful purpose.
 

,Changes in the foreign assistance act since this 
loan waiis made would generally preclude Such a loan *in the 
future.!, However, other international lending agencies 
have ex!pressed interest in financing sore'u- of the infra­
structure included in the AID loan or for providing fi­

,, 	 nancing for projects of this type. • ,
 
Recommendat ions
 

1. That AID, when making loans to intermediate credit :
apply 	the requirements of Section 611(a) of
. , .Bnstitutions, 




F Ato s Auchsubrjec ts .,ays e kniow ere Uneie ! aeson i 

in the CAP; andthat the CAP did nottake into 

account, a ubr of problems wic prevented th
A subprojects from engaimplemented theexpected. 
mawc, 	 with thatndtaAID disagrees ourconclusion 
technical and financial feasibility studies should 

have been made of te proposed subprojects prior.
to AID's o In this loan. Itsoldisagreement isbased on the fact that it believes that, while-

Such feasibility studies are made forconstruction 
of Ta oadl when financed by a direct bilateral loan, 

such studies need not be made when a road is to beconstructed bya loan made for that purpose through
 
anICI. AID cites a 1967 legal memorandum written
 

, byadtion 611a) of the whicoffice requiresthat Sec-its General, Counsel'sFAA generallystating 
technical and financial feasibility studies, does
 
not apply to AID loans to IC's. a
 

IGA Resronqe 

Section 611 (a) provides in effect- that a prudent, management,!:i
procedute shbutd be appliedto the act of providing assis­
tance. Thi s procedure iso deteine, in advance of making 
aid avaiZable, if the project for whic the aidis advanced, 
is technicallyand economically feasible. Section 611(a)
was enactedLj the Congress because it felt that such pro­
cedures were not always applied before aid was made avail­

able. In the case of assistance to the ICI's AID's GC has 
.. ruled that technically this provision may not be applicable.

However, recent GC rulings point out that whether AID should 
avail itself of this escape clause is a matter of judgment,
and as a matter of fact, the most recent GC rulings state (
that AID should apply this procedure even though technically
 
AID may not be required to do so. Though the more recent
 
rulings apply to CIP loans and grants, the GC argwnent
 
applies equally to ICI's and, in our opinion, reflects a
 
matuling offGCt viewpint. 


f 	In the case of the subject loan, because AID knew of the
 
nubprojects that would be financed through the ICI in ad­
vance of making the loan, it could have applied the prudent
 

J 

!i 

-
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ubprojects toeinanced were feasible'Not dnen
' 
'
,


iZack of; prudentlmanagement~iwhich,,is ;i! ii.i' .,. ,! so Iseems .to us to b~e a 

the.ma mentt fdetmmi g en, p ocd .e., .e
eed not apply p 


donemost sigificant coent byAIDl nthis regrd appearbThe 
to be"AD has continued to apply its inte retationto ss itechnicalthi o1a is not subject to SCIon 61(abAcase 8ld t agre. ... 

consistenty, andrCngress appears to be satisfied witht 

(Underlining added.) Apparently AID is inviting the appro­
priate Congressio.al Committees (who receive IGA reports) to 
determine whathler the intent of Congress was that AID apply 

prudent r;:anagement practices narrowly, as AID contcnds, or 
whenever orudent management can be effectively exercised.,
 
as IGA conztends. IGA concurs and suggests close review of
 
this point by appropriate committees of the Congress.
 

2. We recommend that AID not approve CABEI sub-loans of
 
AID funds for infrastructure subprojects for those tourism
 
locations which require further investment by the public
 
and private sectors unless there is an enforceable agree­
ment which guarantees that such investments will ma­

terialize. 
Agencv Comments - AID acknowledges the importance of 

reasonably assuring private investment follow-on to 
the public sector infrastructure investments under­
taken under loan 013 before subproject approvals are 
made by CABEI. AID believes, however, that the loan 
requirement that CABE! include in each subproject 
proposal the amount of private investment antici­
pated,.,as a result of the infrastructure provides the 
best indication of reliabilityIof overall investment. 
AID does not agree with one proposal that a legally 
enforceable private investment contract is necessary 
to assure utilization of AID-financed public sector 
infrastructure subprojects. AID believes such a 
requirement would make the chances for successful 
loan implementation extremely improbable, and that 
an undefined loan commitment is the best method of 
operation. 

1WA Response
 

The history of thic loan to date does not offer much assur­
ance that it will be successfully implemented if left to 

A,;
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continue.without more effectv e supervs 
it has already receiv~.ed. 

n by CABE than 

Our~ discussions with ;the AID-f-tnanced contractor selected 
to ascertain the likelihood-of private i-nvestment for thizs 
project did not. indicate that the needed private itnvestment. 
would be readily fortkhcoming, Consequent/y, we believe 
that, with the pressures to commit the Zoan funds before the 
TCD, CABEI's statement as to anticipatedprivate investment 
resulting from the infrastructureprojects may well be more 
evanescent than real. Our comments on what we consider an 
unrealistic level, of expecation in the case of Honduras, 
cited on page 14 reinforce this belief: This would then 
raise the possibility that the AID-financed infrastructure 
project would not serve any iniediately useful purpose. 

~ 

AID is troubled by Our recomendation that enforceable agree­
ment6, guarantying that private investments will materialize, 
be required. AID says that. instead, "The best one can anti­
cipate and demand is a firm 'commitment'. . . ." Since our 
finding as developed suggests the lack of availabZlity of 
such investment commitment, we assume AID is concurring 
with the spirit of our recommendation. 

3. We recommend that AID not extend the present terminal 
commitment date of thi s loan'and 'that NID deobligate an),
ftYnds remaining uncommitted at that date, in view of ex­
pressed interest by other iiternational lending agencies
and changes in the FAA. 

Agency Comments - AID will review the ROCAP 
evaluation (page ) by the end of December 
advise IGA of the results of that review. 

Mission's 
and 

B. Coordination of Tourism Studies - For a number of 
years AID has been providing grant funds to SITCA. Some 
of these funds have been used for budgetary support of 
STTCA. This was required because some member countries 
were unwilling to pay the assessments levied on them for 
the maintenance of the agency. However, the greater part 
of the AID funds have been used to hire contractors to 
make studies of various aspects of Central American 
tourism or to otherwise promote tourism in that area. 

, 

1. In FY 1974, AID_,provided grant funds to SITCA to 
1h ire a contracttor to update a marketing action plan for the 
development of tourism in Central America. The contractor 
was selected to carry out this work in FY 1975. An earlier 7 
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Al l)gr Lnt 11,Id ILI'ot I ch1.4o-ol ar,, o n 1t 
toiii~uiuaketn~ ctin pan. Suhsequen: "to"mi'ghc.I 

rt~int All)D learuned that 1DB wa s planning to make .,a I 
the Regi onal Tourism CommiiAio the250,000 grantto 

regional office of the International
Americans (RTCA), a 
Union of Official Tourist Organizations, a group con-7 
sisting of the heads of official tourist organizations of
 

109 countries.
 

When AID learned of the proposal, it 'was concerned
I 
this. study might duplicate the work it was funding
that 


for the updating of the marketing action plan. After
 

some difficulty, AID was subsequently able to learn the
 

details of IDB's proposed study.: ROCAP reported that
 
was no relationship be-
SITCA had concluded that there 

tween the proposed IDB study and the ROCAP financed con­

tract for the updating of the marketing 	 action plan. 
IDB study didHowever, ROCAP stated that, the prop'Osed 

duplicate an earlier AID-financed study 	made for SITCA.
 

Furthermore, ROCAP believed that by making its proposed
 

grant to the RTCA, IDB was undermining SITCA, to which
 

agency AID had made grants of several hundred thousand
 
As a result, representa­dollars in budgetary support. 


to the IDB about their proposed financing
tions were made 

and IDB subsequently agreed to make a grant of $235,000 

to SITCA rather than to the RTCA. Ii
 

While ROCAP reported that SITCA had concluded
 

that there was no relationship between thelpropbsed IDB 

study and ROCAP's plan to finance the updating of the 
noted a nr:mber of related points
marketing action plan, we 


in the two plans. For example: 

(a) 	 The scope of work for the contractor selected to 
toUpdate the ROCAP financed marketing action plan is 

tourism expendituresinclude preparation of statistics on 
and to report on trends of Centralin Central America 
One of the tasks for the 1DB-funded
American tourism. 


contractor is to evaluate the present and potential tourist
 

demand for the Central American tourist 	attractions. 

(1 'The scope of work for the AID-funded marketing action ­

calls for a report by the contractor on Cenlan updating 
trtl America's lodging and other facilities available for 

tourists in the area, air transport and airport facili­

ties, and other tourist related matters such as the state 

of the highways in the area and the availability of cruise 

ships.
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1DB proposes that its 
contractor report on 
such matters
-ishighwa- facilities, 
tourist lodgings, construction or
improvement of airports and water ports, and on 
the infra­structure facilities needed 
to connect the main tourist
 
points of interest.
 

IBD also proposed that 
its contractor examine
those projects that the Central American countries were

pro)osing to carry out to 
determine existing limitations
to the operations of the tourism circuit. 
 Most of these
projects which 
IDB 
stated should be examined have already
been designated by AID loan L-013 
as sites
infrastructure facilities financed 

for the tourism
 
by the AID loan.
 

2. 
On April 9, 1975, in justifying its grant 
to
SI'CA (dis.tiss&d above), 
IDB stated in regard to the
intcgrated tourism development strategy through the
operation of a regional circuit 
(the basis of AID loan
 
L-013) t hat such a
 

"proposal has not 
yet been evaluated, the 
(touri sm
circuit had not 
yet been defined, and therefore

the necessary projects for 
the interconnection of
the national primary 
areas have neither been iden­
t ified."


IP, furt her stated t La t although the 
AID loan for tourism 

infras ructture was just i fieJ by the theory that jointrc iornl dcvCiOl)n'but is thc alternative for developing
the tourism sector, the 
.I loan consisted only of theselection of priorit • areas in each country and a generalagreement 
on the adoption of a joint strategy. Accordingly,IDB said that 
to date efforts under the .\IP loan had been
limited to carryini, out 
studies without analy'zing the
defin ition of the tourism circuit theand strategy for
interiated regio NIa dce opIment. 

The IVPB paper says, in effect, that 
its grant to
SITC.\ 
to study the Central American tourism circuit
necessitated, was
 
at least in part, 
because the development of
an integrated touri 
sm circuit for Central America 
 (which
was the purpose of the A.\TP loan) had not 
been adequately


analyzed. In fact, part 
of the work to be financed
IDB grant was to examine the projects which the 
by the 

Central
American countries proposed 
to carry out 
with AID funds
to 
determine their existinV deficiencies and limitations

for the operation of 
a tourism circuit.
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3. In addition to tourism development studies fi­

nanced by AID and IDB, the OAS has also provided funds
 

for studies of tourism. OAS funds have been provided
 
Central American countriesbilaterally to each of the 

for studies of various aspeczs of tourism in Central 
America. However, the assistance provided by OAS cov­

cred much of the ground which has been or will be cov­
iDB financed studies. For example,
erod by both AID and 


OAS has provided funds to the Guatemalan Government's 
tourism office to study various aspects of tourism in
 

that country, including studies of the Tikal project.
 

That project had also been studied or will be studied
 
with funds provided by AIlD and 1DB. 

Also, OAS is providing funds in the Guatemalan 
tourist office to fund technical assistance for evaluat­

ing and promoting tourism projects in that country while 

1DB is funding a study of tourist possibilities in the 
Lake Izabal region of Guatemala. 'The Central America­
wide studies financed by A D and MDB referred to in this 
report will probably include tourism prospects in Guate­
:ala. OAS is also providin'. funding for technical assis­
tance follow-up on the imple;entation of tourst areas 
in Nicaragua identified in the Techniberia report, al­
though 1DB plans to cover this same ground and AID is 
providing direct funding for these projects. 

From our review we learned that in the past the 
and 1DB had not been satisfactory.coordination betwen :AOC.\P 

We learned that in the la-:":r part of 1972, IDB and CABEI 
tried to reach agrecent on :he delineation of areas of 
tourism development studios but were unsucc, ,sful. The 

Director told us that more recently hc had achievedROCAP 
a much better degree of coordination of tourism develop­
ment activities at the local level. We noted that the 
RIOCAP Di rector meets with !DB representatives in Guate­
mala to discuss these ,attcrs. 

While coordination may he improving at the local 
level, we believe a g,,reater degree of understanding is 
needed heteen AID), IJ!, and Qte )S at the Washington 
level to avoid overlapping in tourism or other areas, 
particularly since the Inited States provides funding 
for all of these agencies. Fcononies might be achieved 
by providing for one contractual arrangement rather than 
several to study various a:pects oi touri-mr. We believe 
that studies discussed in items I and 2 a uve clearly 
illustrate the need for better coordination, since 
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several of the duties of the contractors described in AID
 

and IDB documents appear to be overlapping. It is possible 

that one contractor could do at a lower cost what two con­

tractors plan to do under present proposals. 

While AID Washington personnel told us that they 
meet with IDB in Washington about twice a year to discuss 
matters of mutual interest, we were also told that when 
IDB decides to provide funding for activities at times be­

tween these semiannual meetings, there is no proce,'ure 
for mutual discussions regarding these activities. 

Recommend at ions 

1. That AID revese the funding for the AID-financed con­
tract for upV''ring of the market action plan for the de­
velopmeAt of tourism in Cenrai America because the work 

to be conducted thereunder is similar if not identical to 
that to be conducted under the larger IDB financed con­
tract for a study of tourism in Central America. 

Agency Comments - :ID's comments on this recommenda­
tion restate elemcnts of our finding in greater 
detail but do not address our finding as to the 
similarity in scope of work for the two studies. 
Instead AID states that after study ROCAP and STTCA 
are both convinced that the two contracts are corn­

p1 ementary. 

IGA fer rn-r 
,.,r 7,t sr _- tk Sim-'- ,1 

.;:.t2cs Ktca. Y ,ar ea:eeta Ny distarbed by Ai) 's corm,:ent 
t -tia::: SIM "the revised needs of the /hatZ...;' n-o- it 

A -r -n ,c,-,',-i M u !K j'.c' to aw :t c rexte, noss-bZc 
1 th.... ID" wonu Z'Jr' ca_ e Y h . 

.;'!ha, co' f2r ra c To',cn " (Under­:" rv:-a, ,: -ia:Kt FZan. " 
Sai"'cL. ) it E.Cc K.O, t,.:,t i 

M' ,hKCVI,_, : :f 4:.:""jRe Ktia?[:). 473 'C'nta . . U,.'Z. ,rtknc7 i C,'O "' 

• ,~r a o t'.... 7 an- " 
We canreot.. tlol< aw r -conc'rrenc
 

witA~~~~ tl-,c
~ ~"n'wou ocnw4': Bureau 's 

. We recommend that A.., I and OAS reexamine their
 
in other
coordination procecures to assure that overlapping 


cannot recur in the manner that did occur
assistance fields 

in tourism devel Oplknt.
 



Agency Comments -
AID does not question the facts we
presentec showing overlapping of assistance provided
by three donor agencies, all involving funds provided
at least 
in part by the United States. AID dces
not, in fact, address that finding which is the
basis 
for our recommendation. 
 Instead, while AID
agrees that coordination among donor agencies is
essential, it 
describes in detail 
its existing coordi­nation process which it 
believes is adequate. AID
considers coordination "to 
be an evolving process"
and "does not consider that 
a formalized reexamina­
tion is necessary."
 

IGA Response
 

The facts as we presented them in our draft and in chis final
report seem to 
us 
to clearZy represent an overZapping of donor
fi.,ced studies. Since the United States supplied funds for
all of these donors, this co'dition represents an unnecessary 
,
use of ,,S. funds, wic, we believe ougkt to be corrected asS0o1. CS p'oss ibe. F'tthermore, even though AID states thatft 7:cs jrmaliZed prcocedures for consuZtation with otherdonos, he facts presented above indicate that these proce­d0cr 
 nreed revis"'on aince the overZapping occurred despitethese procedures. file AID may not plan any further assis­tanoc for tourism, simn" Za overlapping could occur on any

ot,-21 type . u 
. 9,:aiwe sugCest th.t -, Office 

cf Ctit 71 f.nanced by AID and other donors. 
of the Admnistrator re­hELI tC' Ureazu's decis ion in this instance. 
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AGENCY COMMENTS ON 
IGA DRAFT REPORT Page 1
 

.DEPARTMENT OF STATE 
AGENCY FOR INTERNATIONAL DEVELOPMENT 

WASHINGTON. D.C. 20523 

MEMORANDUM
 

TO: 
 IGA/RPM, My./Tmps Novotny
 
FROM: AID/AG, Ha 4y "
-romer
 

SUBJECT: 
 Draft Inspection Report 
-
AID Loan for Tourism Made
to the Central American Bank for Economic Integration
(CABEI) and Related Grants for Tourism Development
 

Attached are comments on the subject draft Inspector General
of Foreign Assistance report as prepared by the Bureau for
Latin America.
 

Attachment: 
 a/s
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UNITED STATES GOVERNMENT

Memorandum 2 
TO AG, Mr. Harry C. Cromer DATE: November 21, 1975 

FROM AA/LA, Herman Kleine 

SUBJECT: 
 A.I.D. Tourism Infrastructure Loan to Central American Bank

for Economic Integration (CABEI) (596-L-013) - Draft IGA
Inspection Report
 

As agreed with the IGA, on October 24 my staff informally
provided comments to the IGA on 
the report under subject.
Based on these comments the IGA, on November 7, gave us
what was characterized as a "cut and paste" of our comments
with IGA responses at appropriate point. and with modifi­cations of 
some of the recommendations contained in their
draft report. This memorandum represents the official
Agency coordinated comments keyed to the conclusions and
recommendations of the IGA draft report as modified. 

understand them to be the following: 

We
 

Conclusions
 

1. The Tourism Infrastructure Loan to CABEI was 
made pre­maturely in that adequate technical and financial feasi­bility studies had not been made.
 

2. 
The Tourism Infrastructure Loan was made without a clear
understanding by the Central American countries of the

loan's aims and purposes.
 

3. Some of the designated sites on which the 
loan was baced
are not suited for the intended projects, nor will 
some
of the facilities for which funding was provided be needed.
 
4. There is 
no assurance that the substantial public and
private investment funds needed to utilize the infra­structure facilities funded by the A.I.D. loan will be


available.
 

R~,~- t ewquCi r Rnndr lwularlv on the ParollSavintr Plan 
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Recommendations
 

1. "That A.I.D., when making loans to intermediate credit
institutions, apply the requirements of Section 611(a)
of the FAA to such subprojects as are known at the time
a loan is made; and that A.I.D. otherwise apply prudent

management techniques, such as preloan feasibility

studies, to such subprojects."
 

2. "That A.I.D. not approve CABEI sub-loans of A.I.D. funds
for infrastructure subprojects for those tourism loca­tions which require further investment by the public and
private sectors, unless there is 
an enforceable agreement
which guarantees such investments will materialize."
 

3. "That A.I.D. not extend the present terminal commitment

date of this loan and A.I.D. deobligate any funds re­maining uncommitted at that date in view of expressed
interest by other international lending agencies and
changes in the FAA."
 

4. "That A.I.D. revoke the funding for the A.I.D.-financed
 
contract for updating of the market action plan for the
development of tourism in Central America because the
work to be conducted thereunder is similar if not
identical to that to be conducted under the larger IDB­financed contract for a study of tourism in Central
 
America."
 

5. "That A.I.D., 
IDB, and OAS reexamine their coordination
procedures to assure that overlapping in other assistance
fields cannot recur in the 
manner that did occur in

tourism development."
 

Corilusion 1. Premature authorization in the absence of
adequate technical and financial feasibility studies.
 

We agree that the loan has been subject to delays in start­ing and completing feasibility studies which were unforeseen
in the capital assistance paper (CAP). We believe, however,
that this conclusion is mislea.±ng inthat it implies that
A.I.D. made 
a loan without adequate planning. it was not
possible to foresee, for example the time needed for the
subborrowing governments to arrive at a consensus on specific
projects and on 
the manner in which further project develop­ment was to be financed and executed.
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This is not to say that this factor was ignored in pre­
paring the loan project. The first Regional Tourism Con­
ference was sponsored by CABEI in September 1972 (five
 
months prior to loan authorization). The Tourism Directors
 
from each country discussed and approved the Tourism De­
velopment Program supported by the loan and appointed CABEI
 
as financial agent. However, the agreement of the Tourism
 
Directors only proved insufficient. The Tourism Institute
 
of each country, but one agency of the government, was not
 
able to persuade other key executive agencies (e.g. finance
 
ministries) and the respective legislative assemblies to
 
initiate the necessary studies once loan funds became avail­
able. In retrospect, it was probably unrealistic to expect
 
rapid action by executive bureaucracies and assemblies even
 
with substantial agreement on proposals. As a result, the
 
last two feasibiJity studies are only now about to begin
 
and the project has suffered a two-year delay.
 

The issue here, in our opinion, was the reasonableness of
 
the expectation in the CAP that subborrowing governments
 
would be able to move quickly to initiate studies, rather
 
than whether or not completed feasibility studies for specific
 
subprojects existed, as indicated in the Report. It is
 
entirely possible that CABEI could have had subprojects on
 
hand with good studies and yet not receive government agree­
ment on proceeding with the subproject. On the other hand,
 
if governments had been able to move promptly to approve
 
and initiate the st'udies upon authorization of the loan,
 
the studies may well have been completed on time and the
 
delay avoided or at least held to a minimum. In short, the
 
CABEI tourism program as a whole appeared further advanced
 
to A.I.D. at the time of loan authorization in terms of
 
subborr-)wer readiness to act than was actually the case.
 

Recommendation 1. Application of Section 611(a).
 

We disagree with the Report's recommendation that Section
 
611(a) should be applied tc subloans by ICIs and the sug­
gestion that failure to so apply that section demonstrates
 
that A.I.D. has not exercised prudent management.
 

This recommendation appears to place the CABEI loan in the
 
same category as all A.I.D. capital project loans, such as
 
those for the construction of a bridge or road. This
 
characterization fails to recognize differences between
 
loans for specific construction projects and loans for
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support of development programs to be undertaken through
an intermediary such as an intermediate credit institution
 
("ICI")
 

In the case of the direct project construction loan or
grant, the requirements of FAA Section 611(a) are applied
directly to the construction project involved. 
 The re­quirement is typically that substantive technical or fin­ancial planning be performed before the loan or grant agree­ment is signed and that any necessary legislative action
within the recipient country be reasonably anticipated to
be completed in time to permit orderly accomplishment of
the project purposes. 
 In the case of a loan or grant to
an ICI the emphasis is upon the ICI and its capacity to
handle the funds being lent, and the "project specific"
requirements of FAA Section 611(a) do not come into opera­tion with respect to the capital projects ultimately to

be financed.
 

The same question of the application of Section 611(a) re­quirements to ICIs 
as was raised in the draft IGA report
was raised earlier in a GAO draft report dated November
1966 dealing with A.I.D. loans to the International Finance
Corporation for capital development projects in India. 
 In
a legal memorandum dated January 6, 1967 from John R.
Liebman of AID/GC to Theodore H. Lustig of A'[D/NESA/CDF,
the 
same issue raised here were carefully examined and the
conclusion reached that the "project specific" requirements
of Section 611(al do not apply to subloans made by A.I.D.­assisted ICIs. After examining the terms of Section 611(a)
and its predecessor legislation, Section 517(a) of the
Mutual Security Act of 1954, and the legislative history
of both, that memorandum concluded as 
follcws (footnotes

omitted):
 

"The end product of A.I.D. assistance to d(!elopment
banks is clearly the injection of needed foreign
exchange through local banking institutions into the
economy of the host country; the loan agreement is
with the intermediate credit institution, and it is
this financial obligation which demands3 
compliance
with the requirements of Section 611(a) for financial
 
planning.
 

"The financial planning accomplished in regard to
development banks is 
an analysis of the capabilities
of the institutions to analyze and screen subloan
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applications, applying the criteria set forth in
 
the Manual Order (M.O. 1524.1). A.T.D. approval
 
of subloans, on the other hand, is a matter requir­
ing considerable flexibility, and -he levels
 
established for approval will vary 
from bank to
 
bank according to the experience of the particular

institution. In the language of the Manual Orders,
 

'Because A.I.D. looks to the borrowing insti­
tution for repayment of its loan rather than
 
to the individual subborrowers of the bank,
 
A.I.D. will review applicatiuns referred to
 
it to establishi 'Lhat the Development Bank has
 
made the necessary economic, technical, fin­
ancial, and management analyses as called
 
for ... above.'
 

"The end product in this case is clearly the loan to
 
the intermediate credit institution, and not to the
 
subborrower. Therefore, any review required by A.I.D.,

insofar as Section 611(a) is concerned, related only

to the loan to the intermediate credit institution."
 

It is A.I.D.'s position that where loans 
are made to ICIs,

611(a) requirements must be satisfied as 
to the ICI itself,

since as noted above it is the loan to-theIC-T-w- h is-the

"end product" of the assistance. As stated in the 
legal

memorandum dated September 29, 197J 
of Mr. Charles; L. Gladson,

GC/VN to Mr. E. A. Anderson, SA/VN/PEP
 

"In general, the financial planning required by

611(a) in regard to an ICI is an analysis of the
 
capabilities of the institution to analyze and
 
screen applications and a clear understanding of
 
the structure of the institution and the nature
 
of its operations..."
 

Furthermore, rather than failing to apply 611(a) standards
 
at all in the case of the loa.n to CABEI, A.I.D. in effect
 
required the application of such standards twice: 
 first in
 
determining whether or not the loan should be made to the
 
ICI, 
and second by requiring that the ICI meet 611(a)-type ­
standards in its evaluation of projects for sub-loans. The 
CABEI Tourism loan agreement specifically provides that 
feasibility studies, engineering plans, and specifications, 
etc. must be prepared and found adequate before loan funds
 
are disbursed for sub-loans.
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A.I.D. believes some comment is necessary on IGA suggestions
that AID/GC views on the application of 611(a) have not been
entirely consistent. 
Some GC opinions have stated that
prudent management would dictate application of 611(a)
standards to individual capital procurements under a large
commodity import or supporting assistance program, even
when the overall CIp or SA loan had already been subjected
to the 
611(a) tests and even though such second appli­cation of 611(a) might not technically be required. 
 (Carter/
Looper memo of February 21, 
1974 and Morris/Wedeman letter
of June 14, 1971). 
 From such opinions, the IGA concludes
that because A.I.D. has acknowledged in some circumstances
that 611(a) should be applied even though not technically
necessary, that A.I.D. is failing to exercise prudent manage­ment if it does not apply 611(a) to ICI sub-loans when sub­projects have been identified in advance of the AID/ICI loan.
 
A.I.D. believes the foregoing conclusion on the part of the
IGA is inaccurate for two reasons. 
 First, in the CIP and SA
situations, GC felt there was sufficient evidence to support
a conclusion that the "end products" of the assistance were
specific capital projects. 

or With the CABEI loan the purpose
"end product" of the assistance is the engagement of the
ICI itself in general development activity, not the sub­projects, and the GC opinions are distinguishable 
on that
basis. 
 In ICI loans, 
if A.I.D. were to complete all 611(a)
tests on subprojects in advance of making the umbrella loan
to the ICI, 
 then A.I.D. might simply make the subproject
loans directly ahd eliminate the ICI altogether. 
While the
subprojects are important, the primary goal in 
an ICI loan
is to encourage the institution to 
lend in priority areas
and to strengthen the institution so that there will be 
an
experienced financial institution in place when A.I.D. is
 
gone.
 

Secondly, as pointed out earlier, by applying 611(a) tests
to the ICI, A.I.D. satisfies itself that the ICI is in turn
capable of ensuring that the proper technical and financial
planning for subprojects will be performed, and that the
umbrella loan should be made.
 

A.I.D. believes that the ICA concern 
as to whether A.I.D.
is applying prudent management to ICI loans may be attribut­able to a misunderstanding of the "end product" of the ICI
loans. 
 The IGA focuses on the subproject; A.I.D. focuses
on building the capability of the ICIs 
as institutions.
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A.I.D. has followed its application of 611(a) consistently

through a large number of loans to ICIs. 
 The GAO examined
 
A.I.D.'s application of the statute to ICI loans in 1966-67
 
and was satisfied that A.I.D. was exercising prudent manage­
eent in its interpretation and application of 611(a) to ICI
 
loans. A.I.D. has continued to apply its interpretation

consistently, and Congress appears to be satisfied with
 
A.I.D.'s interpretation of 611(a) as it applies to ICI
 
loans.
 

Conclusion 2. Lack of understanding by Central American
 
Countries of the loan's aims and purposes.
 

This conclusion, taken from an A.I.D. evaluation report,

is overdrawn as presented and should be placed in the
 
historical context of the genesis of coordinated Central
 
American efforts in tourism development. In July 1968,

President Johnson visited the five Central American nations,

meeting individually and collectively with their Presidents.
 
At this time, President Johnson, as part of a Joint Declara­
tion issued during the meeting, pledged continued U.S. support

for the Central American integration movement and affirmed
 
U.S. recognition of the need for a substantial level of foreign

assistance for economic development programs to be undertaken.
 

The single, most urgent request of the five nations to the

U.S. at that time was for assistance in overcoming dependence
 
on their "one-crop" economies. This request resulted in
 
follow-up negotiations by high-level administration officials
 
with the Central American Ministers of Economy, the establish­
ment of the position of a ROCAP Export Promotion adviser, and
 
the subsequent development and authorization of ROCAP Loan
 
L-010 for Export Industries and Tourism, and Loan L-013 for
 
Tourism Infrastructure. The stimulation and development of
 
tourism was recognized early by all of the Central American
 
countries as having a high economic development and financial
 
benefit potential and featured prominently in their identifi­
cation of assistance needs and requests to A.I.D. for both
 
loans as a means of diversifying their economies' "single

crop" dependencies. Therefore, we believe it is inaccurate
 
to state that Loan L-013 was made without a clear under­
standing by the Central American countries of the loan's
 
aims and purposes. Loan L-013 in fact responded to the
 
Central American countries'expressed needs to improve national
 
and regional potential for tourism. Extensive pre-authori­
zation negotiations between A.I.D. and CABEI, and between
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CABEI and the individual countries, provided ample clarifi­
cation to all parties of the loan's aims and purposes.
 
Conclusion 3. 
Shift in subproject sites and subprojects.
 
The subprojects designated in the loan agreement were
tentative and it was recognized that changes in subprojects
or subproject sites could occur and alternatives would be
identified and evaluated by CABEI. 
 Accordingly, we do not
find it surprising that governments may change some sub­projects 
or that subsequent studies might demonstrate the
need to change the subproject mix. As
loan was an ICI loan, this
designed to permit this flexibi lity which is
inherent in the ICI concept. 
As pointed out above, 
a
major purpose of the loan is to stimulate tourism by pro­viding financing to initiate the Regional Tourism Develop­ment Program and by strengthening the role of CABEI in
promoting tourism; 
it is not to finance any particular sub­project or number of subprojects. In addition, the concern
expressed in the Report over the sharp increases in sub­project costs should be evaluated in light of the loan
 
purpose.
 

Unlike a more conventional capital project loan, A.I.D. is
not committed to fund a certain number of sub-loans or a
specified quantity of construction (miles of road, number
of buildings, etc.). 
 Should costs increase, the number of
subprojects initially contemplated will not be completed
under the loan.' 
This does not mean that one of the major
loan purposes will not be accomplished. 
The basis for
determining the funding level of this ICI loan was a combina­tion of the anticipated demand for credit, the impact de­sired on tourism development, the extent to which the
institution must change its normal procedures to accomplish
loan objectives, A.I.D.'s funding availabilities, and the
borrowers' constributions.
 

Further to the question of funding inadequacies, CABEI has
expressed its commitment to meet the shortfalls in overall
project costs from its 
own resources. ROCAP will make this
commitment more explicit if it is decided to extend the
terminal dates. 
 In this circumstance, the Mission will
implement the loan in 
a way which will allow the funding
of projects in several countries, provided that "reserving"
funds for later developing projects can be based on 
reliable
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evidence that such projects will in fact be ready for
financing at times consistent with a detailed PERT imple­
mentation plan.
 

Conclusion 4 and Recommendation 2. 
Investment of public
and private sector funds.
 

We agree with the intent of the Draft Report in emphasizing
the importance of reasonably assuring private investment
follow-on to any public sector infrastructure investments
undertaken with support from the Tourism Infrastructure
project before subproject financing approvals 
are made by
CABEI. 
 The loan agreement with CABEI which underlines this
point specifically defines, 
as a major element,to be treated
in the feasibility study required for each subproject pro­posal submitted to CABEI for financing, the private invest­ment anticipated as 
a result of the infrastructure develop­ment. 
As a test of the reliability of projected investment
figures, it was assumed that firm commitments from firms
intending to construct hotels in the areas served by sub­projects financed by the A.I.D. loan,would serve as 
a
reasonable indicator of the reliability of overall invest­ment to be incorporated in the subproject plan.
 
However, we do not agree with the Draft Report that without
"enforceable contracts," 
(which we 
assume to mean contracts
which will stand the test of legal action) there will be
no or inadequate assurance 
that the investment to utilize
A.I.D.-financed infrastructure projects will in fact be
made. 
 We doubt that any situation exists where investors
sign "enforceable agreements" guarantying investments prior
to the construction of necessary infrastructure facilities.
Investors are 
unlikely to commit themselves in such 
a manner.
A requirement such as 
that advanced would make the chances
for successful loan implementation extremely improbable.
 

We continue to believe that the best approach to this issue
is an 
analysis of all factors bearing on feasibility, es­pecially weighing those of critical long-term importance as
investors' interests and market response 
(i.e., tourists)
to the proposed subproject. Fundamentally, all of these
decisions are judgmental, but to 
the extent confidence can
be placed in the results of the recommendations of the
feasibility studies that conditions for the subprojects are
favorable, investors' interest in the activity, from one or
 more sources, will be probable.
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A.I.D. and other international development agencies' exper­
iences in this type of program of "leading edge" public

sector investment shows that more stringent investment re­
quirements as proposed are unreasonable and unworkable.
The best one can anticipate and demand is a firm "commit­
ment," whose adequacy should be determined by the feasi­bility analysis and its review. Therefore, we believe the
 current procedure is adequate in this regard.
 

Recommendation 3. Extension of TCD and TDD.
 

We believe that a proper decision on whether to approve or
disapprove any extension of TCD or TDD can only be made
after analysis of whether or not the purposes of the loan
 
can still be achieved in a reasonable time period. We
intend to review the ROCAP Mission's recently completed

evaluation of the history of the Tourism Infrastructure

Project and future projections. We expect this review to
be completed by the end of December and we will advise the

IGA of the results at that time.
 

Recommendation 4. 
Revoke funding for the contract to update

the Marketing Action Plan.
 

In reviewing the possible similarity between the A.I.D.­
financed contract for services to the Secretariat for
Central American Tourism (SITCA) in upgrading the 1969

Central American Marketing Action Plan and IDB's grant to
SITCA for a contract for a Study of a Central America 
-
Panama Tourism Circuit, the following aspects of this matter

should be taken into account. Shortly after ROCAP had
signed a Project Agreement with SITCA on August 21, 
1974 to
finance 
a contract to update the 1969 Marketing Action Plan
for the Development of Tourism in Central America, the
Director of SITCA reported that the Panamanian Director
 
of Tourism and four of the five Central America Tourism

Commission Directors were being offered a $250,000 grant
for their "region" from the IDB to finance a Study of a
Central America 
- Panama Tourism Circuit. This was natural­
ly of some concern 
to SITCA and to ROCAP for two reasons.
First, there was likely to be a duplication of much of
A.I.D.'s activity for which $73,000 had just been obligated.

Second, the proposal bypassed SITCA, the recognized organi­cation of the Central American countries, empowered to deal
with regional tourism matters. 
As a result of A.I.D.'s co­
ordinating role and many discussions with the IDB, the
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latter made its grant to SITCA. This action was in keeping

with the earlier agreement which had been worked out in
 
principle with the Bank that both A.I.D. and IDB would
 
seek to work through the Central American regional institu­
tions whenever possible. ROCAP then renegotiated with
 
SITCA the revised needs of the Marketing Action Plan in
 
order to avoid to the extent possible duplication with the
 
contract activity which the IDB would finance for a Central
 
American Tourism Circuit plan. 
The negotiations between
 
A.I.D. and SITCA extended over a year ',.-ce A.I.D. signed
 
a contract with the Stanford Research T..titute to update

the Tourism Marketing Plan. 
 Both ROCP and SITCA are con­
vinced that the two contracts are complementary. As a
 
consequence we believe it would not be appropriate for A:I.D.
 
to revoke the funding of the Marketing Action Plan contract

which is an important part of our 
final grant assistance to

the Central American countries in the field of tourism.
 

Recommendation 5. Reexamination of coordinating procedures.
 

We agree that coordination among donor agencies is essential.
 
We already have in place a formalized coordination process

in addition to informal coordination procedures, which we

believe are 
adequate to minimize problems of competition

and duplication among donors in sectors where A.I.D.
 
operates. These include: The OAS-sponsored annual country

reviews of Latin American assistance needs and problems;

preparatory and follow-up meetings of the country special­
ists of the donor institutions participating in these country

reviews; annual country-by-country program reviews among the

lending institutions (A.I.D., IBRD, IDB, occasionally others)

and, separately between A.I.D. and UNDP; participation in
 
World Bank-sponsored Consultative Groups for 
some countries
 
and for the agriculture sector; in-country donor coordination
 
meetings in most of the countries supplemented by constant
 
informal contacts with government planners and with resident
 
and visiting representatives of other donors. 
 In Central
 
America where integration efforts are so complex, quarterly

meetings of a Mission Directors Coordinating Committee focus
 
specifically on regional and bilateral donor assistance to
 
the region.
 

In view of the foregoing, A.I.D. does not consider that 
a
 
formalized reexamination is necessary. We consider co­
ordination to be an evolving process,* which engages its
 
sectoral specialists and country desk officers on a day-to­
day basis, assisted by an LA Bureau office specifically
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responsible for assuring the interchange of documentation
.and discussions necessary for effective multilateral co­ordination. 
Overseas, every A.I.D. Mission Director is
under instructions to make and maintain frequent contacts
with other assistance donors and with the host government
officials responsible for planning and implementing economic
assistance. 
Mission technical officers and programmers
similarly undertake such coordination efforts 
so as to
carry out their duties as effectively as With
possible.
the advent of such subregional joint programs as 
the inter­agency agricultural sector studies in Central American
agricultural development by A.I.D./IDB/IBRD, and the new
hemispheric agricultural group, the momentum to continue
to extend A.I.D.'s interagency coordination seems well in
hand.
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