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AID/DLC-P-136
FEASIBILITY AND RESOURCES STUDY PROGRAM FUND Sep,{ef;g;; 2o, 1965

SUMMARY AND RECOMMENDATIONS

A e

Borrowver

The Executing Agonoy will be the Fundo de Financismento de Estudos de
Projetos e Programas (FINEP). The Borrower will be the Government of
Brazil. Alternatively, at the option of the USAID, if it is determined
that FINEP has the authority to contract for loans, FINEP will be the
Borrower and the Ministry of Finanoce will guarantee the loans.

Amount

811,000,000 to finance both US and local costs.

1. PINEP was legally established by Executive Decree No. 55820 of
March 8, 1965, to finance the formulation of projects and programs
for economic development. The Ministry of Planning has provided FINEP
with an administrative budget to maintain a staff of economists and
engineers, but no funds are available for the studies themselves.
FINEP has therefore requested loans of $5 million each from AID and
the IDB to finance both the local and foreign exchange costs of pre=
investment and feasibility studies. Additionally, FINEP has requested
and received (August 27, 1965) interim AID grant financing (081 billion)
for the local costs of studies which are currently in need of finanoing.
The AID assistance together with the IDB funds will represent the initial
capitalization necessary to the actual establishment of the feasibility
fund,

2. During IR discussions, FINEP ezpressed concern that AID insistence

on approving scopes of work, cost estimates; firms and conitracts for
each study would slow down implementation of the project and infringe
on FINEP's autonomy. FINEP therefore requested that prior AID approvals
not be required for studies costing less than $250,000. After discussgions
of this issue, the USAID proposed a $100,000 cutwoff with the provision
that FINEP contract for the assistance and advice of an experienced
consultant. IINEP agreed, and a provision to finance such assistance
was included in this paper. Additionally; at FINEP's request. a provision
was also included to finance participant treining in the US of FINEP steff
members.

3, During USAID/FINEP discussions on the feasibility loan, the USAID

raised with FINEP the possibility of a program of sub=loans to
finance natural resource surveys (historically grant«funded technical
assistance projects). Subsequont discussions resulted in an affirmative
answer and a FINEP reguest for an additional $6 million to fund such &
program.
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and ctne location thereof, and to suggest specific
capital prolects to moximize economic return or
eliminate economic botitlenecks.

3. A program of sub=loans to public agencies to Tinance the
dollar and cruzeiro costs of natural resource survey projects
of & technical assistance nature (historically USAID grant
funded) which have the dual purpose of (2) compiling and
evalvating natural resource data (vhich will eventually
result in the identification and suggestion of specific
capital projects and (b) to create within the Brazilian
institvtions, the institutional capacity {technical, admin-
istrative and physical) to perform such surveys. Such
projects will b carried out with PASAS with U, 8. Govern-
ment Agencies and vhere appropriate with contracts with
private consulting firms.

E - Total Cost of Project

Of the $11 million, $5 milllon have been earmsrked for the Feasibility
Studies Program and $6 million for the Natural Resource Survey Program,

However, 1t is the intention that these funds can be chifved frem
program to program 8s necessary to meet the needs of the sepnrate
Progrems.

1. TFeasibility Studies Program

.....

the Brazilian developmen: plan for the next two years are estimated
at Cr$33 billion ($18 million, equivalent at the exchange rate of
Cr$1.850/1, conversion factor .054), approximately 70% of which will
be for private sector studies. The contribution from domestic rescurces
will cover approximetely U40% of the costs or roughly Crél3 billion
($7.2 million equlvalent). The remaining Cr$20 bHillion ($10.8
million equivalent) is being requested from international financing
agencies; AID-$5 million and the IDB-$5 million {IDB finencing will
be restricted to project studies and sub-sectoral studies). ZID is
elso providing PL 480 grant financing in the amount of Cr$ 1 billion
($540,000.00).

2. Professiocnal Services Contract estimated to cost up to
$150,000 will ve financed with ALD funds,
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3, HNaturcl

TAOUrCE

fddition=ally, m6 million of AID funds will be made available for
a three year progrem of sub-loans for naturzl resource surveys. Local
contributions for each such sub-loan will be negotiated on a case by
case basis. However, AID will require that the participating agencles
on the Brazilian side assume an increasing proportion of the local
cost financing over the next two years.

i - Availability of Other Free World Finencing

. it Bonk clearance was received on September 28, 1965. The IDB and
C1p will both participate in financing feasibility studies through FINETL.
6 - Statubory Criteria

A1l statutory criteria of the FAA 1961, as amended have tezen mat.

Lirect AID Approval of Professionzl Services Contracts, Scopes
of Work and Engineering Firms

a. Issue: The issue 1s whether section 112 of the PAA vr. fct of
1965 requires AID to approve the contracts entered into
Ly ¥INEP sub-bvorrowvers {or grantees) with consulting firms to carry

<

mit o surveys snd studles and to approve such consu’ting Tirme.

dgiony Analysis of Section 112 and its legisliative history
indicates that there is no statutory provision which
tnat ALD eporove sub- borrow;r/gr ntee contrects on this

wires tn
e

croject.  (For a detailed discussion, sece Exhibit I, Annex I).

U, Issue: The issue is whether AlD shoulid rely on TINEP or 1ts
sgents to approve scopes of work, cost estimates,
consulting tirms, and contracts for studies costing less than 3100, 00 .

slusion:  1n the judgment of the USATD, aporoval of scopes of
T work, cost estimates and engincering firms for all
i1l creste a serious bottleneck to the implementation of
and will result in unnecessary AID involvement in the

of the FINEP system. Additionally, AID insistence on

of small studlies will make it impossible for FINEP to
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delegate authority to the Development Banks for loans to the private
sector, and will result in all private sector projects being funneled
through FINEP., Further the application has strongly stated the view
thst such extensive AID approvals will infringe on 1ts autonomy, anc
make 1t impossible to operate through a system of Financial Agents.
FINEP originally requested that AID follow the IDB precedent and not
approve studies costing less than $250,000. The USAID however proposed
that FINEP could grant loans for studies costing less than $100,000
provided FINEP contracts for the assistance of an experienced consultant
to assist in approving scopes of work, cost estimates and consultants.
FINEP agreed. Therefore, it is proposed that AID approvals be required
only for studies valued over $100,000 and that for studies below that
amount, the USAID rely on FINEP as an intermediate credit institution

to approve, in accordance with agreed criteria, scopes of work, cosv
estimates, and engineering firms. 1In relying on FINEP for this approval,
the USAID will (1) establish the criteria as set forth in this paper

(2) require that FINEP obtain the services of a consultant, satisfactcry
to AID, to give advice and assistance in approving scopes of work, cost
estimates and engineering firms, and (3) agree on standard contract
provisions as necessary to assure compliance with AID requirements.

For the Financial Agents (Development Bank) AID will rely on the

BNDE and FINEP as assisted by the consultant to evaluate the F4ls
competence to exercise limited approval authority. USAID velieves

that FINEP, BNDE snd the FA's have the necessary competence io make
these approvals.

“ecommendations:

It is recommended that AID approval of the scope cf work, _sst

estimates, contract and engineering firm for each study te as folivws:

(1) That for studies costing less than #100,000, AID rely cn FINIT to
approve scopes of work, cost estimates, and engineering firms.
This reliance to be conditicned on (a) AID and FINEF agreement on
standard contract provisions to assure compliance with appropriste
ATD statutory and policy requirements, (b) FINEF agreement to the
criteria set forth in this paper, and (c) FINZP procurement of
professional services of a consultant satisfactory to AID to
assist and advise FINEF in evaluating and approving scopes of
work, firms, and cost estimates.

For contracts under $25,000 a firm can qualify if the individual
to e assigned to the project has qualifying experience. For
contracts above $25,000 both the firms and the individuals
assigned to the project must have qualifying experience.

(2) That for studies over $100,000 the USAID will approve scopes of
work, cost estimates and the engineering firm and agree on
standard contract provisions.
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(3) Tor studies costing more than $250,000, the USAID will, in
addition to the approvals in (2) above, approve the terms
and conditions of the individual contracts.

Local Cost Financing

Issue: The issue is whether the project Jjustifies the use of
dollars to finance local costs.

Local Cost Financing for the Feasibility Studies Program

In accordance with AID policy in Brazil regarding source and origin
of engineering firms financed by AID as approved by the Administrator,
it is proposed that studies be undertaken by qualified US and
Brazilian firms without preference, and that where no qualified
Brazilian firms exist, Joint ventures of US and Brazilian firms be
encouraged. The financing of local firms and of joint ventures will
require local cost financing end which will in the absence of PL 480
Cruzeiros (see Exhibit I of "Rio Light S/A and Sao Paulo Light S/A",
Loan Peaper AID/DLC/P.338 for Statement of the availability of

PL U480 cruzeiros) require conversion of dollars to cruzeiros. Such
local cost financing is Jjustified in that (1) the use of local

firms will reduce study costs, and (2) the use of local firms and
joint ventures will contribute to the development of technical
expertise in local firms, thereby developing the internal technical
capacity of the country.

Local Cost Financing for the Natural Resource Program

The USAID considers that proper support of this program requires
local cost financing. Cruzeiro costs (secretarial services, vehicles,
office space) are reguired to support the technicians and the special
surveys carried out under these projects. Such financing is limited
to the direct support of the technicians and the surveys, and will
nct be used to support the budget of the applicants.

Recommendations:

In view of (1) the strong institutional and economic justification
for this loan, (2) the institutional development benefits to be
gained, in terms of developing qualified locsl engineering firms
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through Jjoint venture of U. 8. and Brazillan firms, in strengthening
Brazilian public institutions, and (3) in view of the fact that
failure to provide financing of local firms would, in effect, e

an cvasion of our expressed policy of utilizing both Brazilian and

U. §. firms without preference, it is recommended that dollar local
cost financing be approved.

The Cr$ 1 billion grant made available by AID will of course be
fully utilized before dollar conversion takes place., Doll:e=
conversion will be made in accordsnce with thc Special 1etter of
Credit Procedures wvhich will assure that all zuch dollars will be
utilized for purchases in the U. 5., thus eliminating any adverse
cffects on the U. S. Balance of Pesyments.

Security Clearance Requirement

Issue: The issue is whether contractors' employees working on

feasibility studies under this loan must be security
cleared,

Jecurity clearance for all U.3. citizens under this losn will
present difficult administrative problems and will cause a delay
of from 60 to 120 days for the commencement of each study.
Section 111 of the proposed FAA pr. Act of 1966 moy exempt U. &.
citizens from the requirement of s security clecrance where they
will not have access to classified information. ‘The USATDR
proposes to use this exemption and will, to the extent permitted
by fection 111 and the regulations issued thereunder, not reguire
a security clearance for U, &. citizens,



I - Recommendations

Authorization of a loan to the Govermment of Brazil in en amount not
to exceed $11,000,000 to assist in financing local and foreign
exchange costs {(including technical and professional services for
the assistance of FINEP, and commodities, technical assistance and
supporting costs, and training for the PASA activities) for project
{pre-feasibility and feasibility studies), and program studies and
technical assistance survey and investigation projects in Brazil.

1. Terms

(e}  Repayment within forty (40 years from the date of the
first disbursement, including a grace period of ten years.

(b) 1Interest of 1% during the grace period and 2-1/2% thereafter.

ic} Repayment in U. S. dollars.

™

Other Terms and Conditions

{a) Studies financed under the loan shall be procured from
Brazilian firps, United States firme or joint ventures
of U. S. sand local firms.

{t) Equipment, materials and services {except ocean sihipping
and marine insurance) financed under the loan shall have
their source and origin in the United States or Brazil.
Ocean shipping and marine insurance financed under the
loan shall have their source und origin in the United
States.
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{¢) Dollers utilized to finance local costs shall be made
available through appropriate procedures and shall be used
only foi procurement in the United States.

(d) The loan shall be subject to such other terms and conditions
as ATD may deem advisable.

(e) M.O. 1413.1 to be waived in accordance with the USAID
recommendation (See Issue No. 1}.

Working Group

Chairman - Dwight B, Johnsou
Fngineering - M, M. Vogel
Legal = D. M. Trubek

Capital Develop. Officer

H

Joao Vieira

frafiing Dfficer: DRJohnson
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IT. PLACE OF THE LOAN IN THE PROGRAM

The Sector Goal - Development Ressarch end Planning - ag doge
oribed in the CAP for F'Y 66 is: "To foster improved allocation of
resources through national, regional, and state economic development
planning; improvement of public administration particularly as it
affects collection and use of public resourcesj and preparation of
studies to olicit information on development of potential and available
natural and human resources."

"in important adjunct of general development planning is specific
project preparation. Bragilian weskness in this area has often been a
significant Tactor in delaying the utilization of foreign assistance
opportunities. Hence the USAID program contemplates loans io provide
gervices of consulting engineers to examine promising development
possibilities and work them up into projects acceptable for review by
4.1.D. or other foreign lending agencies."

The loan directly supports this goal and also responds directly
to the AID policy instruction to "seek to the maximum extent possible
to encourage the cooperating government to undertake more adequate
planning" and to '"coordinate the full range of possible assistance,
program, technical, and capital, in order to contribute to the
furtherance of U.8. objectives.'

The lecan also supports the other sector goals by providing the
means to finance the formulation of specific capital assistance projects,
espocially in those sectors such as the agricultural and agro-industrial
goctors whore the application of AID ag well as Brazilian resources
is hindered by the lack of formulated projects. It is anticipated that
this loan will assist in the creation of a pipeline of well studied
projacts fream whioh AID can select those of highest priority to invest
its resources to attain its development objectives in Braszil.



TTI- PROJECT ANALYSIS

A, The Borrower

FINEP was established by Executive Decree No, 55820 of March 8, 19355
ag a fund represented by a special account at the National RBank for Eco=-
nomic Development (BNDE) %o finance the study of projects and programs
of economic development by both the private and public sector, £Ls an
organization, FINEP is dssigned to function as a Technical Evaluation
Staff and Beard of Directors to an intermediate credit system for fea-
sibility studies, and to gparve as sn advisory grcup to the Ministry
of Planning on prodect and program fomulation matters, The resnurces of
FINEP will be formed by grants snd loans from national and internationail
instituiions and by earnings from %Me fund's own operations (interest,
cemmissions, fees), RFINEP'g ire has four main unitss (Por a summary
diegram of the relationships of these units, sce Exhibit G, Annex I,

3 T
.'u.é‘u

> :

-

1. “he Cooxdinefling Board

The Coordinating Roard i stituted of four members with voting
rights and on :?ecnbkfa gzorebary - no voting rights, The four
n

as Chairman, the Presidert of
?e Llius i cr of the Agricultural and
hreau o of Drazil (CREAI), and a repre-
gional and st davelopment banks, The functions
Wcarﬂ are:

-

delines,; peolicies, and regulaticns

and contracts reguired for the
whom the funds will be
financial agents to review

costing more tha.. $250,700;

f, the approval of all loans for studies which have no clear eligi-
bility uvnder the GOB economic development planj

g, the approval of all loans for program studies,
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2 The Technical Office .
“The technical office is headed by the Execuiive Secretary of the
Coordlnating Boaxrd and has &t present a staff of two economists,
three engineers and one statisticlan, (Curricula Vitae of this.
staff is contained as Exhibit A of Amnex I), In addiiion to its
staff, the FINEP technical office will have access to the services
of the staff of the Ministry of Planning, It may also engage con-

sultants if required for special projects, The functions of the
Technical Office are:

a)to study and propose to the FINEP Board the criteria for priorities
in project development in accordance with the GOB Economic Action
Program;

b)to receive, recor' avaluate, snd approve for loans, applications
for feasibility stuaiess

¢)to recommend to the Board the appoiniment of Financial Agents to
be delegated authority to lend FINEP resources: and to draft and
negotiate agreements with these Pinancial Ageritajg

d)to make recommendations to the Board with respect to financing
program studies and for financing project studies of a nature or
size requiring Beard approvalj;

e )to maintain an approved list of qualified consulting firms and to
evaluate and approve/disapprove firms proposed for studies;

f)to control the FINEP accounts with the Financial Agents and review
the periecdic reports submitted on their operations;

g)to initiate studies which may be considered n¢zessary to implement
the GOB plans and progranms,

3, The Financial Agents (FAl's)

The financial sgents are the institutions through which the actual
movement of funds will take place, PFinancial agents will (1) evaluate
and vecommend applicetiovs to FINEP; (2) make loans of up to Cfi30
million or other amounis aubhorizea without referral to FINEP; (3)
evaluate the credit worthiness of applicants; (4) grant loans (acting
as guarantors of the loans) for feasibility studies when authorized by
FINEP;and (5) be responsible for disbursement of all loan funds,
collect all loan repayments, and maintain all ioan accounts, The
prlmarv financial egent and depository cof the funde is the National Bank
for Heoncmic Development (BNDE), the president of which is on FINEP'g
board, At present only the BNDE ig the approved financial agents other
financial agents will be the regional and state development banks,such
as the Bank of the Northeast, the Bank of the Amazon, the Development
Bank of Minas CGerais, the Regional Development Bank of the Extreme
South, etc, In the selection of financial agents and allocation of
portions of FINEP to them, the following aspects will be taken into
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- considerationi (a) geographical area of influence; (b) financial
~ resources; (c) staff capabilities of the development banks,

4, The Primary Financial Agent —~ The BNDE

The National Bank for Bconomic Development (BNDE) was established
on June 20, 1952, as the agent primarily responsgible for the imple-~
mentation of the invegtment projects recommended by the Joint Brazil
United States Economic development Commission, The BNDE has operated
as & development bank since that date and its areas of responsibility
have cteadily evolved until today it maintains a portfolio of loans
to public entities and private industry of approximately Cr$l80 million
(approximately $100 million equivalent), The BNDE has been the main
recipient of US PL 480 loan funds as well as development loans from
the IDB and from Germany. The BIDE will function along the lines of
an accounting and banking department for FINEP; sub-lending funds for
feusibility studies and advancing lines of credit to the other fi-
nancial agents, holding and disbursing the funds, and performing
accounting and auditing functions, It will also establish the general
clauses and conditions for PINEP's relations with the other financial
agents, asgist FINEP in evaluating the capabilities of the other
agents, and provide the other agents with technical assistance in
developing skills and procedures for making feasibility study loans,
Additionally, it is expected that the BNDE will be a major source of
feasibility study applications, some of which it will finance under

its delegation, and others which it will evaluat~ and recommevd to
FINEP,

B, FINEP Lending System

FINEP is set up to operate as an intermediate credit system operating
through a system of Financial Agents (FA's) who will receive and evaluate
lean applications, grant and guarantee loans according to their delegations
of authority and © s authorization ¥ FINEP,referring loans of a size or
type not within their authority to the FINEP Technical Office and Coordinat-
ing Board for final approval. The general structure. of the system is port-
rayed below (for a mors detailed diagram summary of the system, see Annex I,
Exhibit G):
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}APPLICATIONS {

Approves all program loans,

project loans costing over $250,000
and all project loans not clearly
oligible under the GOB development
plan,

Approves all loans foriroject
studies clearly eligible under
the Jlevelopment plan and costing
less than $250,000, but in excess
of FA'gs authority,

1. Approve loansg for project
studies utilizing lesgs than
Cr} 30 million of FINEP funds,

2, Approve financial feasibility
of all loans,

3, Grant and guarantee all loans,

A general description of the lending procedures and the evaluation and

approval responsibilities follows:s

1, Receipt of Applications

Applications by both public and private applicants may be submitted
to the FA's or directly to FINEP, and will be referred by one to the
other as the necessities of the evaluation dictate, The applications

are to be accompanied byt

(a) a general description of the project or program to be studied plus
pre-feagibility date demonstrating the general soundness of the

proposed projects

(b) the name of the firm (if already selected) which will carry out
the study, the firm's experience, and the names and qualifications
of the staff members who will conduct the study;

(¢) +the proposed scope of work and cost estimate for the study;
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(d) credit and other informations relating to the applicent's capacity
to repay the loan,
(To simplify the submission of applicationa, FINEP is developing
an application form which specifies the information to be submitted

in tho application),

Upon receipt, applications will be reviewed for completeness, evaluated
and. referred to the appropriate levrel for approval,

2. BEvaluation and Approval

Evaluation consists of (&) an evaluation of the prospects of repay-
ment to determine whether ormwt a loan is financially feasible, and
(bv) a feasibility appraisal to determine the general feasibility of the
project or progranm,

8., The Review of the Prospects for Repayment

The credit review for all loans will be carried out by the financial
agent which will ultimately grant and guarantee the loan, Thus,
the FA will have the ultimate decision as to whether the prospects
for repayment are sufficient to justify their guarantee of repay-
ment of the loan. Their criteira and requirements for this will be
the same ag roquired for their regular loan operations,

. Feasibillty Appraisal

1, Scope

et et

FPeasibility sppraisal will coasist of

(a) an evaluation of the projects’ eligibility under the develop
ment plan, and of its prilority in relation to other projects
in order to determine its probable eligibility for financing
by the wvarious financing institutions,

(b) evaluation of pre-feasibility data and assumptions to
determine the general soundness of the proposal and to
determine the scope of the study,

(¢c) evaluation of the scope of work and approval of the cost
estimates for the gtudy.

(d) evaluation of the qualificetions of and approval or disap-
proval of the firm proposed for the study,

2. Approval -~ Responsibility and Procedurss
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(v)

(c)
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Financial Agents

The financial agents will have the authority to appraise
and approve, in accordance with agreed criteria, project
loans utilizing less than Cr$ 30 million of FINEP funds,
Loans for project studies utilizing more than Cr$30 million
of FINEP fundg must be referred to FINEP for finel ap-
proval, In referring such studies, the FA will transmit
its appraisal and recommendation to FINEP,

FINEP technical office

The FINEP technical office has authority to approve loans
for studies costing up to the equivalent of $250,000 where
the nroject is clearly eligible under the GOB develop-
ment plan, It will carry out the evaluation with its
own staff and will, if necessary, ask appropriate sections
T the Ministry of Planning to assist, Applications will
be submitted to FINEP in two ways: directly by the ap-
plicant, and as referrals from the financial agents,

(1) Applications Referred to FINEP by Financial Agents

For projects referred by FA'g;,ihﬁ technical office
will review the appraisal report and recommendations of
the FA, perform any additional appraisal conasidered ne-
cessary, and make a determination as to whether the
study should be financed, and transmit its decision to

the FA along with any special terms or conditions to be
imposaed,

(2) Applications received directly by FINEP

Tor epplications received directly by FINEP, FINEP
will refer the application to a Financial Agent for a
credit evaluation (and if appropriate for a feasibility
appraisal study, i1f the study is within the FA's autho-
rity, or of special interest to the FA, or because of
evaluation requirements for which & particular FA has
special qualifications), FINEP will then conduct a
feasibility appraisal and make a determination as to
whether the study should be financed, If the deter-
mination ig affirmative, the technical office will request
the appropriate FA to grant the loan specifying any special
conditions to be imposed,

FINEP Coordinating Board

Only the Coordinating Board can approve project study loans
in excess of $250,000, project study loans where the project
is not clearly eligible under the GOB development plan,

and loeng for program studies, For all studies to be
approved by the Board, the Technical Office will conduct

feagibility appraisals and provide the Coordinating Board
with its recommendations, FINEP will coordinate this '
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evaluation with the appropriate sections (Power,
Industry, etc,) of the Ministry of Planning, whose
recommendations are required for all program loans

and for all project loans where the project is not
clearly eligible under the development plan, Upon

the presentation of the report of the Technical Office,
the Coordinating Board will determine whether or not
the loan shall be made, If the determination is affir-
mative, the Technical Office will authorize the appro-
-priate FA to grant a loan, stating any special condition
to be imposed,

3. Loan Obligation and Execution

Upon receipt of the FINEP authorization or upon its own
authority, as may be the case, the F.,A, will request a line of
credit from the BNDE, approve the study contract and payment
schedule, and execute a loan contract, A standard loan agreement
form to be approved by the BNDE and FINEP will be used.

4, Sub=Loan Terms and Conditions

Loans may be granted for terms up to ten years with grace periods
on principal repayment equal to the term of the study, FINEP funds
will be lent at 7% plus monetary correction, plus a 2% {one time)
administrative fee, Interest charged on the Fimancial Agent's par-
ticipation in the financial will be in accordance with their regular
rates which may not exceed 12% plus monetary correction, Loans will
be subject to immediate repayment if the project itself receives
financing, such repayment to be made at the time of the first dis-
bursement of & project lcan, Generally loan funds will be disbursed
in accordance with an approved schedule, the last installment of which
may not be made until the report is delivered, All contracts will
be submitted for the approval of the Financial Agents,

5, Financial Agert and Borrower Contributions

For gtudies within the Financial Agents' delegation of authority,
the Financial Agents will be required to finance at least 20% of the
cost of each study, and the Borrower will contribute from 10% to 40%,
Por studies not within the delegation, the Financial Agents will be
required to finance a minimum of 5% and the Borrowers from 10% to
40% of the cost of the study,
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C. The AID-Loan

The AID-project consists of a loan to provide FINEP with the funds to
carry out the following:

(1) a program of sub-loans to private and public borrowers to finence
the study of the feasibility of projects and programs;

(2) technical assistance to FINEP in executing its program;

(3) a program of sub-loans to public entities to finance technical
assistance projects of a research and survey nature which have
the dual purpose of (a) coupiling resource data and (b) to
create, within Brazilian institutions, the technical and
organizational competence to perform such investigations.

These three sub-projects are described separately below:

1. Program of Sub-Loans for Project and Program Studies

a. Background

One of the criticisms made of the Brazilian prescntation before
CIAP was their weakness in the preparation of projects for
international financing. To rectify this situation, FINEP wes
created on March 8th, 1965 to provide a mechanism to finance
the preparation of projects. Upon its establishment, financing
wvas requested from both the AID and the IDB. The IDB has
authorized a loan of $5 million, and the USAIT has resvonded
with a cruzeiro grant of Cr$l billion, and recommends this loan
be approved to provide additional needed assistance.

b. ‘The Program

$5 million (less the cost of technical assistance to ¥FINFR) of
this loan are to be used for a program of sub-loans to private
and public borrowersto assist in financing the cost of progrem
and project studies.

1. Project studies will include (2) pre-feasibility studies to
develop bacic data sufTficlent to determine whether a feasi-
bility study should be undertaken, and (b) feasibility studies
to determine the basic soundness (economic, technical and finan-
cial) of a project and its probable effect on the economy, and
to prepare preliminary plans and design as necessary to develop
reasonably firm estimates of cost. Projects which have the
likelihood of resulting in immediate private or public investment
will be given priority under the program. Projechts to be studied
will include but will not be limited to industrial projects,
infrastructure projects, housing procjects, agricultural and agro-
industrial projects, and projects to .  establish or sirengthen
key insitutions. Limits to be imposed are whether the projects
will contribute to the development of Brazil and the likelihood
of the project obtaining financing.
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2. Program studies will include natural resource surveys,

sectorial, sub-sectorial, regional and other pre-investment
studies to inventory the country's resources, identify priority
areas where projects will make a maximum contribution to
economic development, to determine general types and levels of
investments, and to suggest specific projects which will
maximize economic return. The emphasis in this area will be
directed toward programs which will result in the identificat-
ion and formulation of new projects, or which will generate
information necessary to invesiment decision.

¢. Administration of the Program

AID funds will be utilized within the framework of the FINEP
system, in accordance with mutually agreed criteria, with the
following AID approvals to be superimposed on the system.
Additionally, AID will require thet FIIFEP contract with a
professional consulting firm which will assist FINEP in
executing the program.

1. AID Approval Requirements
(e) For studies costing less then $100,000 (minor studies)

For such studies, AID will rely on FINEP, as assisted
by professional consultants, to grant all sub=loans in
accordance with the criteria established herein without
UZAID approval. The USAID will review and approve the
standard contract form to be utilized, and will reguire
that FINEP insert, in the contract, provisions as
necessary to assure compliance with the appropriate AID
statutory provisions. Additionally, the USAID will
vost review these loans on a2 selective basis to evaluate
conformance with agreed criteria.

For contracts under $25,000 a firm can qualify if the
individual to be assigned to the project has qualifying
experience. For contracts above $25,000 both the firms
and the individuals assigned to the project must have
qualifying experience,

(b) For studies costing in excess of $100,000 (major studies)

For such studies the USAID will approve;

(1) the project to be studied;

(2) the scope of work of the contract and the reason-
ableness of the cost estimates. The USAID will not
review the terms and conditions of the individual
~ontracts, but may impose special terms and conditions
on a case by case basis, and will approve (as for the
minor studies)} the standard contract form. The USALD
will also require that provisions as necessary to
insure the fulfillment of AID statutory criteria sre
included in the standard contract;
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(3) approve the firm selected to undertake the study.

{c) For studies costing in excess of $ 250,000

For such studies AID will approvet

the project to be studied;

the scope of work, and the reasonableness of the
cost estimates;

the firm selected to undertake the study:

the terms and conditions of each contract,

1
2

N N N

3
4
2. Criteria for the Execution of the Proiject

For projects under $100,000, AID will rely on FINEP to gee
that financing of studies is undertakeén in accordance with the

following criteria, The same criteria will also be applied to
studies costing in excess of $100,000,

(a) Professional Qualifications of Firms

Major studies financed with these funds will be prepared
under contracts with privete firms or individuals of
egstablished professional standing in their profession and
having a record of successful performance, as a firm, in
the same or similar work, Minor studieg financed with
these funds shall be prepared under contracts with private
firms of established professional standing in their profes-
sion, and which either have a record of successful perform-
ance as & firm in the same or similar work, or have on their
staffs professional personnel of established reputation and
experience in the same or similar work, who will conduct
the study.

(b) Selection of Firms

Consulting firms will be sslected on the basis of
experience and quality of service, and comparative price
proposals or concurrent proposels containing price are to
be discouraged. For studies costing in excess of $100,000,
AID will require, whenever feasible (iue,, the applicant has
not already established & relationship with a qualified
consultant) that the applicant select a consultant on an
advence basis in accordance with selection procedures to be

agreed by AID and FINEP, It is anticipated that most private

firms undertaking studies of this magnitude will have
already selected a firmj; where they have not, or where the
gelected firm is not qualified; the applicant will be
required to select & firm in accordence with AID approval
procedures, Government agencies will be required to select
firms on an advance basis and in accordarce with AID ap-

proved procedures unless prevented by 1.aw,



(c) Origin of Firms

Brazilian and US firmg, and joint ventures of
US and Brazilian firms will be eligible to conduct
gtudies financed with these funds, Local firms will
be eligible in accordance with the definition of
local firms as set forth in M,0, 1412,1, which defines
a local firm as a firm which is incorporated in or
logally domiciled in Brazil, hag its principal place
ef business in Brazil and is

(&) more than 507% beneficially owned by a firm or
firms of Brazil and /or the US or by citizens of
Brazil or the U3, or

(b)is recognized by the AID Mission to be an integral
part of the local esconomy,

For minor studies, FINEP will make the determination,
when necessary, (i,e,, where the firm does not meet

(&) above) as to whether or not & firm meets (b) above,
For major studies the USAID will meke the determina’ion,

(a) Project Eligibility

Projects or programs +to be studied shall (1) have
priority within the economic development plan of Braszil,
or (2) must otherwise be evaluated as beneficial to
the economic dewvelopment of Brazil, (3) which give
reasonable expectations that the project studies will
regult in investment,

Program studies will in main be directed toward those
studies which will result in (1) the suggestion or
formulation of specific high priority projects or (2)
vbtaining inf ormation necessary to investment decisions
or tu policy decisions relating to investment,

(e¢) Scopes of Work

The scopes of work for the studies shall (1) be
developed in accordance with accepted professional
standards and practices (2) shall include such analysis
of the tochnical, economic, managerial, and other
relevant aspects of the project or program, as neces-
sary to evaluate the advisability of undertaking the
project or program, '3} shall be sufficiently complete,
consistent with their eize and complexity, to permit
financing agencies to make their own independent ap-
praisal of the validity of the feasibility report on
the basis of the facts submitted and the assumptions
used, To this end, FINEP will, whenewer the study is
of sufficient size or complexity, consult with pros-
pective financing agencies concerning the scope of the
gtudy.
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3. Feasibility of the Project

(a) Capability of PINEP

FINEP is a new organization and its staff, though care-
fully selected, lacks experience; however, the Ministry
of Planning has personally selected the Executive Secretary
to carry out the project, and the BNDE who has experience
in this field is represented on the Coordinating Board of
FINEP, Additionally, the IDB has indicated its confidence
by its intention to delegate to FINEP the authority to grant
loans up to #250,000 without IDB approval, In addition,
AID will finance for FINEP the services of a consulting
firm or consultant(s) who will provide assistance to FINEP
in evaluation of firms, preparation of scope of work &nd
evaluating contracts and cost estimates., (see paragraph for
more information), It is the USAID opinion that with the
assistance of the consultant(s) and with the USAID approval
to be superimposed on the larger studies, FIIEP will com-
petently execute the project, As mentioned previously,
FINEP has, at present, entered into an agreement with only
one fimancial agent, It is anticipated that the appointment
and contracting a suitable network of qualified FA's will
take upwards of one year, In the interim, FINEP and the
BNDE will have to shoulder the work, While this will place
a heavy burden on the FINEF staff, it will not affect the
feasiblility of the project,

(b) Cogt Estimates

u

2

FINEP, in developing
for its program, applied
ratio of crat of studig

0o lhe amount

T

stimates of resources needed
nited Jations Special Fund

¢ letal invesiment{one percent-l13l)
of investment needed to meet the GOB action
develoymen an. This 19 was applied to approximately 409
of the invesitment needs on the assumptica that approximately
40% of the investment would require feasibility study
financial asgigtance, This calculation resulted in the

Cr$33 hillion two-yesr requiremeont asg set out in this paper.
This esgtimate, of course, was intended to give only a very
rough indication of the order of the magnitude of asgistance
needad in this area, FINEP has followed up with a survey of
the development banks and govermment agencies to develop

an inventory of possible studies for which financing will

be required, This survey has revealed a multitude of
projects for which additional feasibility data is needed, and
a substantial number of program studies; from this FINEP
hes developed an illustrative list (Exhibit C, Annex I)

of studies egtimated to cost in excess of $72 million,

A
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While these lists are strictly illustrative in +hat
projects will not materialize or may materialize in
another form, and others will be added, they serve to
illustrate the existence of sufficient project and
progran ideas to justify the recommended loan
amount, At the present moment FINEP has in process the
following studies which it intends to finance with AID
fundsi

Study Estimated Cost

DAL

~ study of the Tagquarf{ River Basin

Eevelopmenu? State of Rio Grande do Sul $500,000
Feasibility Study and Preliminary
Zngineering for a Nitrogen Fertilizer Plant & 60,000
Peasibility Study for Fishing and Processing
of Seafood in Northeast Brazil $ 18,000
Feasibility Study for establishing an
experimental farm in the Northeast % 30,000
easibility study of wood treatment
pla“t for railroad ties and construction

piling g 7,000
Feasibility stuay Ior expansion of
special alloy-steel production plan $ 16,000
Study for & retwork of sanitation
facilities in Belo Horizonte, capital
of the State of linas Gerais $ 55,000
Feasibility Studies for Proposed
AID Highway Equipment Loans £500,000
llationwide telecommunications Study $900,000

(¢) Feagibility of & 50/50 Investment Survey Program

During intensive review, the possibility of introducing
a 50/50 survey program, or soms obther incenti e or subgidy
program for private industry was investigated, The Ministry
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of Planning was of the opinion; however, that such inducements
would only attract marginal projects for whioh no finanoing
would be available, and that the main inducement for private
enterprise investment will be the state of the economy. The
Ministry further msde the point that the mere avallabllity of
this fund at the proposed terms, which are batter than can be
obtained for capital equipment financing, will serve as an
incentive to private enterprise use of FINEP funds.

(d) Relationship of this Losn to the IDB Loan

The IDB is in the process of authorizing a loan of $5 million
to FINEP to finance projeot studises and sub=sector studies.
Initially, this raised a question as to whether or not
additional financing by AID was justified. Subsequent
intensive review (See Annex I, HExhibit C) has shown that the
need for feasibility financing will far exceed the 310 million to
bs made available. Further, in comparison with the feasibility
rasources made available to smaller countries such as Peru, Chile
and Bolivia, it is evident that 810 million for Brazil iz a
conservative amount. The need for large amounts of financing
is wade even more apparent by the fact that well in excess of
$2 million of AID funds are already earmarked for studies for
which AID, FINEP and the applicants are already working jointly
to prepare scopes of work and to seiect consultants. Further
Brazil has created an organigzaticn for the specific purpose of
promoting and financing feasibility studiess this dynumic type
approach is certain to result in the utilization <I more funds.

Ths existence of two loans also raised & question as to a
possible confliet as to which funds would be used first, possible
differences in proocedures or criteria, etc. During IR, all
posaible conflicts were investigated, end the recommendations As
contained hersin, especially those relating to approval
procedures, aligible firms, and security clearence are made not
only to assurs smucih implemeniation of the Loan, but to prevent
differing prossdures or requirements from making AID funds a
restricted catagory of funds which would be avoided by sub=
borrowers. With rsapect to the use of funds, AID funds will be
available fer a broad range of program studies as well as for
feasibility studissi the USAID intention insofar as project
studies are concerned, is that the AILD funds will be used for
(1) the study of projects in the agricultural and agro—industrial
sectors {(a) whoers the USAID can bring its special expertise to
bear iz assisting in the formulation of scopes of work and in
suggesting projects, aud (b) where the USAID hopes to be able to
invest a grenter amount of capital assistance, and (2) the study
of gpecific infrastructure and industrial projects which AID
desires to include in its lending program.

Irrespective, however, of the fact that thc total level of
financing is oonsidered reasonable, it is felt that it is in
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the intevect of AID to participate in tne financing o
AYD will through this {inanciug be able to work clwsa i
providing it and its staff wi h such guidance es nCC""vﬁry 1o assist
it to develon into an efficient institution for both the nen
of projects and for project development. To this end %h>
already srranged to finence technical assictance for FIH

to  Immlementation Pla

e e

As previously described, ALD funds will be util
credit system with the addition of certain AID fppr oval
ments., Cther implementation precedures will be execuicd

D*SpUF‘P‘eﬂt

-~
~—

Disbursement for local costs will be made in crove
under the 1C procedure), and dollar payments o

be made in accordence with the letter of commitment
U. . consultants may be paid in dollars under
date, consu¢t1ng services for AID finenced »roj
for under the letter 2>f commitment procedure vi
Hovever, the possibllity exists that the withhel
ittonces may ve sppliced to such payments
but «will be carefully wa

«Q) ’—

,-'..

S RSN
PRIt ] ) that Borrover ing odisns
PN nrodeeh Tinoneing 1s obtained; such repoymo
no lat than the time of the first disbursement of ,

This recuirerient hrs &s 1ts nurpose the maintenance

P orovides thet the cost of the study mey i
whtion or nroject loan which IDB may anpr 2
Tinsnced study with IDB feesibility loen funds.

not provose to permit such refinancing. Thus should an

VISP Tersibility study result in an A1D project loun,

of FINFP would have to be made by the borrowver

consider such reimbursement &

pe accounted s=s nert of the
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(b) Reports

TIPS

FTIET will be requested to present AID with a project
description. a scope of work, cost estimate, name of
consulting firm for all studies costing more than §25,000,
A quarterly summery list will be presented for studies
costing less than $25,000, AID will receive a copy of
all reports on a request hasis or can make arrangements
to receive a copy of esch study,

aeonomic Justification

(a) Background

In order to achieve and sustain the rate of
growth postuleted by the GOB development plan, the
Brazilian economy will have to increase the rate of
savings and channel it into productive investment,
Retween 1947 and 19€1 gross fixed capital formation
averaged approximately 17 per cent of GIP per year,
but in the last three ears the rate of investment
has been declining, Th»> reversal of thiz trend is a
basic objective of the GOB IZconomic .ction Programn,

Jith the advent of the new government in the
second quarter of 19464 the outlook for private invest-
ment began to improve, but the private sector has
not yet responded to the extent that is necessary
for a recovery of the rate of growth, Recognizing
that the central problem of growth is one of mobiliz-
ing and guiding the private initiative, the executive
has proposed and the congress hes approved 2 set of
economic policy measures which should do much to
restore *the conditiong for private enterprise to
develop, Jome of the important measures already in
force are: tax deductions of invested personal
savings and reinvested earnings by business; accele-
rated dapreciation of machinery and equipment, with
special benefits to certein critical types of production
and consumption goods such as basic chemicals,
cement, food processing, popular clothing and shoes;
funds for providing fixed and working capital for
small and medium-sized industries; incertives for
the export of menufactured goods, etc, The recent
cannellation of the decree of the previous govern-
ment which had expropriated the private refineries
is also en example of the attitude of ithe new govern-
ment toward private enterprise, Another messure
which will have far-reaching results is the proposed
adoption of a program budget ( including the public
investment budget) by the Federal Government beginning
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with the fiscal year 1966, All of these actions
reflect efforts of Brazil in attempting to establish
the requisite conditions for sound development to

take place, In spite of these actions by the Govern-
ment to stimulate private investment, investors,
particularly foreign investors, have been slow to
move, This is partly = result of a wait and ses at-
titude as to the success and probable longetivity of
the present government and its policies (intensified
by the nationalism evidenced in the Senate's reservat-
ions on the investment guarantee agreement ), and
partly a result of the time lag between the conception
of an investment idea and the formulation of a tech-
nically sound project, This latter cause and the
general lack of well prepared projects which can be
transformed into capitel investment is a block to
both private and public investment,

(2) Public Sector

Aside from the power sector in the South Central
Region, which has been comparatively well studied
under financing provided by international agencies,
and aside from a few obvious infrasgtructure projects
which are in various stages of development, there is
a shortage of well studied projects suitable for
financing by international agencies, resulting in
delays in public investment, This has resulted in a
situation wherein there is more capital assistance
available for developmental assistance from the
international agencies than there are projects in a
satisfactory state of preparation to qualify for loans,

The project

(1) Causes of Fresent Situation

Aside from the current political and economic
situation, the present as well as past shortages
of well prepared projects result in part from
the following:

(a) the lack of tradition and experience in studying
the feasibility of projects to the degree required
for development bank financingj

(b) the shortage of local skills and techniques needed
for the preparation of such studies, and the
difficulty in obtaining foreign exchange for
procuring such services from foreign sources;

(¢) the lack of financing for such studies, particu-
larly for the expensive services needed to study
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the infrastructure projects ond the lorge private
projects in the field of petro-chemicale, fertilirzer
and other conversion industries.

Jusvification

The project is designed to previde both the private
and public s=sctors with access to credit for feoci-
bility studies and access to the procurcrent in the
U. S, of the technical skills not aveileble in Trazil,
thereby eliminating two of the previous immediments
to project study, and providing the means to carry
out the economic development functions of (7)
formulating specific project proposals that wlll be
technically and economically sound, end of (b)
identifying (through program studies) priority arcas
where projects will make a maximum contritution o

economic development. Thus the vroject is cconomicelly

Justified in that:

(2) it will strengthen FINEP, en instituticn
capable of promoting “eas’pility and nre-

feasibility studies: and

s
{—
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.

(v) by strengthening FINEP, studies will be Tin-
anced which are themselves pre-requisites <o
sound project investnent.

N



(o)

Effect on Private Enterprise

(1) Of the total amount of money loaned, it is
estimated that

(2) ~ $2 to 3 million will be reloaned iu private
enterprise,

(b) - 5 to 7 million is being loaned to finance
studies which will be carried out by private
consultant,

(2) The contemplated impect of the proposed loan
on development of private enterprise in the
host country is:

(a) - the loan will act as an incentive to
private investment by meking available
to private enterprise on soft terms (79 -
10 years) credit to finance feasibility
studies;

(b) -~ the loan will make available to the private
sector, previously scarce foreign exchange,
thus enabling firms to import US technical
expertise where lncal consultants are not
qualified,

(¢) - the loan will provide private Brazilian
consulting fimms with the opportunity to
enter into joint wventures with US firms to
perform the studies, thus providing the
mechanism to develop the technical capacity
of the private sector,



2. Teohnioal Assistance to FINEP

&

Ce

Baokground

During the course of the intensive review of the FINEP application,
FINEP indiocated its oconcern that the USAID's approval of scopes of
work, contracts, and firms for each study would make it impossible
for FINEP to operate as an intermediate credit institution, and
would slow down and interfere with their approval procedures.
Therefore, FINEP requested that AID approval not be required for
studies costing less than $250,000. The fact, however, that FINEP
is a new organization led the USAID to the conclusion that such
freedom of action could not be granted unless FINEP were provided
with professional assistance. Therefore, the UILID proposed a
8100,000 cut~off for AID approval on the condition that FINEP
contract with a professional firm or individual for such assistance.
FINEP accepted this suggestion and suggested that the wnrk of the
firm also include assistance in project promotion and development.

Contract for Professional Assistance

An estimated $100,000 to $150,000 (up to 350,000 per year for

up to three years) of loan funds will be utilized to finance
professional servioces to assist FINEP in executing its program.
Such assistance will be for a period of from one to two years.
These services will either be procured from a firm or from an
individual consultasnt(s) who will provide the type sssistance:

(1) Assistance in the evaluation and development of adequate
scopes of work, the evaluation of contracts and cost estimates,
and the evaluation of the qualifications of firms and individuals
who will undertake the studies.

A contract with a firm (or individual(s)), satisfactory to AID,

to perform these services will be a pre=requisite to USAID
allowing FINEP to approve studies costing less than $100,000
without prior £ID approval. Uniil the contractor is aboard, the
USAID will approve all scopes of work, cost estimates and firms
for studies with the exception of those costing less than $50,000.

(2) Add.tionally, the contract will finance assistance as
necessary in the evaluation of prefeasibility data and provide
assistance and guidance to Borrowers in the selection of cone
sultants. The firm may also assist FINEP in project promotion
by assisting applicants and would be applicants in identifying
and defining projects and preparing loan applications.

Participant Training

FINEP has elso requested that AID loan funds be made available to
finance participant training of FINEP staff members in the US. Such
training would take the fomnof post-graduate courses in economic
development and in special courses of programming,and project
formulation and analysis. Up to $50,000 of the loan have therefore

been earmarked for such a program which will be carried out utilizing ;

the criteria and procedures of the grant partioipant training
programs.
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d., rrocedures

Loan funds will be utilized to finance the services of &
qualified professional consultant or consultants, In
financing the services contract AID will approve the firm,
scope of work, and the terms and conditions of the contract,

3, Program of Sub-lLoans for Natural Resource Surveys

a, Background

The economic development of Brazil is dependent on the proper
exploitation of its land, water, mineral, and other natural
resources, While progress in recent years has been accelerated,
Brazil is slow in developing programs to exploit these resources,
This slowness can be attributed to (1) the shortage of bagic data
as to quantity, quality, and location of the resources; (2)

a lack of institutional capacity to collect, evaluate, and present
the data in a form useable by those who will develop the re-
sources; (3) lack of institutional capacity to manage the
planning for the development of the resources; and (4) the

size of the country, the distances involved, and the leck of the
required transportation facilities,

In recent years Brazil has requested and received assistance
from the U,S, in developing its natural resources, Assistance
has been provided under PASAS with US Government Agencies, and
has been directed toward (a) providing assistance in collecting
and evaluating resource datas and (b) toward developing the
institutional capacity to collect and interpret the data, and

to develop programs to exploit the resources. This assistance
has historically been funded on a grant basis, However, the
magnitude of the assistance needed is too great to be funded
within the limits of available grant funds; therefore, the USAID
during negotiations for the Feasibility Study Program discussed
with the Ministry of Planning (who agreed) and with the various
agencies responsible for resource development, the possibility
of financing such activities with loan funds :the response was
mixed but has in the most part been encouraging, USAID inves-
tigations indicated that the administration of loan financing
of such activities would be vaslly simplified if & program type
loan were made to a central ingtitution which would sub-=lend

for the specific activities, FINEP, located as it is, within
the Ministry of Planning, appeared to be the ideal institution
to administer such sub-loans and to coordinate the projects with
the planning activities of the Ministry of Planning, Subsequent
discussions of this matter resulted in a request for $6 million
to finance this program,
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b, The Project

The project will consist of the establishment of a line of
credit to finance sub-loans, and grants, to finance the dollar
and cruzeiro costs of technical agsistance; services, commodi-
ties, training, and support costs +to assist Brazilian agencies
respongible for Natural Resource Development to (1) carry out
projectsy, to collect and evaluate the basic natural resource
data, and (2) to strengthen and develop within the Agencies

the institutional capacity (technical, managerial, and physical)
to effectively carry out projects for the collection and
evaluation of natural resource data and the subsequent identi-
fication and suggestion of projects for the development of the
resources,

“hile the individual projects will vary greatly, the projects will
in most cases be both project and institutionally oriented, (1)
project oriented; in that they will involve specific survey and
evaluation activities intended to result in (a) the identifice-
tion of specific projects or (b) the promulgation of information
necessary to proper exploitation of resources; and (2) institution
oriented in that the project will be so formulated as to strengthen
and develop within the executing agencies, the institutional
capacity (technical, managerial, and physical) to independently
carry out such projects, In order to achieve these objectives,

the projects will contain all the components normelly associated
with institution building (technical assistance and related support
costs, participant training, commodities (in this case, laboratory
and testing and field equipment), For an example of the type of
projects to be financed, see Annex I, Exhibit E, which gives a
brief summary of Mineral Resource projects proposed for financing
under this loan,

The projects to be financed will be concentrated in four critical
areas: water resources, seoils; mineral resources, and mapping,

It is anticipated that the majority of the funds requasted

will be used to finance the continuation of existing projects
which are already formulated and underway, These existing
projects are being carried out under personal services contracts,
and PASAS with the US Geological Survey (USGS), the US Bureau

of Reclamation (BuRec), and the US Weather Bureau (BuWea),

These projects and their illustrative budgelts are listed in
Annex T, Exhibit E and P,

These projects, however, should be considered illustrative in
that other projects of substantisl size are in the process
of formulation and will compete on the basis of priority for
available funds, It is anticipated that loan finencing will
result in substantial reformulation of the ongoing projects,
sonie downward because loan financing may discourage certain
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agencles; some upward because of the increased availability
of fundsg, Therefore, it should be stressed that while the
ongoing projects will be eligible for financing, this loan is
to finance projects mutually agreeable to AID and the GOB, not
simply to fund the existing projects.

Administration of the Proposed Program

A

A detailed plan for the execution of this program has not been
fully negotiated, Agreements in principle that the program will
be carried out within the general framework of the FINEP system
(with the FA's however playing little or no rule in the appraisal
stage) has been reached, but it is felt that because of the
nature of the projects, implementation decisions will need to be
worked out on a project basis., However, on the bagis of dis=
cussions now underway, it appears that program administration
will be along the following lines:

1. Project Formulation

Project formulation will be the most critical stage of
the prozram, and it is anticipated that the scope of the
project will receive imputs from many sourcess the Applying
Agency, the Ministry of Planning, the proposed contractor
and the USAID, The USAID expects to provide substantial
assistance in the formulation of such projects, and intends
as & carrythrough of its development responsibilities to
actively work with key agencies in identifying and formulating
projects to be financed under this line of credit,

2, Approval Procedures

a, Feasibility Appraisal

The FINEP tachnical office and/or the appropriate section
of the Ministry of Planning will appraise and approve all
projects, Their appraisal will in most parts be similar to
those done for program studies; however, the appraisal
of the project feasibility will be in greater depth. The
USAID on its part will appraise and approve all projects
in depth where it has not participated in the project
formulation, For the smaller studies (under $100,000)
where agencies use the funds to contract for limited
technical assistance, USAID approval will not

be required, DBecsuse of the USAID's traditional close
asgociation with these projects, it is anticipated that
both the project formulation and approvel stages will
result in close Minigtry of Planning, USAID, and Borrower
coordination,
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b, Prospects of Repayment Evaluation

Because long term, low interest loans adjusted to the
Borrower's ability to repay will be utilized for these
projects, this evaluation will be in the main the
responsibility of FINEP,

3, Granting of Sub-Loans

Sub -loan sgreements will be executed between the FA's
end the Borrowers; however, both FINEP and AID will approve
the agreements, It is planned that most of these agreements
will move thru the BNDE as prime financial agent, and an FA
centribution will not be required,

A, Sub -Loan Terms

Agreement has been reached that sub-loan terms will vary
according to the Borrowing Agency's ability to repay; however,
it is anticipated that all loans will be on 30 to 40-year terms
at 1ow interest (1-1/27 to 3%) plus monetary correction, with
MOV assumed by FINEP,

1

. Procedures for Contracting, Disbursement, Etc,

Where PASA's with US Agencies are involved, it is anticipated
that the USAID will enter into an agreement whereby the
Porrower will authorize the USAID to charge PASA costs against
loan funds, This procedure is working successfully under the
Air Navigations Loan which isg financing the costs of FAA
asgistance, Where private contractors undertake projects,
standard contracting and payment procedures will be used,
In both cases, the USAID will approve the terms and conditions,
scopes of work, and contractor for each study,

£, Selection of Firms and/or Agencies to Undertake the Studies

It is anticipated that most of the projects under this
program will be executed by US Government Agencies, However,
where private firms have records of successful experience
in the same work and have permanznt staff members who can
carry out the projects, private firms will be utilized,

7. Program Feasibility

The program is one which can be executed competently and
to the benefit of the economy of Brazil, An implementation plan
has not yet been developed in detail, but this is a problom
of procedures, not of feasibility, and can best in this case
be worked out with experience as the »rogram develops, It is
appreciated that the implementation will be initially difficult;
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however, this 1s a problem common to most new programs, The
FINEP organizational structure offers some advantage in this
respect, On the basis of the on-golng projects and new
requests for agsigstance, there are more than enough projects
to assure utilization of the funds, While the procedvral
problems can be worked out, it is felt that loan financing
of thig type of technical assistance will raise problems not
heretofore encountered; and will make it more difficult in
some cases for the USAID to work with certain agencies,
However, this is & fact that camot be avoided under the
present circumstances, The counter to this disadvantage is
the hope that the method of financing and the IINEP review
will result in heavier GOB comnitment to these progranms,

In totaly; the USAID conclusion is that while the loan
financing of this program will encounter both procedural

and conceptual difficulties, in the initial stages, the
program is a feasible one,

o)

. Implementation Plen

As previously described, AID funds will be utilized
within the FINEP credit system, A detailed implementation
plan will be a condition to disbursement, Other implemen-
tation procedures will be executed as followss

a, Loan Apreement and Implementaticn Letter

T

his document will be drafted, negotiated and executed
by USATD/B,

b, Disbursement

Disbursement for local coats will be made in cruzeiros
(obtainad the SLC procedure), aad dollar payments
firms will be made in accurdance with the letter

of commitment procedure, PASA Agreements will be financed
thru a sub-borrower agreement with AID, authorizing AID

nndar

b US

to charge costis againast the loan, Where appropriate other
means ¥ili pe used.

1y progress report will be required from sub--
horrowers, rather than from FINER,
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8A. Relationship to Grant Program

The grant program for FY 1967 provides for $895,000 grant funding
of projects proposed to re funded under this l~an. However, this
provision in FY 1967 grant program is a contingent allocation which will
be deleted should tiis loan be approved. Thus there is no possibility
of double financing of the same activity.
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9, Economic Justification

That portion of the proposed loan which will be used to
finance costs of a number of naturel resource survey activi-
ties will produce importent, long-term economic benefits
for Brazil, However, these activities are aimed at creating
the "pre-conditions" for productive investment in Brazil's
natura. resources, and by their nature are justified on
other grounds than those used to demonstrate the economic
tenetfits which accrue from feasibility studies required for
specific project financing,

Vast areas of Brazil are still unexplored in an economic
sense, Immense water resources, mineral deposits, hydroelectric
vower potential, forest reserves, and other forms of natural
endowment await economic exploitation, and their development
depends upon systematic mapping, survey, cataloging, and upon
subsequent analysis of alternative economic priorities, Before
new hydro-projects can be developed for financing in the Horth-
east. for example, stream flow and topographic characteristics
for a number of important river basins must be surveyed, Yet,
3razil's institutional capacities to carry out systematic
"pre~feasibility" surveys in these fields are ‘reak, Trained
water and soils engineers are scarce; survey and reconaissance
techniques are inadequately understood, Agency responsilibities
are overlapping and ill-defined,

USAID has been financing grant technical asgistance for
a number of years to several Brazilian agencies to help build
this needed competence, providing U,3, technical advisors,
training, and carrying out some studies for the account of
various Brazilian agencies, A by-product of this effort
hes been a growing number of important, basic survey reports
on ferrous deposits, river basin potential, etc, These
technical assistance projects have been carried out under

™4

PASA agreements with various other U,S, agencies, such as tkre
Bureau of PReclamation, the U,S, Geological Survey, etc,
The 3Brazilian Government has become more and more aware of the
key role this basic survey data plays in the elaboration of
national and regional development plans, It is now prepared
to borrow tou pay for the cost of technical assistamce in

hig field.,



FINEP will review future requests from various Brazilian
agencies for assistance in the field of basic resouroce surveys,
and oan provide both dollar and related loosl=oost financing
for those activities to which the GOB attaches high priority.
Transferring funding to the loan category should help to
ensure that future surveys and technical advisory services
requested of U.8. agencies meet the test of priority need,
and that efforts to fill Brazil's vast absorptive capacity
for bvasic resource survey data are closely correlated with
specific devalopment planning reguirements.
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1V, FINANCIAL ANALYSIS

A, Finencial Plan

FINEP will be capitalized by an AID PL 480 grant of Cr$l billion,
an AID loan of $11 million, and an IDB loan of $ 5 million, A per-
manent tfund will be created by profit, commigssions, and fees earnsd
on sub-loans, Such earnings will equal 7% on all sub-ioans, (with
the exception of surveys sub-loans which will be lent at
exceedingly soft terms) plus a 29 administration fee, plus monetary
correction - less 19 to financial agents, less losses incurred on the
exchange risk to be borne by FINEP, The spread on the AID funds (14
for 10 yearg grace period, 2-1/2% for thirty years) to be lent at the
79 rate (8 5 million) provides leverage for the creation of a permanent
fund, as does tc a lesser extent the IDB loan (4s1/2% for 15 years in-
oluding a 4-year grace period and & 3/455 commitment fee), Due however
to the fact that it is not possible to predict logses due to maintenance
of value, nor to predict depletionsg due to grant or direct contracting
activity, no effort has been made to estimate the long range buildup
of povmanent capital, Of more interest, however, is the fact that sub-
horrowers will be regquired *o repay loans immediately upon receipt of con-
struction financing; this provision will tend to create a semi-permanent
revolving fund (at least for the duration of the AID zrace period) once a
project pipeline is established (3 to § years). Due to the fact that all
loans are repayable in cruzeiro, this revolving fund will rnot be available
for foreign exchange financing,

B, Teriod of Utilization of Loan Funds

It is reasconable to expect the £5 million fo be Tully committed within
a two-yvear pericd with aciual disbursements devending on study schedules,
Ffunds for technical assistance projects are recormended on the basis of a
three~year progran,

to the individual studies will be composed
Financial Agents, 57 to 209. of each study, and

409" of each study. The possibility of a GOB
en discussed with FINDP; however, the 1966
bmitted, and the Ministry of Planning felt it
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D, Sub-Loan Terms

FINEP funds for feasibility and program studies will be loaned at
7% plus a 2% administrative fee plus quarterly monetary correction on
outstanding principal. All loans will be repayable in cruze.ros with
FINEP assuming exchange rate risk. Monetary correction is based on the
indexes of the National Monetary Council which apply to GOB treasury bonds.
Loans for the Natural Resource projects will be at low interest rates
similar to the AID loan and for long terms (30 to 40 years).

i

B,  AID Loan Terms

The ALID loan terins recommended are consistent with the terms granted

for =iwilar loans, and are justified bty the institutional nature of the
lean.
b, ‘rogpects of Hepavment

~ E%
L

‘rhe FINEP operation will of itself be self sustaining and should
generate more than sufficient profits and casb flow for loan repayment.
Additionally, the Government of Brazil will have ultimate responsibility
for loan repaymeni. It is therefore concluded that there are reasonable
prosvects for repayment.

The balance of payments position of Brazil as well as future projections
are described in detail in the loan paper for the program loan - AID
Loan o. 512=L=034. With sound management of external and internal financing,
the Brazilian economy has the underlying strength and diversity to insure
a sound balance of payments provision in the future. Accordingly, there is
every reason to believe that the country has the capacity to repay this
loan.

G. Local Ccst Financing

Since the extent of local cost financing will depend entirely on the
mix of local and US firms selected to perform the studies, it is impossible
to predict the breakdown between dollar ana cruzeiro financing under the
loan. A rough estimate is that approximately twowthirds of the studies
will require US firms. The cruzeiro grant will of course be fully utilized
before dollar local cost financing is undertaken., It is estimated that
60% to 80% of the Natural Resource projects will be dollar costs.

H. Impact on US Balance of Payments

As previously indicated, dollars utilized under the loan will be
spent for the procurement of US services, or will be converted to cruzeiros
under the special letter of credit procedures under which all such dollars
are used for the procurement of goods and services in the US. Therefore,
the loan will not adversely affect the US Balance of Payments,

Issues and Problems

See Summary and Recommendations Section.
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ANNEX I

MINISTRY OF PLANNING ORGANIZATION CHART
CURRICULUM VITAE OF FINEP TECHNICAL OFFICE

DIAGRAM OF FINEP SYSTEM

ILLUSTRATIVE LIST OF FEASIBILITY STUDIES

SUMMARY OF ONGOING MINERAL RESOURCE SURVEY
PROJECTS

ILLUSTRATIVE BUDGET OF MINERAL RESOURCE SURVEYS

COPY OF I R R  FOR PROJECT

I R R INSTRUCTIONS

LEGAL OPINION - AID CONTRACT APPRCVAL
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~ STUDIES AND. PROJECTS:.

DESCRIPTION: STATE
Tel o= SRNAITION INDUSTRY
- H
e . 7 N . s oy
a. lletallvrzica de Alasoas ilagoas 5730,900 9. 725
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STUDIES AND. PROJECTS

DESCRIPTION

tlurgy

’ . v M .
1) Inddstria lictallrgica de Alaszoas

an

)
3) Artefatos de {etal Armeto
)

o Ind, Bletro={etaldriica

de 3anta Caterina

Tapy

de pesenvelvimento de [inas

2nenvolvipenitsy de b

STATE

Alagoas
bl Grosso
Guanavara

Cuanabara

Sta,Cota-

rine

HeCorale

aGerais

sy

ReGe 3l

Pormanbicao
.Garals
33~ Paulo
R. Jangiro
ll.Gerals
'i«Gerais

M.Gerais

_8%0 Paulo *

- TOTAL
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Us$

Pl BN
50 G0
pa (1.\,(,—,

13,570,400

@, 550, 005

780,000

SO0

7,000,630

240,000,000,
10,000,000
15,000,000

5.000.000

OF . STUDY
Us$ -

6,000,000

“7.509, 000

125,000

e TaWe Yol
7 330, ‘-fL‘C

250,000 “. 7

3754000
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~“DESCRIPTION

ansTo?mation jndustfy
Hechanfcal’ Industry

“Administradora Comercial

Milton Moreira Romdo Filhos Ltda.

Walflredo Tito e Cla.

G, Motta e Cia. Ltda.

Ind. Elétricas Brown Boveri S/A
Mecanica Pesada S/A

Inducein do Brasil Capacitadores S/A
Irmaos Tabbert e Cta. Ltda,

Codima - Maquinas e Acessérios S/A

Rolamentos FAG S/A

Standard Zletrie

for ¢in Fianas oo Carvas Haecional

s oy TSR T
Hord, S/ACIGU

)
20)

Y v
n -
[NV

)
NN
v

CUPEBRAS
Wnite Martins S/a

GLURS  S/A

Ind, Reunidas Hatarazzo

Ind. [ieunidas Mabtarazzo

" STATE

Sta.Catarina
Pernambuco
Parafba

Pernambuco

Sdo Paulo

3

OTA

fal

uanabara

Guanabara

Guanabara

3. Paulo
Guanbarsa
3. Paulo

8. Paulo

“FIXED *

. INVESTMENT

usp o

554500
12,800
45,800
16,670
302,900
126,350
8.100
714300
148,000
189,700
1, 900.000

2.077.120

9,820,200

5,800,000
.274,500
2,614,900

3.688,900

1,270,200

166.700

246,900 |

761,300
4.733,300

" 6p STUDY -
Iusg

CoST -

1,388
30
1,145
17
Te573
3,159
203
2.763
3,700
4,74
7,500

7T1.951




U DHSCRIPTION

~ 2h) Tn" Reunidas Matarazzo

- 25)"S/A" “Geon do Brasil

26) A.G. Ind. e Com. Ltda.
: E?)‘Lab, Nortelfarma Ltda,
' 28} L.S8.H.
©2) SERRANA
=0) CAMIG

51Y CAPUAVA

Serzmic

G s v ® e
&) E, olem e Cia,

is e Ind. de Ceramica Ltda.

Araijo Ltda.

} Cia. de Azulajos Com e Ind, de Alagoas

fiartins Ribeiro 5

STATE

5. Paulo

8. Paulo

Pernambuco
Pernambuco
R. Janeiro
5. Paulo
M. Gerais

3. Paulo

TOTAL

Alagoas
Pernambuco
Paraiba
Parafba
Pernamtuco
Pernambuce
o

3. Taulo

TOTAL

Alagoas

193

Sta.Catarina

Sta.CatnrinL
Sahia
Maranhio

Pernambuco

3

ernambuco
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. Gerals
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=
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THVESTMERT - - -
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. 1,889.000 |

9575800

2,200
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15,000,000
3.500,000
4,000,000
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138.721.000
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£.900
66.700
69.590
1.67¢
6.680
3.386.900

%,597.900

17,000
781,000
197.000

1,920,000
338,260
666,000

1,845,000

5.652,000

2,254,500

4,776,000

1.266.500
953,500

20,676,760

COF wdmY . -
P - T

W25
23,945
55
55
375,000
87,500
100.000

400,000

3.468.033

16.650
16,125
141,300
56,362
119.400
31,663

24,085

516,914
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DESCRIPPION

gfﬁod Indusﬁry

Cia: de Pesca Alagoas

Frigorifico Palmerense S/A
Produtos Aliment{cios Dala Ltda,
Usina Itapord (aglienr)

Abatedouro Mod8lo

Manotl Silva Abreu

Produtos Aliment{clos Cadore
Industrial Distribuidora de Pesca
Ind, Avicolas Paix@do

Cia, Planalto de Frigorificos

Indistria de Frigorificos e Pesca-
dng .‘,E/!\

industrializagio da Banana
Fri;ori{ficc Seara

Abelardoe Brito S/A - Ind.Apro/Fast.
THOFRA

Jor-e Aleixo e (Cia,

Cnelho Heves e Cia. Ltd.,

oy
s L

eifera Piatan S/A
CILDA - Cia, Ind,de Lat, da Bahla

tid, Labieinios de Campina Grande

Cacho Industrial e Comercial S/A
itabiinna Industrial S/A - ITISA

¢ Iind., de

Ind, Alim, Aarzoe Bradley Ltda.

3 do Sul

Ri» de Janeirs

raara

CAIG  {Jas

CHESF {Paule Afonso II1)

CHEVAP = Santa Cruz

5 OHEVAP - Santa Oruz 11X

COPEL

Alagoas
Alagoas
Alagoas
M. Grosso
Guanabara
Guanabara
Guanabara
Guanabara
Guanabara

Sta,Catarina

Sta,Catarina
Sta,Catarina
Sta.Catarina
Pernambuco
Pernambuco
Pernambuco
Pernambuco
Bahia

Bahia
parafva
Hahia

parafba

Ceara
Pernambuco
Pernambuco

R.G. MNorte

TOTAL

R.G. Sul
R, Janeiro
M. Gerais
DBahia
Guanabara
Guanabara
Nordeste

Parand

610,000 -

28,000
22.200
1.500,000
554600
17000
4%.500
129,200
77.800
778,000

344,500
55.500
105, 500

18,900

131.100

80,500
1.944,500
19.450
7.777.800

15.503. 400

1,500,000
16,000, 000
57.000.000

120,060.000
12.,800.000
22,000,000
324550.000
31,800,000

15,250
o
555
37,500
1.390
hos
1.113
3,230
1.945
19,450

194, k45

387.690

37,500

400,000
1. 425,000
3,000,000
320;000
550,000 -




DESCRIPTION

9) FURNAS - Estreito
110) SOTELCO

i

Lumber Industry

1) Madeireira do Mordeste S/A
2) Pederal Com,Ind. de Mdveis
3). FAbrica de Placas de Madeira
4} Imaribo S/A Inddstria e Coméreio
5) Ind. ¢ Com. Madeireira S/A

) Antdnio Cristévio da Silva
T} ¥aldemar Aususto de Souza

8) G, Lspindola

9} EUCATEX
10} Hadequimica

11) Soce.Brasiliense de Madeira,Ltda.

1) Cia. de Benefiectamento do Lixe de
Alagoas

2} Ind, de Confecgdes de Alagpas 3/A
%) Rencvadora Pneus Nova Vida

4y Edzard Clare Vidros Ltda.

o
)

Granja Guanabara

10) VULCAM Mat, Pléstlco S/A
11 CICAPEL (Papel e Celulose)
12) Clinkraft 3/A (Papel e Papelao)

13) Gov@gno do Terristdrio Pederal de
Rondonia

14} BRanco do Desenvalvimento de Minas
Gerais

5) Bezerra 3ilveira e Cia.
16) .Soc. Ind. -de Lages Ltda.
7) Bufrisio Ferreira Costa

)
-15)-Ind. de Roupas Conforeal S/A
)

SABAP.‘do Norte S/A de Art,/Plist..

M.G./S.P,

Sta.Catarina .

TOTAL

Alagoas
Guanabara
Sta,Cabtarina
Sta,Catarina
Pernambuco
Pernambuco
Pernambuco
Pernambuco

3. Paulo

S. Paulo

3, Paulo

TOTAL

Alagoas
Alapoas
Guanabara
Guanabara
Guanabara
Guanabara
Guanabara
Guanabara
Guanabara
Guanabara
Sta,Catarina

Sta.Catarina
Ronddnia

M. Gerais
Pernambuco

Pernambuco

Pernambuco -
Pernambuco .

_Pernambuco .

13,000,000

363.650.000

83,300
28,000
2,100,000
2,500,000
130,900
6,670
2,780
34300
2,000,000

1,750,000

8.612.950

70.000
110,090
23,000
109,000
126,000
82,300
43,000
18.400
10,000
400,000
19, 500,000

10,120,000
1.670.,000

1. 490,000
8,300

53,000 | -
3300 |
8300
266,700 |

574000000

~cosT

OF.STUDY T -
Cus$ e

- L0
325,000

9.091.250 .-

2,083
700
52,500
62,500
3,473
167
70

82
50,000

43,750

215,320

1.200
460

250
10,000
487,500
253,000

41.750

. 37.250
208"




UESICRIRTION

 j2Q);IPELSA:“nIﬁd‘ de Cel,/Papel da Paraiba
*2;) Quirino Lira @ Cia,
"22) 'S/A Brasileira de Ind, Gticas - SABIO
©3) Incoheza Tnd, e Com, Bezerra
“h) CTHMEPL - Com. Ind, Mat, Eldtricos

75) DEMISA

adsres Dlverses

2) ™MUThA S/ - ind. e Com, de Britagens

(Y s Tedustyial Machade S/A

2} Crasto Agro Industrial S/A -~ CAISA

as Conbtra as

Contra as

as

4z Obres Ccitra as

o

S AG

-~ =z, Dasenvolv, "Ind. = Com.

* . BTATE

paraiba
Paréiba
Pernambuco
Pernambuco
Pernambuco

M. Gerails

TOTAL

Sta.Catarina

Parafba

ToT

Piauf{

Sergipe

TOTAL

Parafba

Pernambuco

Bahia

Bahia

MNordeste

Nordeste

Hordeste

Nordeste

TOTAL

CEFnED

INVESPMENT. - |

Coousd T

283,500

28,650

193.070
2.780
8,740

1.250,000

25,867,640

9.900,000

77.900

9.977.300

91,135
457,200

548,335

$30.800
5.312,000
1.656.000
&,96C.000
1,656,000
830,800
830,800
830.800
1.656,000
1,100,000

1,570.QOO
4,450,000

23-791.2Q01 7,;; ! i§94-j80Ef';

209
31.250

896,695

247.500
1.945

249,448

2.278

11.430

13.708

20,770

12k, 200

41, 40G

27.500

- 1,750
111,250




7 LESCRIPYION

ppiy Services .-

Sl BN DR

_R) FRIYSA - Arm, Gerals Prigor{dicos Unido

@ SUNAB

Fowvs Tranomiscien and Disteilutien

N I -
nizipia

T
lwnicipio

5Y punicipic

Ge Carneubal
de Croairas
de Mucambo

de Aquiraz

to de Morrinhos

2 . 4 .

2) Municipio
frericon B

5) CREEE - Pas

Q). CERIG - (J

de Acarat
orein Power
%0 Real

asuara)

10) CEMIG - Linha Transmissao

11} CHEVAP
12) FURNAS

13) USELPA

Soverns

Gav@imno Fe

b
}

~J

s
[e]
<
[\
3
=]
[N
[¢]

11) Govérno do

-~ - pal =
&1 Gavernog de

B GoiiA )
Gaverno. do

LT A ]
i4) Governol Pe
Portos: - }19 - Santos = Reclfe)

dcral do Bras®l (BR-11)

9
T
el
I
&
o
[}

» Wstndo do Parani

(pBR-13)
1 (BR-25)
Brasil (BR-87)

(BR~35

{(PR-5)

Zstade de Parani (PR-4)

Zstado do Rio

LEstado de Rie

stado Jdo Rio

Bstadn de. Minas Gerais—(MG-#)

v Estado do Parani

G,

n
e

G.

G.

(PR-13)
Sul (RS-4)
sul (Rs-62,

-8)
Sul (RS=-3)

Sul {RS-10,
"Rs-=h2}

ederal do DBrasil. (Hodern1z.

Bahila

TOTAL

Ceara
Ceara
Ceara
Ceara
Ceara

Ceard

R.G. Sul
M. Gerais
M. Gerais
Rio./S.P.
M.G./8.P.

Nordeste
Nordeste
Nordeste
Parand
Parani
Parana
Parana
Parana

R,G. Sul

RaG, Sul

R.G. Sul

R.G. Sul’

“Rio/Gantos
“Recife -

1o Gerais: :.°

' 50.000,000
1.37%.000 -

51.374.000

44,500
27.800

44 .500
44,500
36.100
44,500
50,000,000
72.000.000
101.000,000
75.000.000
9.000,000
53.000, 000
11.000.000

371,241,900

19.660, 000
19,700,000
17.600,000
6,200,000
3,700,000
18,200,009

8.500,000 -
7+700,000

5.800,000

17.500,000
8.300.000

1644004000 :
35,000:000, - |

+ 1,284,350

'1.250,000.

34.350”~;

1,113
695
1,113
1,113
903
1.113
1.250.000
1,800,600
2,525,000
1.875.000
225,000
1.325.00C
275.000

9,281,050

440,000

155,000

92,800 7
- 455,000

212,500
192,500
220.000 "

U3T.500
1 £20.000 -



)

o DEseRiPTION

\

Faderal do Brasil (BR-31)

GovSrnQ'Fddefal do Brastl - (BR~5)

Federal do Brasil (BR-37)

8ras Federal do Brasil (BR-34/16)

n:: Federa' do Brasil (BR-59)
%2810 Feder2) do Prasit  (BR=35)

siovirna. do Estado de Santa Catarina {SC-23)

tunieipic de Massap@

; ¢ia, Telefbnica Brasilelra

¢ ristamas Hunicipals = Porto Alegre -

3}

Belo Horizonte -
Brasflia - Curitiba
¢ outros

e

Universidade Rural 4o Brasil
finistério da Asricultura
Hiristéric da Educagdo e Cultura e CAPES

. ver “idade do Rrasil

3.0.0.4. (letalur ia)

#,D.1iaGe (Ind. TExtil)

- - . 2z o~ s

B.D..G. (Tlecinica)

pen, Mac. do Obras Contra as Sécas
Govérno Federal do -Brasil (Transp.)
GovBimo do Bstado de S3o Paulo (Transp.)

Gavepns do LEstado de SHo Paulo (Transp. )

rovArne Federal do Brasil. (Pecuéria)

Governo do. Estado do Rio ‘Grande. do Sul
R : : : = - .(Taquari)

- ETATE .7

Sta.Catarina

TGTAL

Ceara

=
Q
t-3
>
i

Federal
Federal
Federal

Federal

3

OTA

e

1. Gerais
il Gerais
s Gerais
Hordeste
Nacional
S, Paulo

S+ - Paulo

|- Federal

" R.GiSul.

L FIXED -
- InvesTMENT

us$:>

13,500,000

17,000,000

28,000,000
18,000,000
35,000,000
30,000,000
19.620.000

363,200,000

8.300
66.000,000

22,000,000

88,008,300

1.300.000
19,500,000
5.100.000
50.000.000

75¢900.000

5,277,600
150,000,000
90,000,000

10,000,000
50,000,000 *

338277800

3315000
u2s.000
700,000
450,000
875,000
750.000
490.000

9.080, 000

208
1,650,000

550.000

2,200,208

3. 500
487,500
127,500

1.250,000

1.897.500

2,200 -
4,800

§,000

151,945
4,500,000 -
2,850,000

255,000

5 1t25Q-559 :




 EXHIBIT E

NATIONAL MINERALS SURVEY

To assist in developing the National bepartment of Lineral

Iro&uction into an organization with the professional skills needed
to carry out necessary work in geology and mincral deposit research,
specting, discovery and appraisals More specifically, this involve
BT to: (1) treoin 5C ficld geologists of the National Department
1 Jroduction (UNIM); (2) dev lop laboratories and to train

sboratory specialists in techniques of earth science and (3) provide
advice and consultati-n on agency orpanization, development, and planning
in scicntific rescarch and adulnlutrutlon.

EAV IS

iy

rough this activity GOB will be able to appraisc its mineral
resoyves necded in matorial, industrial ond agricultural development and
T

ey

51Cs of minerals now in short supply. Currently Brazil is

i

a net icsorter of mincrals, nineral products, metals ond minerzl fuels,

2LIMENTATION

1o Yhod gith the U5, Geological Survey, bepartment of
rovide (1) 4 U.S, geologists two first year and onc with
in two subscquent two ycars; (2) participant post-
racuate tyoining in the U.S, and (3) certain items of scientific
equipment unaveilable in bLrazil,

s Ficld Geologists will train cach Brazilisn peologist one
supcrvise his independent work the following year; this
owed by one year of post-sraduate traini: g under participant
Jes.  The laboratory peeclogist will establish facilities end
-~nvi;ligta for 2 years. oshort=term consultants oill

needed in support of field and laboratory

> procram is leid out for 3-ycars. The firvst unit of field
training will be located in the State of bahia containing known deposits
q -rves of copper, base metals, and tin, all ha wing high

: GOB for appraisal, cdiscovery and development, ffective
leboratorics in geological interpretation of serial photographs and geo-
chomical analysis are needed to provide technical support to field
investigations., Establisbment of a publications unit is needed to provide
carly 01sscm1nation of reports and maps to the public and GOB aggncies.'

nriorit

The project is designed as a model to demonqtrate to the bh;.

the way nﬂolOylc(l surveys and minerals reconnu1bsdncerprogpamsashoulc,be,ffff

Ofydﬂl/Cd 1 executed,




oo o Previous UssID/USGS assistance to the DNHy bhad limited effict-
uveness-in - institutional development owing Lo administrative problems -
“of the GCB and the principsl results were peologic rcports of pajor
mincral deposits and districts and the in-sc vice training of young:
Brazilian poologists not affiliated with the DRIH, In 1964-65 GOB
developed & 10=year Master ilan to appraise its rescrves of 20 critical
mineral commoditics and to study the geology of 13 regsions considercd
fovorable for mincral discovery. The Prosident issued beerce 55.837
authorizing the DRI to carry out the plan and giving the agency the
necessary  powers necded [or successful implementation, aAuthorization
‘asing the staff was given in 1964, 4 project agreement with

r training DM peolegists in Bahia was sisned in 19064,

(¢ S T B las b iy b g O DA S
recuent betyeen the Uplvorsity of  abisg,

ficld training of 15 groduates and uncers
30 aieal prospecting; 6 reports enc
wrerising the scientiiic oindi i

SI005 T

St

oun. cariilor o vork inelua

Univorait

I
f dvon ore to help resclve

211, . .
darticipants - 35 -
Comnoditics - 8 -
Gther Costs - i0 -

 Cruzeiro 3upport - -~ 100




 BXHIBIT |

MAPELNG

o To ereate a-capacity for production of
and serial photojraph moscics in the

needad for notural re

. feig yug free 1 f+ 5 - -
fcalture, reclamabtion, ar

ys, rallroads, tunno




NYDROLOGIC DATA = RIO

To assist the Divisao de N'uau of the ilinistry oi kines and
Energy, in improving its capability in the collection, compilation and

cli ssemination of hydrologic data on a country-wide basis. The bivisao
‘de dpuas is the government agency responsible for streamilow and other
hydrologic data for all of DBrazil but to date has been unahkle to
cffectively carvy on its responsibilitices,

ToilLo s R TATION

Tlrough a PAssa with the U.s, Geolopical Survey two technicians
short-tern consultant, in surface water hydrolosy will be assigned
the livisio ce "i;U These t'f=chn"ci:;rzf5 will recounend ovganl-~
chang;(z:ﬁ necensary to centralize the control of collection, cop-
ane publication of hydreolo:ic (mta; and to advise and assist

o

the 1..33 ovenent ol practices ond procedur:s in ficld and ollice in
im-rove efflciiney and reliability., “raining in LE(- Lbnited

bo provided for throo hey ensincers poy year and small amoun
assistance in the {ovm of bycraolosic instmxa*zncs and eqguip-
proviced, mainly for demonstration purposcs,

OCUYTen

e iJi\-’ Lsac

-5 are prosont

1. ¢ I
ap;r Lrogeact

process of bhoing 11;‘)»-f’,1:n(,d ctamento' in

hetier oa

Cr. 13 W Cr.
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Mmoo
CEXHIBIT B

GROUND WATER SURVEYS

- LULROSE

: To provide technical assistance and in=service training in
o : hydrogeology to Brazilian geologists while carrying out ficld investiga-
SRE tionsin the Hortheast and to provide consultation to the bivisao ca
- lildrogeologia, SUBLEHE to develop that agency. This activity will improve
the tecunical competence of the bivisao da Hidr0geolggyain carrying out
round watev investigations, Investicaticns with USall techniccol
ce vill assist in the immedicte development of ground water
and methods developed coule be extranolated for use elsevherce
in the ertheast, Consultotien on slenning, operations, and mancgenent
will greatly incroase institutionsl cffectiveness, Udalb assistance is&
contomnlatad through 'Y 68 at vhich time the Divisho de didrozcolonia con

.

coptinue without ocubtside assistance,

—_ 3

o
o
[is}
a
o
~

mitod

oo dasa e hverozelonists Erom the
CRR S Goclodes b osurvey arye assipned to vork vith the tivisoo de didroncolo-

sbuagv

of snogific bisins, The Division

spere and other focilitics Jor thesoe
sta ore to he sent te €

crenly by i:n neoloss

for raining in hvdvo colony,  In adoilis
cent o lso orovides fov small amounts of scivntifac
1ol i i 1

-ble in

leted inte vovbtu uaese and e mow
=ion of liydro-
in Jonuery 1080

o5t of the commoditios ordorod

tne Unpdtod

reining in
crrived and

a

FY -~ 1968

e Gy

~Tech. Asst.
- Participants
 Commoditics -
Other Costs




MINERAL RESOURCES SURVEY (NE)

To develop the SUDENE Division of Geology as an effecctive
Agency in the field of economic geology as applied to Northeast
Brazil through consultsation on planning, management and operations, and
in~-ser@ice training of Brazilian geologists,

- IMPLEMENTATION

Through a FASA with the U,5, Geolopical Survey two geologists
are assigned, one in field investigations and onc in lgboratory develop-
of laboratory personnel of the Uivision of Geologye.

. 3 3 B " H i y &L . I £.03
provided by the end of 1966 through 1968,

made 1n

i1llfon tonsg

Ol .
LS ) 3 ral
b el bl
T > aast, 83 - a0 - 60 133 -
¥a - 13 - - - - 13 -
Co - 5 . e - - 5 —
Other Costs - - - - - 25 -

—
<t
ool




HYDRDLOGIC DATR -~ N,E.

- PURPOSE

To assist SUDENE, in cooperation with DNOCS and CVSF, in improv-
ing their hydrologic data collection networks systems and up=~grading
their technical competence and capability. This activity will concentrate
on improving the collection, computation, analysis, compilation and
publication of streamflow, rainfall and evaporation data which is urgently
needed for all water development and water use studies,

THELEMENTATIOR

Through a PaSA with the U,%~ Geological 3Survey two technicians
in surflace water hydrology are assigned to advise the cooperating agencies.
These technicians assist, advise and recommend, the necessary improvements
in methods, practices and procedures, and in organization, to improve and
axpand the data collection program in the Mortheast and to improve data
reliability., The assistance will be reduced to one advisor at for about
onec year,

Training in the United States for a number of mey engineers will
be provided, Limited amounts of U,S, commodities will be provided in the
form of hydrologic instruments and equipment. Limited local currency
assistance wiil be provided to assure that the data will be published.

PROGRESS TC DATE

The USGS has furnished two technicians, plus one on 90 day TLY,
to date. One technician has concentrated on collection of data and
operations; the others on the computation and compilation of the backlog

in ©h The station networks have been expanded

of raw data in
appreciably and ity of field and office work considerably improved.

FY - 1966 FY - 1967 FY - 1968

[V Crp_ MM o _Crd M 5 Crd
Tech, Asst, 24 64 - 15 40 - 15 40 -
Participants - 10 - - 10 - - 10 -
Commodities - 20 = - 10 - - 10 -
Cruzeiro Support = s .50 - —— .20 - — .20
94 50 60 50 60 ° 50




 HEADQUARTERS STAFE AND CVSE

PURPOSI:. S

: To assist the Sao Francisco Valley Commisaion (CVSF) develop
a sound organization, efficient and economical procedures, and a well-

. trained staff to make complete studies of the land and water resources

of the Valley as a basis for multi-purpose development projects.
Furthcimore this staff will consult with USAID/Brazil and other Brazilian
agencles on problems and programs in the field of river basin development.

JNPLEMENTATION -

Through a PASA with the US Bureau of Reclamation provide the
services of 8 technicians plus short-term consultants., These would be
specialists in the field of hydro-engineering, geology, soils science,
and economics. They will advise and give guidance to the programe By
the end of the three year program the staff of CVSF should have information
and skills to produce a long range master plan for multi-purpose develop-
ment of the Valley's resources. On-the-job and participant training in
the US is an integral part of the work.

PROGIESS TO DATE -~

8 men are now on bpard, housed with the CVSF and working with
national engineers in developing the preliminary survey program, pro-
cedures and plans. Photo~maps have been assembled, a large number of
reconnaissance field trips have been made including a special fly-over
of the eptire Valley. A large amount of information is available since
the CV3SF has been in existence for some 20 years, « systematic -approach
to planning and development however, is only now beginning.

FY - 1966 FY - 1967 FY -~ 1968 :
J9ivt ) Cry MM o _Cry hh & Crsh

Tech. Asst. 108 207 - 108 207 - 108 207 -
¥Yarticipants - 38 - - 38 - - 38 -
Other Costs - 50 - - 50 - - 50 -
Cruzeiro Support - - 150 - _— 150 - - 150

295 150 295 150 295 150




IRRIGATION (NORTHEAST)

PURPCSE
To provide technical assistance and training to Brazilian agencies
ir irrigation development and construction of small water impounding and

retention structures in the MNortheast.

IMPLEMENTATION

The irrigation development phase will be implemented through a
PASA with the U.S. B ureau of Reclamation which will supply two technicians
or & long term basis and short termm consultants as required. These
technicians and those assigned to Northeast River Basin Surveys will be
nrocured under a single PASA with the BuRec, The construction of small,
water impounding and retention structures is being implemented through a
cooperative program with the Food For Peace.programs. Local support will
be provided by one local hire technician.

Cruzeiro financing of the program for the construction of small
water impounding and retention structure will be continued through FY 68.

PROGRESS TO DATL

The two Bu.lec technicians are now on board and ar. assistin:
DHOCS and SUDERT in the selection of pilot areas for irrigation development.
One small retention structure is being constructed, and agreements have
been reached on one others A participant training program was initiated
late in FY-65 to provide training in the United States and in Mexicos
This training includes on=the-job training in Mexico and also univcrsity
schooling for s number of Brazilian professors, who upon the return to
Brazil will teach "Irrigation Engineering' in the universities of Brazil.

FY - 1966 FY - 1967 FY -~ 1968 _

TR G W L G W B G

Tech., Asst. 30 58 - 30 58 - 30 58 -
Participants - 30 - - 30 - - 30 -
Counwodities - 20 - - 20 - - 20 -~
Cther Costs - 15 - - 15 - - 15 -

Cruzeiro Support - - 200 - - 200 - - 200

123 200 123 200 123 200




ARRANA L
o EXHIBIT E
RIVER BASIN STUDIES (NORTHEAST)

PURLFCSE

To make preliminary appraisals of the land and water resources
of Northecast Brazil which can serve as the basis for multipurpose develop-
ment projectse

IMPLEMENTATION

Through a PASA with the U,S, Bureau of Reclamation provide the
service of 3 technicians plus several short-term consultants in the fields
of engineering, soil science economics to advise and give guidance to the
program. These tcchnicians may, from time to time, be requested to provide
technical assistance in irrigation development as described in the sub=-
activity Irrigation (Northeast), The studies performed by the Bureau of

eclamation will be used as guides in the preparation of a master plan for
HUlt]pu:DOSP devclopment of the land and water resources in various basins
in Northeast Brazil.

Coordination, backstopping and local support will be provided
throush a direct hLire ilater Resources Planning Engineer and a staff of 4

localss,

PROGIILES TO. DA_EE

Two river basin surveys (Piranhas and Rio Grande Basins) and one
preliminary veconnaissance (Araguaia-Tocantins basin) have been completed
by BuRec personnel on TDY assignments. Of the planned 9=man resident team,
8 technicians are prescntly in Brazil and are concentrating their efforts
on a roconnaissance survey of the 3ao Francisco rifer basin, A participant
troining program was initiated late in FY=635, for training of technicians
in the United States and in liexico,

Y - 1966 FY - 1947 FY ~ 1968
G crp W B s om0 & Gl
Tech, «gst. 36 69 - 60 115 - 60 115 -
Farticipants - 30 - - 30 - - 30 -
Coumodities - 20 - - _20 - - 20 -
119 165 165




ANNEX I

ARAGUATA-TOCANTINS BASIN EXHIBIT B

PURBOSE

To assist the Comissao Interestadual do Vale do Araguaia-
cantins (CIVAT) develop a long range program for the land and water
resource usc in the Araguaia-Tocantins Basin. This will include
organization and administrative resource survey and evaluation, staff
training, and methods and procedures.

TIOH

Through a PASA agreement with the U5 Bureau of Reclamation
9 resident technicians will be assigned to CIVAT to work within their
zation together with their personnel in engineering, geology
iro & minerall, scils science, economics, administration and manage-
ey will work dirveectly in the areas of their specialties with
their countevparts showing as well as advising, leading when necessary
and generally stimulating the CILVAT organization in all technical

aspects, engl .LerlnD and scientif'®quipment will be acquired for
Uhe agency ana sclected participants will receive training in the U,S,
E' L ’:.\LLE; LA L;'(\i .:

Scveral mcetings have been held with CIVaT officials and a

meeting te discuss program details and time achedules is to be held in
Goiania Sept. & and 9.

Y. 1966 FY - 1967 FY - 1968
e Cxl ML i Cro  _MM ¢ Cry
Tecl. Asst. 105 280 -~ 108 280 - 108 280 -
Pavticip: 20 - - X - - D -
Comnmoediti - 50 - - 50 - - 50 -
Other Costs - 40 - - 40 - - _40 -

{
3

390 390

o
T
&




ANNEX I
EXHIBIT B

METEOROLOGICAL DATA

PURLOSE

To assist tiue Meteorological Service, of the Ministry of
Agriculture, in improving the collection and dissemination of meteorologic
data. The Meteorological Service is the primary agency in Brazil for the
collection, analysis, and reporting of meteorological cata and as such
desircs to improve its station networks, its communications and reporting
aystem, and its technical competence. This activity will concentrate
on the above phases in order to better provide meteorological services
asriculture, industry, transportation, and the general public,

T
o

IMPLEMENTATION

Through a ¥aSa with the U,5. Weather Bureau 3 high level
metecrologistSwill be assigned to advise the Meteorological Service in
organization and overall management and activities. The lMcteorological
Service is considering the major part of its improv ment program to be
financed throu,h & low-interest USall lean of zbout 56C0,0C0 for imported
equipment, UsZ, technicians, and training in the United States of keay
personnel.

PROGIL LS TC DaTh

No assistance has been provided to datc. The tieteorological

Scrvice has began a general study of equipment needs to rehabilitate and
expand the collection and rcporting nctworks; also has bejun rehabilitation
with own funds.
7Y - 19606 FY ~ 1967 FY - 1968

. A R Y N ATy A ot 24 3 &

o S, Grgoo oM. § 0 CRg MM 2 8t
Tech. Asst. 36 69 - 36 69 - 26 69 -

- Participants - 20 - - 20 - - 20 -

Coumocitios - 200 - - 200 - - _200 -

289 289 289



WELL REHABILITATION (NCRTHEAST)

PURP OSEE
To assist Brazilian agencies to increase their efficiency in
drilling, development and testing of new wells and in the rshabilitation

tasting of exdsting wells.

IMPLEMENTATTON

i

Twe specialists in well drilling, developing and testing will be
through parsonal service contracts. One will be assigned to
JONESP and the other specialist will be assigned to work with

there are over 250 well drilling machines in the North-
than 15 nercent are in —easonable operating condition.

K1 mdtely 3,000 wells wnich are in need of rehabilitation.
>ned above will provide advicu on drilling techniques,

s Fal

ion of well rigs presently in Brazil, developing and
rehabilitation and testing of existing wells,

A small amount of equipment not available in Brazil will be provided
along with training for participants in the U.S,

L ay LR

PROGE ‘iuu,

ement parts for welle=drilling equipment which was

5 ted & )y ordered durimg FY-65 is now available to

3 1 ] 201 1ling equipment. The two specialists refer-
red to abuo ard and are working., Through a training program a

are receiving advance training in well drilling

numosy

Y o~ 1066 FY ~ 1967 FY - 1968
24 56 - 24 56 - 24 56 -
. 50 - - 50 - ~ 50 -
20 - - 20 - - 20 -
. 5 - - ) - - 5 -

131 131 131




ANNEXT

. Exhibit P
Page i
ILLUSTRATIVE NATURAL RESQURIES
TECHNICAL ASSISTANCE PROCEAM
FY - 1966 FY o« 19267 FY - 1968
MM % Ce$ MM g Crs MM $ cr$

i. Well Rehab. & Test

Tech. Asast. 24 56 O 2% 56 2 24 56 9

Seabee Team 50 83 50

Participents 290 20 20

Commeodities 5 5 5

131 9O P31 I} 131 0

2. USGS Natl, Mincrale Survey

Teck, Acet, 48 AT 13 C4s) 12 50

Participants 35 is 8

Commeodities 3 5 5

Other Coste 10 5 5

Crumeire Support 108 Ldd i

169 100 78 T4 %8 Ti¢
Ueie G@@i@M Castography
'Ee@h. Aset, 3 ] 3]
Other Cosats 10
20 2

'x'm. mm. 12 23 ¢ 12 28 0 12 28 L

Participants 14 14 14

Gommodities 4 4 4

Cther Costs 6 6 &

52 ) 52 ] 582 O




RESCURCES ANNEX I

ol Rt St 3

ILLUSTRATIVE NATURAL

TECHNICAL ASSISTANCE PRUGRAM Exbibit &
Page 2
FY « 1966 FY o 1967 FY « 1968
MM 3 Cr$ MM Cr$ MM § Cr$
5. USGS Hydrologic Data Hic
Tech, Asst, 40 24 62 24 62
Participante 10 iG 10
Commodities G 10 10
Cruzeirc Support 25 25 25
50 25 32 28 =z 25
6. USGS Groundwater Survey
Tech. 2sot. 36 30 0 36 30 o 36 8¢ 0
Pasticipants 17 13 13
Commoditice ] 5 5
Other Costa 5 5 5
110 3 ite "o o 0
7. USGS Mineral Survey NE
Tach. Asot. 36 33 ) 60 133 0 60 133 ¢
Participants 13 13 13
Commeditics 5 5 5
Other Costo 25 25 25 0
126 T o 17 T w6 T o
3. USGS Hydrologic Data NE
Tech., Asst. 24 64 i5 40 i5 40
Participants i¢ 10 10
Commeodities 20 19 10
Crugeiro Support 50 50 50

5% 50 &0 50 &0 50



ILLUSTRATIVE NATURAL RESGURCES ANNEX I

TECHNICAL ASSISTANCE PRCGRAM Exhibit p
Page 3
FY - 1966 FY « 1847 FY « 1964
MM % Cr$ MM $ C=$ MM $ crd
Y. BuRec Hdgtrs Staff & CVEF
Terch, Assat. JEAR] 207 103 207 i03 207
Participants 33 34 33
Other Costs 50 50 50
Cruzeiro Support 159 150 150
295 150 295 i50 295 150
15. BuRec M‘ri&afcﬁon
Toch. Asst, 30 54 30 58 30 53
Participante 30 30 3¢
Commodities £0 20 20
Other Costoe 15 15 15
Cruzeiro Support 260 200 200
123 200 123 200 123 200
11. BuRec NE River Basin
Tech, Aset. 36 69 0 &0 15 o 60 15 0
Participants 30 30 30
Commodities 20 20 20
i19 0 165 0 ies 1]
12, Meteorologic Data
Tech, Acst. 36 &9 0 36 &9 o 36 69 0
Participants 20 20 20
Commeodities 200 200 o &00 g

239 0 239 5 “280 )




ILLUSTRATIVE NATURAL RESCURCES

ANNEX I

) Exhibit P
YECHNICAL ASSISTANCE PRUGRAM Page 4
FY - 1966 FY - 1467 FY « 1963
M 13 Cr$ MM 8 Cr$ MM 3 Crs
13. Araggguaia» Tocantins Rasin
Tech., Asst, 102 230 1G4 230 103 230
Participants 23 20 20
Commodities 50 50 50
Cther Cozis 40 40 %0
330 0 390 O 340 g
TCTAL 2071 525 2075 569 2075 569




ANNEX I
Exhibit G

INTENSIVE REVIEW REQUEST (IRR)

Fundo de Financiamento de Estudos de Projectos e
Programas {FINEP)

I The Applicant

The applicant is the Government of Brazil, acting through the
Mintsiry or Planning and Economic Coordination, The executing agency
1s the Fundo de Financiamento ¢e Estudos de Projectos e Programas
(FINEP), established by Decree No, 55820 of March 8, 1965, to act as
financing agent and project review coordinator within the office of the
Ministry of Planning., FINEP will be administered by a board composed
of the Minister of Planning as chairman, the president of the National
Bank for Economic Development (BNDE), the director of the Industrial
Credit Bureau of the Bank of Brazil (CREAI) and a representative of the
regiornal and state development banks and institutions, FINEP's admini-
strative runds are a part of the Ministry of Planning's budget,

2. The Project

A.1.D., loan funds will be sub-loaned by FINEP to private and
public entities to assist in financing feasibility studies, by U. S. firms,
joint ventures of U.S, ~-Brazilian firms and Brazilian firms, in the private
and the public sectors of the economy., The objective is to accelerate the
rate of invesiment by assisting private industry and the public and semi-
public agencies in identifying investment opportunities and requirements and
formulating adequate capital projects,

The sub-loans will be made through the National Bank for
Econormic Development, who will act as primary agent and as the deposi-
tory of funds, and the Bank of the Northeast and the regional and state
development banks, all of whom will act as agents under agreement with
FINEP. FINEP will control the overall administration of the fund and the
basic regulations and criteria will be the responsibility of the FINEP board.
In the actual lending process FINEP will act as the review and approval
office. All sub-lending administration, credit evaluation, project screen-
ing, taking security, preparation of sub-loan agreements, etc., will be
undertaken by the financial agents, FINEP will then review the analysis
of these agents, including the contract and engineering firm and approve
or disapprove the sub-loans,




- 2 -

The financial agents will receive a commission for their work
as agents., FINEPF will reloan the funds on ten year terrns at interest rates
of sufficient spread to create permanent capital from earnings,

FINEP has requested that A, L D. funds be made available for a
wide variety of studies including general studies, sectorial studies, pre-
feasibility studies, feasibility studies and administrative and management-
type studies., This flexibility will enable the Ministry of Planning through
FINIEP to endorse and provide financing for the study of any activity which
wows development promise, This flexibility will also provide speedy
ces8 to resources for the study of such projects, thus allowing prompt
nination of projects and activities bearing on economic development,

B

]

1

]
[9)
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~
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All studies financed by loan funds will be performed by private consulting

firms ovr consultants,

The USAID also proposes to include technical assistance financ-
ing 1n this loan, such technical assistance to be utilized to (1) assist FINEP
1n the development of the sub-lending review and approval procedure, 1i.c.,
assistance in developing the most appropriate organization and in establish-
ing administrative procedures and criteria and (2) to assist potential sub-
borrowers in defining projects, preparing scopes of work, and applying for

sub-loans,

3. Loan Reguested

ey . + <

Fhe GODB requests a loan of $5 million, for dollars and local

rine f the total requirements for project
estimated at about $22 billion (approximately $12
) over a period of about two years, Commitment

souid be expected not to exceed one year and disbursements

two and one hall yeors after conditions precedent are met,

1w sources of funds would be the Inter-American
te which the GOB has applied for another $5 million,
contributions which the investors themselves wiil

1
Developmeaent
1

the GOE, as

be cxpected to make to 20 percent of the cost of the study).
4, Priority of the Project in the Country Program

The lack of adequate projects, both in the private and in the
public sectors, has become a critical aspect of the implementation of the
GOB Economic Action Program. This weakness was pointed out by the
CIAP in its review of the Brazilian program last year, CIAP recommended
measures to strengthen the project-making capability through incentives in
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the form of financial and technical assistance for project development,

For example, the IBRD has prepared an extensive list of projects suitable
for financing, only a few of which have been studied to the extent necessary
to qualify for foreign financing, Additionally, the USAID is being constanily
requested to finance feasibility studies and at present is supporting several
studies with grant funds,

5. Problems and Issues

L.ocal cost financing: in accordance with USAID policy, it is
proposed that the studies be undertaken by the following firms: joint
ventures of U,S. and Brazilian firms, U, S, {firms and Brazilian firms,
in order that the financing of such firms may be projectized with the AID
loan, bhoth ¢ llar and local cost {inancing will be required, No other U. 5.
=d or controlled local currencies are available for this purpose. [t
15 the opinion of the USAID that the institutional benefits of this project
sustity local cost financing., Further, it is felt that local currency avail-

ility within the loan 15 essential to good sub-lending administration,

6, Technical Material

The Ministry of Flanning has submitted to A.I. D, a copy of its
applicaticen to the IDB which contains adequate information and data for
the intensive review of the request by the USAID, No separate application
i ‘y as it would be a mere duplication of the one pre-

T
formal letter of application is being prepared by the

sive review will be performed at the USAID/B; no
stafi =xilis are required. Such review can be completed within
one weelk to ten days after authorization from LA/CD is received if no

additional

unioreseen problems develop,

DBJ/ki
August 2, 1965
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Thic idea appears to offer some rcal advantages in sharing
isk between the potential investor end the local lending institution
1l in multiplying tho potential eflfect these funds could have,

w
& 4

-
~

Analyze the demand for sub-loans and the prospecss Ior
tho disbursement of the AID loan,

Doen Braszilien law require that forelgn consultenis
be paid in ecruzeiros exclusively? Any legal problem
of contracting with the peying U,3, firms in dollors
should be discusged,

Y

Yxplain how AID will exercise its epprovel of (i) specific
c

4

FETEAY e s P
studics (ii) s opcs ox work (i1ii) quolifications of
consulbants, and (iv) dterms and conditions of coniracis,

\

Discuss the institution building aspect of technical

assistance, ZIExamine the desirability of coordincted
action with IDB and 1IBRD,

'
Sy

Include in the total cost anelysis of € N
for feagibility studies the contributions to be made
by IDB and other agencies in providing financing thercof,
Justify the actual need at this time for this AID loon
in the light of the ID3 commitment of %5 million,

. ,
he rerquirer

I .

Specify the means to ensure that the loan funds o o
development projects and rnot for broad general situdics
which are not essential to the (0B development progren

and would not result in well-defined projects for feozibhi-
1ity studies,

e understand IDB has completed its draft loan poper, &
copy of which will be air pouched to the USA

b .

b




Exhibit I, page 1 of
Reviged 10-26565
MEMORANDUM
TO: THE FILES

]
FROM: Duncan H. Camerdn, GC/LA
SUBJ . Application of Section 112 of the Foreign Assistanc

and Related Agencies Appropriation Act, 19 965 and 196 F
to the FINEP Loan

The guestion is the following:

Does Section 112 of the FALApPr Act for 1365 and 1566 reguire AID to

approve contracts entered into by FINEP sub-borrowers or grantees with corn-
sulting firms to carry out feasibility and pre-feasibility surveys and studies
and to approve such ccnsulting firms?

of the FA Apr Act for 1565 does not reguire AID to
ts entered into by FINEP sub-borrowers or gr ant ees with con-
to carry out feasibility and pre-feasibility surveys and

o
Y

es a&d to approve such consulting firms because in the circumstances

is case feasibility and pre-feasibility surveys and studies are not
cepital projects within the meaning of Section 112 of the FArfApr of 1965, IF
the FA f > i1l also

N .

or 1-¢O is enacted into law in its present form, it wi
approvals

KO
o
}.1
s
(T
7]
foo
(@]
-
)

AID is proposing tc make a loan of $11,000,000 for use by FINEP
approximately $5,000,000 will be for technlcal assistance to
or a program of suoWOanL to private and public borrowers to finance
1ty and pre-feasibility studies. The balance of the loan is to be
by FPINEP for a program of subloans to public entities to finance
chnical assistance projects of a research and survey nature. Since the
AID will approve all firms and contracts for natural resource studies, the
cussion that follows relates only to the feasibiliuvy studies financed
1

:"J
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: The fea51b111tj studies will be financed through- oubloans or grantsﬂ  l
i adu by FINEP tihrough the National Bank for Economic Development (BNDE), the -
‘primary. finaneial agent of FINEP. The FINEP subloans will be lent dlrectlf

':5 '0r throudh other banks in Brazil ("financial agents') to public and prlvaue

nterprises. These sub-borrowers will in turn contract with firms to make
b Ieasxb;+1ty and pre-feasibility studies. The financial agents can approve
-YIoans for feasibility and pre-feasibility studies up to CR $30 million
($15,000 approximately). The Coordinating Board and Technical Office of
~ FINEP must approve loans in excess of that amount. The Technical Office
“approves loans up to $250,000 after it has made a technical evaluation of
the proposed study and received a credit appratéadlifrom a financial agent.
Loans in excess of $250,000 are approved by the Coordinating Board after a
technical evaluation by the Technical 0ffice and a credit analysis by a
financial agent. The financial agents and the sub-borrowers are required to
contribute part of the financing for each study. i/

The USAID does not wish to approve individual contracts where the
amount of the study is less than $250,000 and does not wish to approve firms
carrying out studies where the amount of the study is less than $100,000.
USATD wants to limit its approval rights so that FINEP can delegate authority
to the financial agents for loans of less than CR $30 million ($15,000). If
USAID approvals are not limited, there is some guestion whether FINEP would
be able to implement the loan through the financial agents.2/ Obtaining
ATID apprcvals of contracts and firms in every case, moreove;, would delay
implementation of the project. It would also result in unnecessary involve-
ment of AID in the operation of FINEP because USAID believes that FINEP can

ompetently make these approvals.i/ Such a requirement would, in addition,
make the AID loan less attractive to FINEP than a projected IDB loan to FINEP,
which will not likely require approval of all contracts and firms. If
approvals were required in all cases, FINEP might prefer to use the IDB loan
rather than the AID loan to finance studies.

L, Discussion:

Section 112 of the FAAApPr of 1965 is as follows:

Loan Paper, p. 17.
Ibid, p. 5.
bid, pp. 4-5.

1/
3/
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Exhil 't I;rPaa,

:KPVISEd lO 2

None of the funds appropriated or made avallable
under this Act for carrying out the Foreign Assisiance Act
of 1961, as amended, may be used to make payments w!th respect
services on such

- "SEC.112.
-y 3
to any capital project financed by loans or grants from th
United States where the United States has not directly ap-
proved the terms of the contracts and the firms to provide
and construction
Lo any capital project!

englneerlng, procurement,
projects." 4/
Section 112 prohibits payments "with respect t
unless AID has approved the contracts and firms to provide certain se-vices
AID must approve only the firms and contracts which
The language of Section 112 does not define
capital project _/The legislative history, however, suggests

nh projects
to

'301;‘1 n pr
relate to a capital project
o .
within the definition of '
Congressman iMonagan 1ntroducedjSeLtloD 112 on the floor of the
5, recently 1ssuéd by’nID which appeared to limit
12z

suce

(G N

the scope of

an
der

1"
) !!5
that Congress did not intend to 1nclude feasibility study loans, such as the
'capital project".
Section 112 was intended to bhlock

FINEP loan,
e on
AID approval of contracts and firms carrying out contracts on projects
In his address proposing the addition of Section
Agency un

i

Al .
House during the debate on FArApr of 1963

vy AID.

”

15
control

Policy Determination No.
for 1963, Congressman Monagan stated:
"Two months ago a policy was enunciated by the AID Age
ct, which means a project in excess of $WOO 000 would
~ontract to the supervision of the Agency itself."
s to reinstate

o
Vi Lo
isofar as its contracting and precontracting procedures

studies, architectural studies, and the actual
j=]

which a capital proje
no ilonger be subject in
that is, the engineering
Mr. Chairman,
366 is identical

letting of the
"Thea purpose of my amendment,
nment of these vital Lontractlng procedures. o/
may be found in the types
procurement

Y

Gover )
nce the language of Section 112 of the FAfApr Act for 1
'capital project”
1t .

scussion in this part applLes both to the Fﬂifpr Act Tor 1905 and 1900
engineering,

by our
L/ 81 Che
' the dis
5/ Some suggestion of the scope of '
B of contracts which must be approved These are
and conatruction service contracts - ones normally associated with con-
struction projects.
Congressional Record, 1. 19066, September 20, 1962.




7f'trapr by direct involvement in the contracting, englneerlng procurement and

The Pollcy Determlnatlon to whlch Congressman Monagan rgferred was
P D ssued on June 15, 1902 It stated that AID would adm1llster, all .
c&nltal progects by controlling and monitoring the use of the AID funds ratnerr**“

s onstructwon, regardlesg ofthe method of financing." The P.D. defined a
capital project as any "specific, self-contained undertaking requiring a totaY

CAID financing in excess of $100,000 which is intended to result in the

~construction, expansion or alteration of a physical facility." Capital

projects, as defined in the P.D. referred to physical facilities. Since
Section 112 also relates to capital projects, Congress presumably intended

to give the words the same meaning - namely, the construction, expansion

or alteration of a physical facility.

The definition of "capital project" in P.D. 5 does go on, however,
to state that "feasibility studies, design, procurement, construction,
inspection, management and training directed towards ... utilization of a
capital project are considered part of the project." The definition states
that feasibility studies are to be considered as part of a capital project.
Where AID is therefore proposing financing the construction, expansion or
altevation of a physical facility, the feasibility study related to such

facility will oe treated as part of the capital project. The definition
dees not, hovever, include cases where the feasibility study is not part of
a capital pro t which AID intends to finance. The FINEP loan will not
¢! on projectswhich AID has indicated that it wishes to finance.
ity studies financed by the FINEP loan may result in projects
i finance, the studies will not e made because AID proposes
to Tinance the projects.

m
3

The Senate committee report on the FAJ ,fipr for 1963 alsc indicates
ital project was intended to apply to physical facilities. 1In
ng the scope of Section 112, the Senate committee stated that "when
rs into a loan or grant agreement with a foreign government or other
to finance the construction of a capital project, it freguently

es the recipient to select and contract with the firm which will
the services necessary to the progect.ﬂd/Aempha31s suppiLe§7




, ANNEX T :
SRS Exhibit I, Page 5 of
Revised 20226565

) The AID Manual Orders also do not include feasibility studies
within its definition of capital projects  AID M.0. 1201.1 defines capital
assistance as inecluding:

"1. A Capital Project which in turn is defined as the construction,
expansion, equipping or alteration of a physical facility or facilities ... "

"2. An AID-financed feasibility study of a specific capital project
or several specific potential capital projects ..."

"3, AID dollar assistance, and any accompanying advisory assistance,
to one or more development banks or other intermediate credit institutions.”

The AID Manua! Order specifically indicates that feasibility studies
are a different form of capital assistance than capital projects.

Based on the legislative history to Section 112 and the AID Manual
Orders, I am of the opinion that the feasibility and pre-feasibility studies
and surveys are not capital projects within the meaning of Section 112 of
the FACApr. There is, therefore, no legal objection to the USAID proposal not
nto review individual contracts by FINEP sub-borrowers when the study is
less than $250,000 and not to approve firms where the study is less than
$100,000.
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Amnex IT1

STATUTORY CHECK LIST

Foreign Assistance Act of 1961, as amended (hereinafter FAA).

Section 102.

Loan funds will be disbursed in accordance with standard AID procedures
requiring documentation of tne disbursement of funds for eligible items.

FAA Section 201(d).

The loan and sub-loan terms are reasonable and legal under both the
laws of the U.S. and Brazil.

FAA Section 251(a)

The manner in which the loan will assist the country's economic
development and contribute to the welfare of each people is described
in the economic justificectbion sections of the paper.

FAA Section 251(b)(1)

The adoption and effective implementation of the Government's 3-year
action »rogram demonstrates a clear determination to take effective ’
self-help measures and thus adheres to the purpose of the Act of Bogota
and Charter of Punta del Este.

FAA Section 251(b)(2)

The activity is economically and technically sound, as described in
section III of the paper.

FAA Section 251(b)(3)

The manner in which the activity will contribute to long-range
objectives and information as to its relationship to other development
activities are described in section II and in the economic justification
portions of the paper.

FAA Section 251(b)(L)

Other than the benefits to be received by the procurement of U.S.
engineering services, the activities will have no effect on the U.S.
economy.

FAA Section 251(b)

Both AID and the IDB will contribute to the capitalization of rINEP.
It is anticipated that FINEP will be able to effectively utilize all
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the funds made available by both the AID and the IDB. However, it is
felt that an A.I.D. loan to FINEP is important to the US program,
regardless of the availability of other financing in that (1) it will
provide A.I.D. with a valvable tool for the development for a pipeline
of financiabie projects from which AID can select for financing those
which best suit our development objectives in Brazil; (2) such a loan
will give USAID the opportunity to finance studies which for reason of
advantage to US p:licy or US business can best be studied by US firms.

9) FAA Section 251(L)

For information on the capacity of the country to repay the loan see
section IV,

10)  FAA Section 251(b)

The sound financial policies being followed by the present Government
constitute a positive incentive to ite citizens to repatriate capital
invested in other countries.

11)  FAA Section 251(h)

For conclusion on reasonable prospects of repayment see section IV,

12) FAA Section 251(b)

No feasibility report was presented for this study; the USAID working
group evaluated the decree establishing FINEP, the procedures set up
for the administration of the fund and discussed operations and possible
problem areas in detail with the FINEP staff. This intensive review
undertaken by the working group indicates that the funds will be used in
an economically and technically sound manner.

12} FAA Section 251{g)

- o

It is anticipated that cooperatives will utilize FINEP funds to carry
out feasibility studies.

—

FAA Section 252(a)

For break-down of loan benefits to private enterprise see the economic
analysis sectiorr of the paper.

15}  FAA Section 6501

Information as to the benefits to be received by the economy as a
result of this loan is contained in the economic analysis section of
the paper.

16)  FAA Section 601(b):621

All feasibility studies carried out by this loan will be prepared by
private firms. Investigations and surveys containing technical assistance
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will be carried out by US Govermmental agencies; however US
Governmental agencies will not be ntilized for such projects if
private firms with the experience, as a firm, in the same type of
work are available.

17)  FAA Section 601(4)

Construction projects will not be financed under this loan. Source
and origin of professional services will be limited to the US and
Brazil.

18)  FAA Section 601 and 602

US consultants will participate in this program.

19)  FAA Section 60L(a)

A1l US dollars will be restricted to the procurement of commodities
and services in the United States. The special letter of credit
procedure, which restricts the use of dollars to procurement in the
U.S., will be used to exchange dollars for cruzeiros where local
costs are financed with dollars.

20)  FAA Section 60L(b)

Commodities will be procured in accordance with bulk commodity
procurement provisions.

21)  FAA Section 60L4(d)

Brazil does not discriminate with respect to Marine insurance.

220  FAA Section 611(a)(1)

The loan is for re-lending by an indeterminate credit institution,
which will require adequate pre-planning, including cost estimates, for
each feasibility study sub-loan. Additionally, the borrower has
demonstrated that there will be a sufficient demand for funds to
utilize the loan.

2%)  FAA Section 611(a)(2)

No lepislative action will be required.

2L)  PFAA Section 611(b): App. Section 101

Not applicable.

25) TFAA Section 611(c)

Not applicable.



26)

27)

30)

;1)

36)

37)

Page L.
FAA Section 619

Brazil is not a newly independent country.

FAA Section 620(a): Foreign Aid and Related Agencies Appropriations
1905 (hereinafter "App." Section 107

Brazil does not provide assistance to Cuba.

FAA Section 620(b)

Brazil is not controlled by the International Communist movement.

FAA Section 620 (c)

No factual situations exist to which the language of this section
would be applicable.

FAA Section 620(d)

This loan will not finance the creation of productive capacity.

FAA Section 620(e)

No such cases are outstanding. Accordingly, the provisions of this
section have been satisfied.

FAA Section 620(f): App. Section 109

Brazil is not a communist country.

FAA Section 620(g)

Loan funds will not be used to compensate for nationalized property.

FAA Section $20{h)

No foreign aid property or activities of communist bloc countries
will be assisted by this loan.

FAA Section 620(i)

Brasil is not engaged in or preparing for aggressive military efforts.

FAA Section 620(k)

U.S. assistance is not in excess of $100 million.

FAA Section 620(1)

An investment guaranty program is in the process of being negotiated.
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18)  FAA Sections 636(h); 612(c)

To the extent practicable this provision has been satisfied: see
section IV, paragraph C and see section I, page 6, paragraph 2.

39)  App. (Section Unnumbered)

Not avplicable.

1) App. Section 102

Where US firms are utilized for such services, appropriate reports
w11l be made to the Congress.

P00} App. Section 104

No funds may be used to pay pensions etc. for military personnel.

Lo Afpp. Section 111

It is hoped that security clearances will not be required under this
J_UrAn-

L) App. Section 112

Not applicable.

App. Section 11k

Mo lcan funds will be used to pay assessments of a U.N. member.
App, Section 117

Not applicable.

Lpp. Secltion Lud

No loan fuuds will be used for publicity or propaganda purposes within
the United States.



1?; ANNEX,III,:
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1 LOANfAUTHoRIzATioN'

Provided from: Alllance for Progfess Funds 7
BRAZIL: Fea51b111ty Study Fund :

“Pursuant to the authority vested in the Administrator of the Agency for

“Tnternational Development ("A.I.D.") by the Foreign Assistance Act of

1901, as amended, and the delegations of authority issied thereunder, T

nereby authorize the establishment of a loan pursuant co Part I, Chapter

2, Title VI, Alliance for Progress, to the Government of Brazil ("Borrower')

o not to exceed eleven million dollars ($ll,OO0,000) to asgist in financing

the costs of subloans made through Fundo de Financiamento de Estudos de

Projetos e Programas ("FINEP") to finance pre-feasibility and feasibility

studies and natural resource survey studies and to finance the cost of

technical assistance to FINEP, this loan to be subject to the following
terms and conditions:

i. Interest and Terms of Repayment: Borrower shall repay the loan to A.I.D.
in United States dollars within forty (40) years from the First dis-
bursement under the loan, including a grace period of not to exceed ten
(10) years. Borrower shall pay to A.I.D. in United States dollars on
the disbarsed balance of the loan interest of one (1) percent during
the grace period and two and one-half (2%) percent thereafter.

Other Terms and Conditions:

n

(a) Equipment, materials and services financed under the loan shall
te procured from the United States or Brazil (except that shipping
financed under the loan shall be procured from the United States
and marine insurance financed under the loan shall be placed in
the United States with a company authorized to do a marine insurance
business in ary state of the United States.)

(p) United States dollars utilized under the loan to finance local
costs shall be made available to the Borrower or its designee
through appropriate procedures and shall be used only for procure-
ment in the United States.

~~
@]
p——g

Studies financed under the loan shall be procured from Brazilian
firms, United States firms or joint ventures of United States
and Brazilian firms.
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rxi(d) The loan shall be subgect to such other terms and condltlons as??f
AT, D. may deem advisable. , : :

Administrator

Date






