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I. PROJEZCT AMENDMENT SUMYARY AND RECOMMIENDATIONS

A. Recmmmendations

The USAID Project Davelooment Committee recommends an
anthorization amendment for the Industrial Stabilization and Recovery
Project {I3RP) to provide greater sucport to the development of
export-oriented light manufacturing/assembly industry in El Salvador.

The amendment oreposes: (1) an increase in tha2 authorized life of
project grant funding of $20.0 million (from $9.46 millicn to $29.46
million); and {2) a two-year aextension of the Project Assistance
Comletion Date (from Sentember 30, 1987 to Septemper 30, 1989). The
Projact Committea also recommends that, with quidance from LAC/GC, the
USAID seek approval of a hlanket waiver to smurce, origin and nationality
requiremants from AID Geograohic Code 000 (Tha United States) to Code 899
(Free World) contries for procurements of goods and services with a
cumilative cost of $5.0 million.

The proposed changes to the autborization, if approvad, would
be raflectel in an amenlment to Coxdarative Aqraement No.
519-0237-G-00-4337-00, through which an increment of $7.0 million would
be cbligated in FY 1935, with the remainder of the $20.0 million
authorized funding increase to be obligated in subsequent Agreement
Amendments. A Congressional Notification on the pronosed Project
Amendment was submitted to Congress an June 17, 1936 and expired on July
1, 1986,

LAC Redelegation of Authorities to the Field, dated February
12, 1985, provides authority for USAID review and approval of this
amendment to the Project and its authorization. Ad Hoc Redelegation of
Nithority Wo. 149.1.48 (per STATE 119680 dated April 19, 1986, and STATE
200178 Aated June 25, 1985) qives the Mission Director authority to sign
an amendment to Cooperative Agreament No. 519-0287-G-00-4387 to obligate
funds in an amont not to exceed $7.0 million, subject to the clearance
bv an AID contracting officer.

B. Grantee
The Grantee for the oroposed supplementary funds will be the
Salvadoran Fourdation for Economic and Social Development (FUSADES), a
local, private, non-profit organ17atlon with pr1nc1pal implementing
responsibilities for the ongoing ISRP.

C. Summarv Description

The ongoing Industrial Stabilization and Recovery Project is
one of the JSAID's kev programs for generating employment, income and
foreign exchange for El Salvador. The Project, currently funded with AID
grant funds in the amount of $9.46 million, provides support to both the


http:149.1.48
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public and private sectors for non-traditional export and investment
promotion efforts. The ISRP is providing exporters of non-traditional
products in Fl Salvador with policy development support through the
public sector arrl with technical assistance, technology transfer, market
information and other promoticnal services from the private sector. The
public sector comoonent, fuvled with $2.56 million in grant funds, is
being implemented primarily by the Ministry of Foreign Trade (MICE). The
private sactnr nortion is being implemented by FUSADES with a grant of
$6.9 millicn. Ancng the activities being implemented by FUSADES is a
Trade and Invegtmontz Promotion Service program (PRIDEX) which facilitates
information, technical assistance, and business development services to
Salvadoran non-traditicnal export enterprises through the establisnment
of linkages batween interested enterprises and entities both within and
outside of Ll Salvador which can providzs the needed services. In the
first 12 months of operaticn (1985), PRIDEX assistance to firms resulted
in the creation of 1,395 new full time jobs and 456 seascnal jobs, $2.8
millicn in export earnings, and $2.6 million in new investment.

Consistent with tha objectives of the ISRP and the Mission's
overall industrial recovery strategy, a Project Amendment is being
proposed in order to increase the anticipated Project results in terms of
emoloyment and foreign exchange generation. The Amendwent concentrates
on providing greater support for drawback or light manufacturing/assembly
industrial esxpansion through an amerdment of the Cooperative fgreement
with [USADES, The Agreement Amendment will extend ISRP activities by two
years, to a naw assistance campletion date of September 30, 1989. No new
funding is needed for the public sector portion of the Project.

Most of the new funding, $15.0 millicn, will be used to
establish a new Investment Fund to provide financing for medium and long
term capital requirements, primarily those having foreign exchange ccsts,
of industrial projects exporting to nor-CADM markets., The Invaestmant
Fund will be established by FUSADES in a U.S. bank with off-shore (lidge

t) coecrations. FUSADES amd the financial institution will sign a
subsidiary agreemer* - such as a trust agreement or a restricted
comnercial account management agreement — acceptiable to the USAID, which
will provide instructions to the institution on the uses of the Fund
resources and the disbursement mechanisms to be utilized. Repavments of
principal from the investments will be used to replenish the Fund for
relerding, aml a portion of the interest earnings will be used to set up
a bad debt reserve to help maintain the nominal value of the Fund. Other
interest earnings will be used to finance the administrative fees of the
financial inscitution and FUSADES' recurring cperational costs. In
addition, $9.5 million in new supplementary resources will be provided to
cover the costs associated with investment project analysis and review;
32.8 million for the PRIDEX program to enable it to make available a
greater level of specialized tachnical services to new or expanding
export projects; and $1.6 in additional funds for FUSADES' Program
Coordination and Adwministration costs related to the two-year extension
of the Project's life.
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The original goal of the Project has been amended to raflect
greater consistency with the USAID's major assistance goals: to
accelerate economic growth and diversify the economy to attain higher
levels of economic well-being. The purpose of the Project has been
amerded to enphasize quantitative results to pe achieved: to stimulate
grewth in the nen-traditional export sectors of El Salvador, resulting in
increas=]1 levals of employment, income, investment, and foreign exchange
earnirgs. A summary breakjown of contributicns to the ISRP is as £ollows:

(Us$000's)

AID HOST QOUNIRY
ORIGINAL THIS ORIGINAL THIS TOTAL
PROJECT  SUPPL TOTAL  PROJECT  SUPPL TOTAL  PROJECT
FUSADES 6,900 20,000 26,900 624 268 892 27,792
GOES 2,560 -~ 2,560 5,246 ~~- 5,246 7,806
TOTAL 9,460 20,000 29,460 5,870 268 6,138 35,598

1T, BACKGROUND AND RATIONALE

The Project Paper (PP) for ISRP, completed in Auqust 1984,
discusses El Salvador's macroeconcmic performance in recent history and
the structural preoblens - legacies of the imvort substitution model
followed since the early 1960's - which were constraining export-led
economic recovery and growth. The limited growth prospects of I
Salvador's traditional axport crops (coffee, cotton, and sugar) and of
manufactured exports to the Central American Jommon Market (CAXM), high
rates of wemployment, and the expected growth of the labor force were
recognized as serious problems that were urrlermining the country's future
well-b2ing. The ISRP was thus develeped to support a new growth strategy
based on the qrowth of non-traditional products to extra-regional markets
to generate employment, income, and foreign exchange.

The sections below discuss the ISRP's results to date, the
rationale for accelerating and expanding the development of export
industry in El Salvador, and the constraints to this type of development.

A. Project Results to Date

The ISRP was authorized on Septemher 19, 1984, A Coopsrative
Agraament with FUSADES was signed on Septamber 24, 1984, and a Srant
Agreement with the GOZS was signed on September 25, 1984. The Project
Assistance Completicn Date (PACD) for both Agreements is September 30,
1987. Funding for the Project has been obligated in increments, as
follows:
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AID IF'UNDS OBLIGATED FOR THE ORIGIMAL ISRP

GOES FUSADES TOTAL
09/24/84 $ — $2,157,000 $2,157,000
09/25/84 843,000 - 843,000
01/29/85 358,000 3,142,000 3,500,000
07/19/85 —— 1,601,000 1,601,000
07/24/835 1,359,000 - 1,359,000
TOTAL $2,560,000 $5,500,000 $9,460,000

1. Private Sactor Export and Investment Promotion Services

As of March 31, 1985, total expenditures of the FUSADES
portion of the ISRP, as reported by FUSADES, amounted to $2,258%,300, or
33% of the totil amcunt obligated with FUSADRES. Grant funds made
available to FUSADES were spent for financing expendituraes in four
sub-components: a) Trade and Investment Promotion Services, b)
Association Strengthening Activities, ¢) Policy Research and Devalopment,
ani d) Program Coordination and Management.

The FUSADES budget for ISRP for the period April 1 to
December 31, 1986, as adjusted in April 1986, is as follows:

Trade and Investment Promotion Services $1,504,400
Agsociation Strengthening Activities 136,100
Policy Resezrch and Davelopment 309,200
Program Coordination and Management 371,500

Total $2,621,200

Given the amount exzended through March 31, 1986, and the
amount programmed for the remainder of CY1986, the amount availanle for
the January - September 1987 pericd, approximately $2.04 million, will be
inadequate to allow FUSADES to replicate expected 1986 results, let alone
1985 actual results. These results have been:

a. Trade and Investment Promotion Services (PRIDEXN)

Since incention of PRIDEX in January, 1985, initial
staffing increased from an Executive Director, 4 Project Managers, and
two secrataries to 20 persons working in offices in San Salvador (with 13
staff mambers) and in New York (with 7 staff members). The llew York
office onenel in August, 1985, following the signing of a Project-funded,
competitively let, 28-month centract for technical assistance with Arthur
Young, Inc. In CY 1985, the PRIDEX staff accomplished tha folleowing:
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EMPLOYMENT, FOREIGN EXCHAMGE, AND NEw INVESTMENT
GENERATED THROUGH PRIDEX ASSISTANCE IH CY 1985

Employment
Generated
Apoarel 686
Nomr-Trad. Agriculture 114 (456)*
Lignt Manufacturing -
Irdustrial Handicrafts 580
Adquaculture -
Other 15
Total 1,395 (456)*

* Seasonal jobs, not adjusted.
Source: FJSADES, 1985 Arnual Report.

New Investment

FX Genaerated Generated
$ 1,602,000 $ 300,000
532,000 1,610,000

- 104,000

639,000 56,000

- 45,000

454,000

$ 2,773,000 $ 2,569,000

These accomplishments occurred as PRIDEX worked with

19 textile manufacturers/processors, 5

agricultural enterprises, two

investors each in light manufacturing and industrial handicrafts, one
aquaculture project whare the investment has been made, and 2 other

projects where new investment occurred

but no exports yet realized.

PRIDEX services, for Salvadoran and foreign clients, include six project

assistance areas:

Project Dovelonment Assistance
= concelianl devalopment

- partner searches

=~ technoloys searches

Market Mocess Assistance

- assessments

- price studies

quantity estimates

~ quality requirements

direct marketing and contacts

Investment Services

— investor assistance (counselling)
- financing assistance

- investment promotion

Financial Assistance (Direct Support)

- feasibility stuiies
- institutional travel
- opportunity consultations

Technical Assistance

= product design

- production

- technology transfer
- training

Export Assistance

- financing advice

- transportation

- advice on export and import
proceiures

Since all PRIDEX assistance is directed to
non-traditional, extra-regional exports, in 1985 PRIDEX designed a series
of specinl programs where evidence pointed to special advantages in El
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- Finded 8 consultancies/technical assistance efforts.

- Assisted an association memtwer to bring a new export project into
operation,

- Provided funding to an association for computer support.
- Establishad a library with aulio-visual material for use by associations.

- Corducted an introductory seminar to introduce its services to Salvadoran
associations, fcllowed up with pesrsonal visits to all major associations.

c. Policy Research and Develcpment

This sub-component made funding available to FUSADES to
enable it to undertake studies required to develop the conceptual and
analytical basis for proposing recommandations to the GOES on policies or
actions which are supportive of economic reactivation, trade, investment
and export dzvelopment. A3 a result, the Department of Ezonomic Studies
(DE3) at FUUSADES was supported to pericdically analyze the country's
economic and social problems and propose recommendations for iwwrovement
via publications and presentaticns, the purpose of which is to create
public awareness of national problems and their solutions. The Department
grew from 2 persons in 1984 to 5 persans in 1985. Major efforts by the DES
incluied the follcowing:

- Publication of 6 studies, including a new economic modzl for El Salvador,
emphasizing export-led growth; an economic, financial and legal review
justifying the opening up of El Salvador to foreign banks; and reviews of
the 1984/1985 economic achievements.

- Publication of 7 major bulletins including articles on inflation, a view
of El Salvador in the year 2000 unider varying scenarios; foreign traie
opportunities; and an undate on the CAQM.

- Monthly presentations to imiversities and private sector associations on
social and economic topics.

The Department functioned well in 1985, serving as an
apolitical reviewer of economic and social trends in El Salvador, and made
significant gains in shaping qoverrment and general bublic opinion on where
El Salvador should head to achieve eccnomic growth. An example of the
influence of the Department was FUSADES' participation in the drafting and
review of the GOES' Export Development Law, approved by the Legislative
Assembly in March, 1986.

d. Program Coordination and Management

In 1985, FUSADES consolidated not only its program
management functions, hut also its role as a serious, effective promoter of
Salvadoran nom-traditional exports both within and outside of the country.



-8~

The organization of the Foundatian was restructured to better implement the
ISRP, as well as to take on new responsibilities for other programs and
activities. A new Executive Director was hired and two new departments
were created to support FUSADES' operations: the Department of Planning
and Institutional Development is in charge of devaloping FUSADES'
strategies and plans which are needed to achieve its goals and object1ves,
and the Department of Administration and Finance establishes and maintains
systems for information and financial control, as well as personnel
administration.

In adiition, two commissions, comorised of FUSADES'
board members, were created: a Commission on Legislation propcoses new
legislation or modifications of GOES laws in support of the new economic
model proposad by FUSADES; and a Commission on Conflict of Interest has the
responsibility for developing, implementing and administering FUSMDES'
policies to avoid conflict between the interests of FUSADES and its
programs and the interests of its directors, members, cmployees and
contractors with regard to the use of goods, resources, services and
information of the Foundation.

Besides implementing the ISRP in a highly successful
manner, FUSADES has projected its image, voice and influence to promote
both the Project's goal and oojectlvns and El Salvador as a productlve
partner of the CBI. In July, 1985, it ccordinated and hosted a meeting of
C/CAM representatives and delegates from Central America and Puerto Rico to
discuss the organization of the 2th Ammual Conference and Exposition of CBI
Investments. It organized and coordinated with Salvadoran public and
private sectors, El Salvador's participation in the Conference in Miami in
Movember, 1985. FUSADES also participated in a number of other important
avents in the United States, Mexico, Colocmbia, and other countries.

2. GOES Ixport arxi Investment Promotion

‘ As of March 31, 1986, total expenditures of the GOES portion
of the ISRP, amounted to approximately $164,800, or 6% of the total amount
obl.gated with the GOES.

The Grant finances activities in the public sector in four
sub-camponents: Export and Investment Strategy Formulation, Strategy
Support Mechanisms, Policy Studies, and Free Trade Zone Development.
Implementation of these activities rests primarily with the Ministry of
Foreign Trade (MICE). These sub-cormponents were based on the strategic
assumption that the GOES is committed to non-traditional, extra-regional

exports as a new initiative for the future eccnomic devalopment of the
country. This public sector component was designed to provide flexibility

arr] resources requlred to attack export-related problems. Results to date
are summarized belcw.
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a. Export and Investment Strategy Forrulation

Under this sub-component, ISPP funds are available to
finance technical assistance to help the GOES develop a policy framework
and ground rules for the publiz sector role in support of new excrt
efforts by private enterprises. No overall strategy was developed in 1585,
although during 1985 scme govermment policies related to export credit and
delivery mechanisms were formulated by the GOES, through ihe Central Bank
and the Ministry of Planning. MICE is preparing to undertaks a series of
other policy analyses in 1985.

b. trategy Support Mechanisms

Project rescurces are provided to fund short term TA and
training to improve cooriination among government entities and streamline
export procedures. Activities in 1985 included the submission of a new
Export Development Law to the Legisiative Assembly in September. The Law,
passed in March, 1985, establishes tax holidays for ewport producticn and
creates the basis for private sector free zmme operation. It also calls
for a one-stop expo.t documentation center under MICE to facilitate
exporters in the paperwork process. MICE has contracted for a study on the
implementation of the one-stop center.

In addition, a Comittee for Promotion of
Non-Traditional Exports was established in mid~1985 to bring export
gpoortunities and problems to the attention of variouz actors in the
requlatory scene. In early 1985, a tripartite commission of the RCR, MICE
and MIPLAN hegan meeting with FUSADES and the Cormoracidn del Desarrollo de
Exportaciones (COEXPORT) to resolve specific exporter problems. As a
result, the BCR is working towards establishing an office which streamlines
the allocation of foreign exchange and credit for exporters.

c. Policvy Studies

Various studies and assessments required to establish
sound policy for promoting exports and activities required to generate
awareness of problems affecting exports are anticipated under this
sub-camxmnent. No stixdies were carried out in 1985; however, terms of
reference have been issued for studies in the areas of transportation, free
zone development, investment climate profile, the usé of El Salvador's
foreign service for export promotion, and exportable Salvadoran products.

d. Frez Zone Ebvelopmént

The Project provides technical assistance to the GOES to
formulate and implement a plan for revitalizing the San Bartolo Free Trade
Zone. No progress has besen aciieved in this area by the GOES, except to
note the policies and results of free zones in the Dominican Republic,
Haiti and Mexico, in order to develop and incorporate important features on
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free zone development and management into the new Export Development Law
mentionel abcve. Infrastructure improvements, +o be financed with ES@
local currency, are expacted to be wndertaken in 1936,

3. Sumnary

FUSADES' efforts und2r the Project have achieved commendabla
recults. As A censequenca of thesa achievaments and of tha areas
identified wherein EL Salvador has competitive arlvantage, incremental
funding for additional emnloyment ani ¥X generation is prooosed. In
acdition, ¥X supmort for new investments in nen-traditional export activity
is seen as a necessary stratagy =lemsnt to enhance £l Salvador's
competitive role in attracting new industrial devalopment.

Implementation progress by the COES for non-traditicnal
sxoort promotion to date has lagged. However, dialogque with MIPLAN, +he
BCR, and MICE on the importance of active, sound policy support will
cont a2 without additional funling.

B. The Il2ed for Expanied and Accelerated Light Manufacturing/
Assenbly Industry Davelonment in EL Salvador

1. Macroeconcmic Update

After A thirty vear period of sustained economic growth with
low inflaticn rates and without major fiscal deficits or balance of
payments disturbances, El Salvador's economy entered a turbulent phase in
1979. Adverse external factors, agaravated by guerrilla ackivity and its
setaal of disruption of the productive apparatus ard erosion of private
sector confilence, led to a decline in economic activity, high inflation
and large budget and halance of paynents deficits. With the adoption of a
stabilization program in 1932, the inflation rate decraased, the kpuiget
deficit was curtailed, and an incipient recovery of confidence pegan.

The economic decline was thus arrested by 1983 and a modest
growth of real GDP, the first in six years, was registered in 1983 (0.8%),
in 1984 (1.5%), ani in 1985 (an estimated 1.6%). According to praliminary
data, in 1985, agricultural output fell by an estimated 2.4% (a drop from
the 1.2% growth reported for 1984), manufacturing grew by 4.5% (up from
1.3% in 1984), anl construction grew by 12.0% (up from =5.7% in 1984). GDP
growth rates originating in other sectors were rcughly at or balow 1984
levels. The economic recovery remains fragile, however, and the
improvement in the fiscal and halance of payments performance after 1932
was due, in large measure, to heavy infusions of U.S. aid, mainly in the
form of arante,

During 1935, there was a dsterioratinon in the fiscal
situation, with incrsased domestic financing of the budget deficit. There
was a steady buildup of demand pressures and increased speculation against
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the excharge rate, leading to a widening spread between the street rate and
the parallel market rate. The GOES countered with several zxchange
liberalization measures in 1985, transferring an increasing provortion of
exports arrl imports tc the parallel market and moving the parallel market
rate closer to the street rate. However, these measures failed to stem the
tide of speculation.

In January, 1586, taking advantage of the favorable
internaticnal envircnment (rising coffee prices, falling oil prices), the
GOFS5 launchad a rather comprehensive stabilization prooram. The proaram
consisted of wnification of the official and the parallal market rates (at
a level below the street rate), scm2 new revenu?2 measures (tewporacy
windfall tax cn coffes exports, maintaining the domestic patrolawum price
anove the intermational price in order to vyield a differentia. for the
government, and some luxury taxes), m2asuraes of monetary restraint,
including 2 general increase of some 2% in interest rates and an increase
in legal reserve raquirements, incra2ases in th2 minimum wagce and some
public sactor wages, ani susidies andl price ocntiols.

As expected, the initial inflationary impact of the
adiustment program has been strong and there has aen a marked increase in
discentent and in labor conflict. The fiscal wrogram naenrds adiitional
strengthening. while the spread between the unified rate and the parallel
rate has narrowed, inflaticnary expectations remain streng. It is doubtful
that the price performance in the second semester will be on target without
adiitional measures of fiscal-monetary roestraint.

Unemplovinant and underemployment, though imprecisaly
measurel, remsin alarmimgly high. According to the Ministry of Plamning,
unemployment stcod at abwouat 32.6% in 1985, slightly belcw the 33.3% rat»
nov estimated for 1984. .

Rzgarding recent trade trenis, oreliminary data sujgests an
overall slight decreise in exports and imports, resulting in a trade
deficit estimated at $236 million in 1985, as compared with $251.4 million
in 1984. Coffee exports in 1985 ware at about the same level as in 1984,
despite the dramatic increase in world coffse prices in the closing months
of the year; cotton recovered scmewhat (to a great extent attributaple to
liquidation of inventories carvied over from 1934); sugar fell slightly;
shrimp declined considerably; and exports to the CACM also fell - to
aoproximately $105 million, down from $157 million in 1984, “"Other"
exports, cmprised of ron-traditional products to countries outside of
Central America, continued to do relatively well according to the latest
estimates. Indeed, this category is the one consistently bright spot,
1lheit still a very small cne, in El Salvador's balance of paymants.
Estimted earnings during 1985 total $76.4 million, up from $63.7 million
in 1984 and $55.8 million in 1983.
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2. Investment Trends

The table below shows investment performance for the
1978-1985 perioi. Daring the first half of the period, there was a rapid
fall in investment levels. Gross domastic investment in nominal terms
declined 35.4% between 1978 and 1982. In real terms the decline was over
133%. As a percentage of GOP, gross domestic investment 7211 from 23.8% to
13.2% of GDP. This rapid decline is closely linked to a substantial

developments, the desintegration of Cantral Mmerican trade and unfavorable
economic coniitions in the international markets for some of El Salvador's
export proiucts.

The drop in the private component of investment dramatizes
this point. 5ross vrivate fixed investment foll 55% batween 1978 snd 1982
from a level of #1203 million to #539.2 million. In real terms the
decline was over 2C03. As a paccent of GDP, gross private fixed investment
fell from 15.5% to 6.2% of GDP.

While Gross Domestic Investment continued its dacline in
1982, private fise1 investment showed the first sign of a recovery, posting
a small nominal increase of 8.5% or 1.5% in real terms. The trend has been
sustained with the posting of 8.7% real growth in 1983, 1232 in 1984 and
19.4% in 1985. This recovery has been linked with the replacement of some
of.the country's capital stock and some rebuilding of inventories.

while the current private investment trend is encouraging,
it must be viewal from two different perspectives. First, the increment
was largely financed with external savings, i.e., large current accounnt,
deficits facilitated by U.S. econcmic assistance. Absent the assistance,
internal savings may not have been sufficient to finance an expansion of
investment during the period. Secord, investment has not been sufficient
to reach the 1978 real investment leval. In fact, in 1985, real gross
private investment was approximately 50% of the real level reached in
1978. It is clear that a sustained economic recovery will require growing
levels of investment.

3. The Need for New Approaches

The preliminary data presented above revalidates the
microzcononic rationala presented in the original Proiject Paper for the
ISRP. That is, that the "modal" pursued to date - agricultural production
which relies on a few traditional commodities for export and imoork
substitution manufacturing for the domestic and CAQM markets - will not
proviie an adequate resoonse to El Salvador's vressing neads for economic
grewth and davelooment, and that the expansicn of producticn of
non-traditional goods for export to extra-regicnal markets must be
developed as a major pillar to support sustained future growth.



EL SALVADOR: INVESTMENT TRENDS IN NOMINAL TERMS

(In Millions of Colones)

1978 1979 1930 1981 1982 1983 1984 1985

GROSS DOMESTIC INVESTMENT 1834.0 1556.0 1183.0 1231.0 1185.4  1223.7 1394.4  1535.8

PRIVATE SECTOR 1203.0 920.0 566.0 539.2 585.0 715.7 880.6 1242.0
PURLIC SECTOR 419.0 522.0 644.0 633.4 544.6 464.1 455.3 457.3
INVENTORY CIHANGE 182.0 44.0 -27.0 58.4 55.8 43.9 58.5 -163.5

(As a Percentage of Nominal GIP)

GROSS DOMESTIC INVESTMENT 23.8 18.1 13.3 14.2 13.2 12.1 12,2 11.0
PRIVATE SECTOR 15.6 11.5 6.3 6.2 6.5 7.1 7.7 8.9
PUBLIC SECTOR 5.8 6.1 7.2 7.3 6.1 4.6 4.0 3.3
INVENTORY CHANGE 2.4 0.5 -0.3 0.7 0.6 0.4 0.5 -1.2

—vz'[-
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This conclusion was reconfirmed in a 1985 study furmded by
the USAID on "Economic Growth Strategies for El Salvador: Preliminary
Analysis of Possible liew Apcroaches.™ The study, presented as a bulk
annex to this PP Amendment, fowxl that neither the agriculture sector
(hecause of a limited aravle land hase) nor the manufacturing sector
(constrained bv the limited domestic and CACM markets) can generate the
level of emplovment neaded to absorb ever greater numbers of entrants into
the lahor force and the level of foreign exchange earnings to support
needed investments for economic growth and dev:ilopment.

According to the study, El Salvador's most pressing econcmic
rneed becomes cne of employment generation, given that over 30% of its
econonically active population is unemployed and another significant
percentage is underemployad, that approximately 30,000-40,000 persons will
be entering into the labor force per year in 1985 and in 1987, and that an
annual population growth rate of nearly 3% will fuel increasing numbers of
new entrants into the labor force for years to come even if the rate were
dramatically reduced toijay.

Agriculture, even at the 1978 peak level, will not provide
the answer. According to the analysis, if full pacification of the
country wer2 achieved in the near term and the historical (1961-13278)
grcwth of 3.5% per year in the GD? of the agriculture sector was resumed
on the same basis (with high labor utilization) as before, 10,000
Szlvadorans could become fully employed in this sector per year, leaving
same 20,000-30,000 new labor force entrants unemployed. Wwhile the
creaticn of scme 10,000 new johs would be a very significant achievement,
it should e realized that the economic use of labor in agriculture on the
same hasis as before would demand maintaining wages and per capita income
to the rural population at constant real levels for another 20 years, as
was the case before.

To achieve the goal of fairly rapid and dvnamic employment
generation, the study recammended, and this PP Amendment proposes, that EL
Salvador look to drawback industry in the early stages of 3 new econaomic
grosth model. This type of industry demands high labor utilization, and
that is precisely where El Salvador has significant comparative advantage
owing to its large pool of relatively cheap, but productive and trainable
manpower. El Salvador also has good entrepreneurial and managerial
resources, sore of which have had experience in "maquila" and other
industrial cperations. This focus would also generate secondarv
employment in the services sector for the rapidly growing urban pcpulation
of the country. Moreover, according to the study, for every dollar
invested in El Salvador in a drawback or light manufacturing/assembly
cperation, approximately one dollar per year of net foreign income would
be generated, even during the early stages of the industrialization
program, basel on present wages.
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C. Constraints to the Expansion of Light Manufacturing/Assenbly
Industry in El Salvador

In the course of developing this PP Amendment, the USAID and
FUSADES contracted for several analvses to determine more oomprehensively
the potential for "maguil " or light manufacturing/assembly industries in
El Salvador, the constraints to sucn development, and recomnended
interventions. "Magquila" sectors in which El Salvador has had experience
and which, according the technical analyses carried cut, apoear to offer
the most promise for develspment andi/or expansion, include: 1) apparel
(women's wear, men's wear, Aiversified wear, and acsnciated fashion
products), 2) elaectronics assembly, 2) medical sunplies and devices, ard
4) other light manufacturing. The analyses are hulk annex=s to this PP
Amendment, arrl summaries are presented in Sections VILA and VI,B.

Briefly, the studies corrchorated the need for and feasibility
of expanded industrial export develcprent. Good management resources and
productive labor supply, much of which has current or past axgeriencs in
industry, were found to be ample resources that could be mobilized in new
or exparrled projects. Duaring the development of this Project Amendment,
enterprises in the textile subsectors were visited and their owmers and
managers interviewed hy consultants, and client enterprises in the other
sectors were also contacted by PRIDEX staff. Some of the enterprises
visited had plans ‘mderway or were seriously interested in expanding their
oparations, but were held in check by several factors, one of which was
tha lack cf hard currency investment cAapital.

Tha develcpment of the original ISRP identified the nead for
investment capital as a further stimulus for the creation of emplovmant
and foreign exchange. The ultimate concensus of opinion between the
Mission and AID/W when the Project was authorized in 1984 resulted in ISRP
comnencing without a credit conponent and with quiiance for the Mission to
investigate methads and identify institutions that could provide
investment capital. The Mission, acting in compliance with the AID/W
guidance, has arrived at the conclusion that AID funding of an investment
finance component for export processors ("maquila") and light industrv
oriented to nomCACM export markets is needed in order to open up
possibilities for resuming or leveraging the required levels of investment
credits from commercial institutions.

To place the need for investment credit and/or the mobilization
of such capital in proper perspective, El Salvador is considered by most
appraisors of countrv credit risk as a member of the elite unworthy.
Institnticnal Investor, which reports on the credit standing of 109
countries, rankel El Salvador 106 in 1985, ahead of cnly Ugania, North
Korea, and Nicaragua and behind such stellar performers as Zaire,
Ethiopia, Sudan, Sierra Leone, Bolivia, and Haiti. Euromoney, in its
November 1985 issue, evaluated 119 countries on economic and financial
risk and ranked El 3alvadeor last (119 of 119) in financial risk and 111 of
119 for economic risk, just ahead of Ethiopia.
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The 1985 Frost and Sullivan world Political Risk Forecast
unsurprisinglv ranks El Salvador "verv high" in political risk. This
category is the most severe and is used only when there is civil or
international war. There should be little doubt that investment prospects
for El Salwvador are poor and that to encourage investment the perceptions
of such high risk must be reducad. The hard truth is that foreign
investors will not risk substantial sums, even with highly profitable
opnortinities, unlass the odds can be brought more in line with
omortunitias elsewnere. At the same time, Salvadoran investors have
immense difficulety accessing credit from the internmational firancing
commumity.

The Mission has struggled to alleviate investor constraints
through a concerted effort in 1985 at consensus building for a
"development bank" or "venture capital" institution. Despite the
enthusiasm of the Salvadoran private sector, the timing for new
institutions of this ilk was not consistent with current GOES priorities.
Discussicns at the highest levals with the GOSS on this subject rasulted
in coposition. Combining this impasse with the "mixed" ownership (i.e.
nationalized) status of the commercial banking systems; the very caresful
adnerence of other institutions, such as Banco Hipotecario, to GOES credit
policy; and the suhstantial evidence that ocommercial bankers have
difficultv in reorienting decisions to investment nanking criteria, the
‘Mission cannot endorse anv existing Salvadoran financial instituticn to
fulfill the necessary flexible and encouraging investment credit role.
The inability of existing institntions to adequately service the
investment needs of nom-traditional export projects and the cpposition by
the GOES to allow the aostablishment of a new, private sector venture
capital institution led to the conclusion that the capital required for
investment in industrial processsing for =xport, the foundation for Jjob
arrl foreign exchange generation, must he stimulated in an innovative
manner to raverse these existing intermal and external constraints.

Given the external perceptions of El Salvador by the
international investment comuunity and the internal constraints,
highlighted aove, which oreclude local financial institutions from
providing flexible, innovative investment financing, it is fair to note
that this prcoosed component for the ISRP is a high risk venture for AID.
Even if markets and good votential projects are identified through PRIDEX,
comnercial bankers and others, and local investor odmmitments are secured
and foreign interest aroused, the proposed investments might not be made,
or might rapidlv be abandoned or closed, should the internal violence
escalate to untenable levels. Assuming that domestic unrest continues at
current levels or even if it increases somewhat, the Mission is convinced
that the risk nf ‘und dissioation nr of temporary aberrations to sustained
investment can he overcome hy careful management, and that the results
achieved Wy incremental or new invastment ventures in terms of employment
generation aml foreion exchange earmings warrant the risk. The Mission's
recommended strateav to accamlish the provision of export processing
investment resources is presented below in Section III.B.
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D. Relationship to the Mission Program and A.I.D. Policies

One of the USAID's assistance goals for El Salvador is to
achieve economic recovery and growth. One of the three principal program
areas included in the Mission's 1986 Action Plan to address this goal is
that of industrial recovery. The Mission's short term cbjectives to
achieve industrial recovery are to increase investment and production in
the agroindustrial and the industrial sectors with an emphasis on export
assembly and processing ("maquila") industries. The USAID's medium to
long term objectives in this program area are to help Sl Salvador
stimulate permanent private sector employment and to increase for=ign
excharge earnings, domestic and foreign investinent, and per capita
income. The Missicn's Action Plan strategy o achieve these cbijectives is
to build the necessary Salvadoran institutiocnal base to identify market
opportunities in the U.S., particularly under che C3I and other
non-regional markets, and to provide the necessary support (e.q., credit,
foreign exchange, technology, technical assistance, free zines, and
investment climate) to take advantage of those omportunities., By
providing technical and financial support for the development of “maguila"
or light manufacturing assembly industry in EL Salvador, the proposed ISRP
Amerdment is fully consistent with the Mission's assistance objectives and
strategy. The Amendment will also constitute a major effort for
contributing to the achievement of the Mission's Action Plan performance
indicators and benchmarks related to industrial recovery (e.g., expansion
of "maquila" exmorts by $24 million above 1984 levals by the end of 1987,
creation of 8,000 jcbs ahove 1984 levels by the end of 1987, and an
incrzase in the demand for medium and long-term credit for "maquila"
industry exceaeding $10 million by the end of 1987).

The proposed Anendment will complement other USAID efforts to
reactivate the economy and stimulate economic growth. For example, the
Mission's ESF Balance of Pavments Program, which makes available foraign
excharge for irmports of raw materials, intermediate goods and spare parts,
also serves as a major vehicle for guiding GOES economic policy. Local
currency credit lines, established under the Balance of Payments Program,
support private sector activity, and a local currency Investment Insurance
Fund, to be initiated in mid-1986, will provide insurance coveragz against
losses to export enterprises caused by civil commotion.

The propcsed Amendment conforms to NBOCA recommendations and
overall AID policies. The incentives provided will encourage private
enterprise and individual initiatives, help create a favorable investment
climate, and promote non-traditional export efforts. Technical support
services to be financed are consistent with AID's policies on technology
transfer. The proposed investment financing element is consistent with
AID's policies on lending terms to private enterprises, which recommenis
that AID resources to orivate, profit-making entarprises producing goois
and services for sale in commercial markets be made available at markst
interest rates. The provision of AID resources in the form of a grant to
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FUSADES for the establishment of an Investment Fund is needed to promote
lomg-term, high-risk investment. This allocation of grant funding to
FUSADES is consistent with AID's "Guidelines on Terms of Aid" and, since a
portion of the interest sarnings from the Fund's investments will be made
available for FUSADES' future recurring coerating costs, will also further
AID's priorities on instituticn building.

ITI. PROJECT AMENDMENT DESCRIPTION

A. Project Goal and Purpose

The original goal of the ISRP was to generate employment, income
and foreign exchange. The goal has been amended to reflect greater
consistency with the USAID's major assistance strategy goals. The criginal
purpose of the Project was to develco the capacity of the private and public
sectors to provide policy support and technical assistance, technology
transfer and training services to svporters of nom-traditional products.

The purpose has been amended to emphasize quantitative results to he
achieved. The new goal and purpose are:

Goal: to accelerate economic growth and diversify the economy to
attain higher levels of economic well-being.

Purpose: to stimiate growth in the nentraditional export
sectors of El Salvador, resulting in increased levels of employment, incame,
investment, ani foreign exchange earnings.

B. Project Amendment Strateqy

Three key assumptions formed the strategy for the ISRP when it was
originally developed and continue to dc so. They are:

1. The GOES is committed to an extra-regional, nom-traditional

export strategy as a new initiative for the future economic development of
El Salvador;

2. The private sector of El Salvador will play a major role in
the implementation of the export strategy for non-traditional products; and

3. Domestic investment, complemented by foreign investment, will
play a key role in the development of non-traditicnal exports tc
extra-regional markets.

The strategy designed to achieve thz original Project goal and
purpose split the ISRP into public sector and private sector components.
The public sector strategy amphasized USAID' 5 support to the GOES to
formulate, articulate and irplement a national strategy which supports
efforts by the Salvadoran private sector to increase non-traditional exports
to extra-regional markets. The Salvadoran Ministry of Foreign Trade (MICE)
was selacted as the principal implementing entity for the public sector
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camponent because of its resoonsibilities to promote and requlate exvorts
arr] foreign investment. The illustrative outputs for the public sector
comoonent emphasize priority policy-influencing activities.

The private sector component of the Project was huilt around
FUSADES, a broad-hased, apolitical organization composed of business leaders
in a position to work with the GOES as well as all Salvadoran business
organizaticns. Uader the ongoing ISRP, FUSADES is providing El Salwador
with PRIDEX services described above in Section II.A. The ISRP strategy
recognized that excellent, though somewhat limited results vis-a-vis the
country's needs, could be achieved over the three-year life of Project.
Under ISRP, FUSADES also embarked on a program to deliver information and
training *o potential exporters through business associations to increase
staff ocutreach. Training provided by associations emphasize skills required
for export Aavelooment, while other training and technical assistance supply
industry or product-specific assistance to individual companies with
spacific export vrojects —- all to create additional employment and foreign
exchange,

The ISRP strategy recognized the need for access to credit to
finance new investments. While not a component of the original ISRP, new
local cwrrency lines of credit were created by the USAID in FY 1985 under
the Balance cf Payments Program to provide working capital, pre-feasibility
financing, and "equity" loans for exporters. These furds were considered
"bridge" financing while El Salvador's credit reqgulations and policy
analyses beoame better defined. The review procedures instituted by the BCR
proved cumbersome to votential users. In addition, the foreign exchange
allocation process has discouraged use of thase lines by some manufacturers,
and the "equity" loans have been less than successful. The Mission
continues to work with the RCR to ease the local currency credit delivery
system.

The strategv for this PP Amendment is to provide additional
resources to FUSADES in order to: (1) make available FX investment capital
for new or exparded "maquila" or light manufacturing export projects in El
Salvador; and (2) continue the provision of PRIDEX services to investors,
producers or marketers of nom-traditional exmorts, including those requiring
investment capital. The strateqgy calls for a PACD extension for
implementation of current Project activities from the current PACD of
September 30, 1987 to a new FACD of Septemher 30, 1989. While not otherwise
noted in this PP Amenrment, it is possible that the proposed activities may
take longer than is provided bv a two-year extension. For this reason,
should the results obtained tv FUSADES in achiaving the Project purpose and
outputs through this strategy be representative of USAID expectations,
further axtensinn of the ISPP with concomitant new funling or a “ollow-on
project should he considered for review by the Mission and AID/w.

The strategy for making available investment capital for
industrial ewdort projects is to create an Investment Rmd designed to
encouraqge foreign investors to locate in El Salvador by providing access to
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medium and long term credit at compatitive market rates and to provide local
investors, who are foreseen to te the most likely group to initially assume
invastment risk, with access to this Fund. This activity facilitates the
creation of jchs and Aollars in El Salvador, but in order to do that the
investment credit shculi be chamnelesd in a timely, innovative and
cost-effective manner., The strateqgy for accomolishing this hinges on the
institutional arrangements and incentive structure to elicit, to the extent
possible, the "right" investment leniing decisions. 3uch an incentive
structure should encourage scuni though not excessivelv conservative credit
decisions, timelv and adequate though not costly credit analysis and review,
and maintenance of the Fund's integrity.

One design alternative considered during the davelcpment of the
Project Amendment was to operate the Fund through a local commercial hank.
This alternative was rejected because USAID experience has shown that the
typical local commercial banker makes commercial rather than investment
decisinns., This alternative was sa2en to decrease the incentive for timely,
innovative investment approaches and approval decisions, raised risks of
discouraging equity funding and, because the local tradition of
collateralized, as coposed to cash-flow, lending would result in
over-management of the Rund. Moreover, if the Fund were operated through a
local commercial bank, the cocperation expected for joint-project financing
would probablv not materialize as the other local commercial banking
institutions would not wish to divalge their clients' needs to another
comercial hank in this relatively small financial community.

A secord design strategy considered, with the advisory assistance
of three experts in interpational financial markets and management, was to
place the fund in an off-shore trust or restricted account. The issue then
centerad on who would have responsibility for reviewing Salvadoran projects
and making the Jacisions on the Funl's investments. One ootion was to place
this respensibility with the investment banking arm of the trustee
institution, and the other ootion was to place it with FUSADES. The first
option was seen to have the advantage of insulating FUSADES from potential
negative political hacklash to its association with determining which
industrial projects would have access to the Fimd, and it also avoided
possible accusations of partiality from entreoreneurs who are turned down
for assistance from the Fumd. However, this design strategy had negative
implications, given the underlying incentive structure. First of all, the
placing of this responsibility with a disinterested third party with little
local knowledae had several disadvantages. One, if the trustee decision
maker were asked to assume the risk on investments made, it was likely to
take an overly conservative approach, especially given its lack of knowlege
of local factors. Moreover, in order to make prudent decisions it would
urvlertake significant examination and. review of proposed projects, which
would result in costly fees charged for the service. On the other hand, if
the trustee ware absolved of assuming the risk on the investments, it was
likely to take an overly lenient approach which, when combined with the lack
of local knowledge, could result in unsound decisions without acocountability
for those decisions.
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Since FUSADES already has the capacity to put projects together
ani some experience in initial project investment analvsis, and since it has
an intimate knowledge of the local environment, it made sense that the
decision making responsibility for Fund investments be borne by FUSADES,
rather than the international tinancial institution. FU3SADES might have a
tendency to also take an excessively conservative or lenient approach in the
decision making unless an incentive arrangement ware built in to elicit
sourri vet timely credit decisions. Allcwing FUSADES to reap certain
financial benefits from the investments made, i.e. to allow interest
earnings from the investments +o accrue +to FJSADES as endowment SIPPOrt, wWas
considered to be the appropriate incentive vehicle. Nonetheless, hecause it
would have an interest in preserving its endowment, FUSADES might have a
tendency to be overly cautious in its Aecision makiny. However, this
possibility would be compensated for by the fact that if the AID funds were
not disbursed, the endowment would not materialize. Thus, under this
implemantation strateqy, it would be in FUSADES' interast both to make sound
investment decisions and to make decisions leading to disbursements of the
AID funis.

This last strategv for implementing the Investment Fundi is the
preferred one. With this strategy, it is anticipated that FUSADES will
channel the investment resources from the Fund in a timely manner and yet
take care, to the extent possible, to preserve the inteqrity of the Fund and
the endowment that it represents to FUSADES. An additional benefit of this
implementation strategy is that the Fund's interest earnings will promote
" the institutional securitv and viability of FUSADES. FUSADES could utilize
this income to cover its future recurring coerating expenses. Thus, FUSADES
would be assisted in hecoming a "going concern", i.e. a strong, independent
PV not overly dependent won future annual AID donations.

No other alternative seemed logical for an independent Fund
operation having as its objectives the marshalling of investment capital for
El 3alvador's imdustrial export processing. The management of the Fund bv
FIJSADES will strengthen its ability to enhance its PRIDEX effort with a new
source of assistance for export projects, to work closely with local private
sector institutions and entrepreneurs, to provide broader assistance to
potential local and foreign investors, and to remain an active player in
Salvadoran society in support of El Salvador's development.

C. Project Amemriment Elements, Inputs and Outputs

1. Investment Fund

a. Introduction

The Project Amendment will provide $15.0 million for the
establishment of an Investment Fund in an of f-shore financial institution.
This activitv is designed to make available investment credit or equity
sumort to domestic and/or foreign investors for the purpose of stimulating
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the establi .hmen: of new or expanied industrial "maquila" operations or of
light manutacturing/assembly exmort enterprises in El Salvador.
Agroindustrial projects are specifically excludied from being considered for
investments from the Fund, because of the existence of other USAID-FUSADES
projects which promote and support such activities.

b. Uses of the Fund

The Invastment Fund is defined as a financial instrument
which can be used to provide foreisn exchange (FX) or local currency (LC)
resources to a new industrial export project ot for the expansion ot
existing industrial ceoncerns for export activity. The Rind would not be
limited to the nrovision of loans, hut could, if required, take hack an
equity position up to prudent limits in order to leverage additional capital
from third parvies. As the Fund is a limited resource, leverage would be
sough: out for its use by seeking ocofinancing from other sources, including
other respons.ble institutions. It will avoid taking short-term positions
in order to secure that leverage.

The principal uses of the Fund's resources will be for the
FX costs of investment in "maquila" projects exporting to nom-CACM markets,
because of their sole orientation to FX earning markets. Investments by the
Fund in other industrial projects may be made, depending on the prospects of
the enterprises to penetrate non-regional markets and to service dollar
debt. Investments for import substitution for local or CATY markets would
not be eligible for Fund assistance. As projects exporting to nor—CACM
matkets earn foreign exchange, the sale of their products would provide the
FX required to pay off their debt to the lender accessing the Fund's
resairces. The FX earnings inherent in export operations also provide the
revenue necessary to pay off T.C requirements. If an investor were to
convert FX borrowings to LT for LC purchases, through a Salvadoran bank,
repavment in FX to the institution accessing the Fund's resources wculd be
required of the vorrower.

By avoiding the provision of short-term credit, the Fund's
resources will complement local commercial bank activity, and thus the Fund
can be recognized as 2 partner with the traditional banking community ratner
than as a campetitor to these institutions. Another positive benefit 1is
that avoiding short~term financing precludes mixing commercial banking
criteria with investment objectives. Short-term working capital
requirements in "maquila" or other industrial export projects can be
financed with the projects’ @wn equity, through material consignment or
supoly contracts, or through commercial financial instruments. The Fund
will similarly avoid offering cammercial banking services such as cpening
letters of credit.

A series of advantages should accrue to the Invasiment
Find by following this approich. One example would be the encouragawent of
local or foreign banks to participate in cofinancing programs, with the
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Fund's resources taking the later maturities of lorger term loans or by
discounting early maturities to the banks. The coocperation expected from
local comrercial banks shiould result in cross-referrals once the harnks
recegnize that the Furd's resources are comnlamontary to their services.
Should this cooperation be less than anticipated, with the result that local

hanks are not willing to provide working capital credit that is vital to
achieving investment objectives of a smecific project, the Mission may,

during implementation, consider the possibility of the Fund proviiing less
than three year term lenling for selected, etcppticnal cases. As FUSADES is
also expected to consider u51ng the Funi for rlninblng equity positions in
cases where residual capital is required, a serious constraint for

investment projects in El Salvador, as reported by the BCR and commercial
banks, can also be partially addressed.

c. Furd Services

The Find's resources should provide positive impact on El
Salvador's high unemmloyment rate and the country's urgent need for foreign
exchangs within a relatively short period. El Salvador's risk profile,
which from a foreign perspective is thought to deter project investment,
should not nose a problem for the reaction of the Fund. In order to omerate
professionally ani sxoeditiously, the following activities are considerad
approriate for Fund operations:

1) Loan Financing: Loan financing for medium and long
teim requirements of "maquila" or other industrial sxport projects in El
Salvador will be a principal source of income for the Fund amd will help
resolve a lack of confidence in El Salvador's investment climate. Financing
will he aimed at "miqu1la investments which, by definition, are export
projects, and those industrial projects established for Pttra—rnglonal
exports. No agroimdustrial project financing will »e made by the Fund.

Loan terms acceptable for financing from the Fund's resources should be for
a minimum of three years at commercial rates. Total loan funding to one
project, financed with grant resources from the Fund, will not exce=3
$500,000 (unless AID agrees otherwise in writing). Loan fuding terms will
exclude premiums for El Salvador's economnic and financial risk.

2) Equity Financing: FUSADES will have the flexibility
to provide up to 253 of a project's equity requirements from the Fund's
resources, if necessary to maintain a reascnable debt/equity ratio and
solidify the obtaining of other funds. The total combined loan/equity
financing provided by the Fund's grant resources will not exceed 3300,000
(unless AID agrees otherwise in writing). While equity could include common
or oreferred stock, convertible debenturss and earnings participation
clauses are the favored means of providing such funding. As the purpose of
the Fund is not to own or operate commaniss, the equity position will be of
less than five years' duration (unless AID agrees otherwise in writing),
with contractual buyback provisions by the investors established in advance.
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3) Correspondent Bank Relationship: In promoting the
tymes of industrial projects which are to be supported by the Fund, FUSADES
will work closely with potential investors. In addition, the financial
institution administering the Fund should have the ability to liaison with
the investor's bank(s) or to place funds through an institution of the
investor's choice.

4) Guarantees: Excessive physical guarantee requirements
is a constraint to new rorroving from local hanks. It would appear that the
provision of stand-%y guarantees Y the Fund to ancther financial
institution for financing an investment in El Salvador might be a useful
service of the Fund. However, because AID's financial management policies
do not allow for guarantee funding until the value of a contingent liapnility
is established, and since the terms for the on-lending by the Fund are
medium to long term, the provision of such guarantees with AID funds would
constitute less than prudent management of the AID funis. Therafore,
stand-by guarantees using AID fimds will not be provided. FUSADES may,
however, elect to provide such quarantzes with the Fund's ceflows.

d. Implementation of the Fund

1) The Fund

The Fund will be structured as an investment trust -
either as a trust acoount or possibly as a restricted commercial account -
for the orimary purpose of encouraging investment in El Salvador. The Fund
will be established by FUSADES in, and administered Ly, a selected U.S.
financial institution with off-shore (Elge Act) operations, approved by AID
and qualified to perform functions of trust, such as an intermational full
service lender. The responsibilities of the financial institution would
he: (a) to Aishurse resources from the Fund according to instructioms
provided by FUSADES for investments in "maquila" or light industrial axport
cperations in El Salvador after the USAID authorizes FUSADES through a
Project Implementation Letter that it (FUSADES) has satisfied the corditions
precedent to disbursement for this activity and that it may initiate the
Investment Funi activities; (b) to set aside in secure, liquid instruments a
portion of the interest earmmings from the Fund's investments as a bad debt
reserve; (c) to disburse interest earnings from the Fund's investments to
FUSADES as provision of financial support for the latter's operating
expenses after the PACD; (d) to temporarily invest idle investment reflows
in short temm, secure, liquid investments; (e) to report pericdically and as
circumstances warrant to USAID, FUSADES, and other parties as to the status
of the Fund's omerations; and (f) to provide other services as may be
requested tw FUSADES for reasonable fee. These responsihbilities, as well as
FUSADES' role and responsibilities, will be soecified in a subsidiary
aqgreement., aoproved by the USAID, to be signed bv both marties. The
executed sunsidiary agreement will constitute a condition precedent to
disbursement of AID furds to the Investment Fund. The financial institution
will make no value judgment of deht or equity financing other than the
investment limits and criteria prescribed in the subsidiary agreement
between it and FUSADES,
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The financial institution will be selected by FUSADES
through informal competition. Each prospective institution will be
requested to Adisclose how it can best perform the required services and the
prooosed fee schedule for performance. While it is anticipated that various
U.S. hanks with Elge Act cperations will be respondents to FUSADES'
inquiries, the most likely arrangement may be through a U.S. bhank which has
direct representation in El Salvador or which has historical correspondent
relationsnips with El Salvador's local hanking cormunity.

While procedures for dishursement from the Investment
Fund for financing of "maguila"/industrial export projects may vary
depeniing on the specific circumstances of each project, the most likely
transaction would be for the Fund to disburse to the financial institution,
under a contractual arrangement with the financial institution, and the
financial institution to on-lend to the enc-user. The financial institution
would not assume the credit risk, so that default by the end-user would be
passed back to the Fund. An administiative "spread" of up to 3 percent for
the intermediary institution may be likely, e.g. if the end-user paid 13
percent on its loan, the Fund woculd receive 10 to 1l percent. This
represents a very attractive arrangement for the intermediary, as it is not
risking any of its own funds.

This procedure for Fund disbursements is assumed due
to the need for camanies in El Salvador to register FX debt with the
Central Reserve Bank (BCR). For repayment purposes, debt registered to
recognized intermaticnal financial intermediaries generally receive higher
priority by the BCR if FX must be allccated.

Thus, all borrowings from the *und's resources by an
investor will be registered at the BCR in accordance with local
requlations. In the case of LC requirements, assumed to be for buildings or
lard, FUSADES may assist an investor in negotiations with the local
comercial banks for the provision of LC credit in a manner which does not
preclude the investor from being frozen out of future borrowing by being
required to pledge excessively high security to the local bark. Should an
investor require more LC credit than the local banks can give, the Fund's
resources could provide the LC though equity shares, subordinated
debentures, or an FX loan for IC needs. The latter position would require
maintenance of the FX value.

The financial institution administering the Fund will
request, through FUSADES, AID direct dishursement of the Project grant furds
for this compcnent directly into a nomrinterest bearing Fund account as
required to cover investment for projects in capliance with the terms and
corditions astablished in the subsidiary agreemont for the Fund. AID funds
would then flow to the investor, or to another financial institution
administering the credit, or to companies providing equipment for the export
project. Depending on the fee schedule negotiated with the financial
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institution for administering the Fund, there may be a need for AID funds to
be used to pay bank management fees in the initial start-up period of the
Fund, i.e. before the Fund generates any interest earnings. Payments of
principal and interest, or dividends and capital gains, will immediately be
deposited into an interest-bearing Fund account, where those furds can be
reinvested in short-term, secure liquid irstruments until required for new
investments, in accordance with the purpose of the Project.

In order to help maintain the nominal value of the Fumd, a bad debt reserve
will be established with the interest payment reflows from the Fund's
investments. Initially, the reserve will be set at 2% of the portfolioc and
may be adjusted, with joint ooncurrence between FUSADES and AID, based ecn
lenling and repayment experience. The funds for this reserve will be
invested in secure, liquid instruments. Other interest earnings would be
used to pay the administrative “spread” accruing to the financial institution
ard for FUSADES' cperating expense support, in accordance with the terms and
caditions of the subsidiary agreement. After the PACD, the amount of
interest earnings of any one-year period available to FU' \DES will be net of
any set-aside necessary for the bad deht reserve and the bank's
administrative fees.

2) FUSADES' Role

Given that El Salvador has a nationalizad banking
system, lending activity by a private sector entity could potentially come up
against political backlash. This potential problem was carefully considered
by FUSADES. On July 1, 1986, the FUSADES Board met and aqreed that the
political risk was manageable, in light of the fact that FUSADES has heen
able to establish a positive relationship with the GOES ani, moreover, that
FUSADES has recently been able, with QOES knowledge, to establish another
investment accommt for supoorting investments in irrigated agriculture under
the AID-financed Water Management Project. The Board also agresed that an
off-shore Fund could make loans or take equity pcsitions in Salvadoran firms,
that earnings or losses could be absorbed bv the Fund, and that reflows frem
the investments would then be reinvested in new "maquils"/industrial export
projects, with net interest earnings qoing to heip defray FUSADES' future
operating expense requirements.

e. Project Analysis, Review and Xpproval

To manage the Fund ard avoid charges of conflict of
interest or favoritism being brought against the Board, FUSADES will
establish an Investment Fund Committee, composed of five perscns, of which
the majority will be non-Board members, to evaluate investment prooosals and
approve or Jdenv using the Furd's resources to support proposed project
neads. FUSADES' intent is to not pay honoraria to the Camnittee members;
howevar should it become necessary to comgensate Committee members for the
time spent in discharging their responsihilities, MJSADES may consider
instituting some form of compensation. FUSADES currently has a general
conflict of interest policy and procedures (ses Ann2x H); those to be
specifically applied to the Comnittee members will be elaborated upon. As
mentioned below, =xplicit criteria will be used by the Committee in making
its decisicns. The Committee will have the final say cn the investment
decisions, with those decizions reported to, but not sdbject to zpw=al to,
the FUSADES Board. As a condition orecedent to arv AID disbursements to the
Furd, FUSADES must receive USAID approval of the authorities delegated to
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the Cammittee, its initial camosition, and its operational policies and
procedures incliding conflict oI interest policies and procedures applicable
to the Committee members. Should changes to any or all of these he proposed
by FUSADES during the life of the Project, the prior written approval of the
URAID will be required.

The Committee will employ prudent decision making criteria
in reviewing possible project investment requiresments. While the decision
criteria will be hased on a project's financial viability, market
orientation, and its impact con emplovment, other criteria necessary to
reduce risk, such as the security of the project's market, its ability to
repay FX debt (debt coverage), its FX earnings potential, and the ability of
El Salvador toc compete in international markets in specific product areas
represent other factors to be -onsidered by the Committee. Cases that will
require soecial scrutiny by the Committee will be those where an ongoing
enterprise serving both the domestic and CACYM markets, with a small portion
of plant output destined for extra-regional sales, orasents a prooosal to
increment the extra-regional wxport component of its business. In such
cases, the company's overall capability of earning FX and paying off a FX
denominated investment credit debt will be carefully considered by the
Committee. Review of sales commitments, proposed joint venture
correspondence, the degree of nor—CAM market security, and possible
creation of a separate export company would be potential factors to be taken
into accomt in the decision making criteria to avoid to the extent possible
the diversion of the planned exports to the local or CAOM markets. 2an
additional condition precedent to AID dishursaments to the Fund will be the
specification of the criteria (=ee Annex F) to be used in determining if an
industrial project qualifies for support from the Investment Fund.

The Committee will be provided with a small investment
project staff, which will serve as a technical secretariat to tha
Committes. This unit will review and summarize potential funding proposals
presented to the Committee for consideration by PRIDEX or outside parties,
submit its findings and recommendations on the proposals to the Committee,
track the investments made and svot-check procurement purchases by the
borrowers of the Fund, and orepare reports on the investments. The staff's
project analysis function may require specific short term technical
assistance in assessing specific industry projects or assertions on cost
elements. ISRP funding for PRILEX technical assistapce will offset the
costs of this TA when the projects are sponsored by PRIDEX since much of the
packaging work will already have been done by PRIDEX, for which the
beneficiary firm has made a counterpart contribution. Projects presentad to
FUSADES bv commercial banks or othar persons or entities (e.g. COFXFORT),
will require that the investor pay for anv out-of-pocket costs incurred by
the staff, ani a basic fee, in alvance, for staff review. The Committee's
amoroval of financing for a project may include instructions for the Fund to
provide an amount which covers th= investor's up-front payment.

Grant finis in the amount of $0.5 million will be made
available from the Project Amendment to cover the costs of the investment
project unit, short tem TA required for special project evaluation, and
possible ncooraria to Committee members.,
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2. PRIDEX

Section II.A, 1 provides hackground on PRIDEX and its role in
ISRP implementation. Under the Project Amendment, the basic conceptual
PRIDEX role would expand to include project financial review, and the
service orientation and organizational structure will reflect some
modification. The 1987-1989 period will more directlv concentrate PRIDEX
efforts on promoting projects in the (a) apparel/textile, (b) electronics,
(c) medical suwplies, and (d4) light manufacturing and industrial handicrafts
sectors, as a response to more detailed familizrity with El Salvador's
competitive advantages. 'The concentration of BRIDEX effort resoonvls to a
more focused approach, hut it does not preclude assistance in areas outside
of these four major grouwpings.

Given the emphasis in these four major areas, FUSADES'
cperating cost projections for PRIDEX reflect a leaner, more local
organization, and this operating mode is reflacted in Section IV, "Project
amandment Cost Fstimates and Financial Plan." TDUJSADES/PBRIDEX will carry cut
joint venture or contracting efforts through industry specialists and would
upgrade its staff efforts to perform initial investment packaging work
locally. It is anticipated that expatriate staff will not be needed locally
after 19897,

The initial promotional activities required to present a
well-rourled investment promotion package for ELl Salvador can be carried out
by FUSADES/PRIDEX. These activities include the support arrangements for
preliminary planning and technical assistance for potential projects, the
promotion of "majguila" joint ventures, and sub-contracting or supply
ccntracting arrangements with U.S. or other international companies.

Initial project investment analvsis is also not naw for
PRIDEX. It has assisted in arranging local financing and has prepared
prefeasinility and some feasibility analysis support services for local
investors. This role will continue, but with the added a’ivantage of being
able to access the Investment Fund. As most legwork for the project
packaging can be perforred by local staff, and FUSADES personnsl are in a
position to comment on the character of most local investors, the cost of
providing a financial commitment from the Rnd is thus not expected to be
inordinatelv high. While PRIDEX is the expected leading sponsor, the local
camercial banks, local chambers and associatioas, and other institutions
could also put potential investors in contact with PRIDEX. If PRIDEX is
requestel to find a "partner" for a potential vroject, it will make efforts
to put the investor in contact with institutions or individuals with the
capacityv to plav that role.

When PRIDEY perscrnnel feel that an investment project has
merit, it will notify the Investment Fund Committee and, at the same time,
submit the project documentation to the investment project unit which will
review the project ovackage for the Committee.
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FUSANES/PRIDEX personnel will also work with other local
institutions, such as COEXPORT arxd local banks, in order to inform them of
the Investment Fund, its purpose and uses. As mentioned in the preceding
section, project proposals may be presented to FUSADES by outside groups.
For such cases, any packaging or staff review costs incurred by FUSADES
would be horne by the investor. Such costs mav be included in the loan
arrangement, if the project financing is approved.

Grant funds in the amount of $2.8 million will be made
availahle imder the Project Amendment for the PRIDEX component. These furds
will cover the projected costs of technical assistance, personnel,
invitational travel, program support (advertising and publications, and
seminars ard conferences), equipment and supplies, and overhead.

3. Program Coordination and Management

Section II.A.l.d provides backqround on FUSADES management and
the role it has played in the ISRP implementaticn. Annsx G presents the
updated organization chart of FUSADES, and Section VI.E provides an updated
administrative analysis of this Foundation. FUSADES' organizational
structure has management, staff, and line offices. The executive management
function resides in the Qffice of the Executive Director. Staff functions
are carried ount by the Offices of Planning and Development, Administration
~and Finance, and Marketing and Communications. The.line offices are in

charge of implementing FUSADES' specific programs, which at this time
include the Department of Eoonomic Studies, PRIDEX, FORTAS, Agriculture
Diversification (DIVAGRO), Small and Micro Business (PROPEMI), and Irrigated
Agriculture Development.

Grant funis in the amount of $1.6 million will be provided
under the Project Amendment to FUSADES to cover the costs through the PACD
extension of the Office of the Exscutive Director and of the staff offices.
This funding will fund personnel, technical assistance, equipment and
suoplles, invitational travel, program support (advertising and publlcatlons
and seminars and conferences), and overhead expenses. This funding increase
will also enable FUSADES to increase personnel of these units, including the
possible hiring of an Executive Assistant to the Director of Planning and
Develooment, a2 Director of Marketing and Commmications (which would include
the function of find raising), a Manager for Public Relations, a personnel
assistant, and two additional accounting clerks.

4, Other ISRP Components

During the course of develmoing this PP Amendment, the USAID
and FUSADES discussed the future directions and projected expenditure
requirements of the 3ssociation Strenathening Activities (FORTAS) and the
Economic Stuiles (DES) compenents of the original ISRP Project with
FUSADES. It was noted that both thase activities had been planning and
burlaeting orograms in excess of availahle funding. FUSADES concurred with a
Mission prooosal to provide short term TA to help focus vetter the role and
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program definition of those comocnents, which might better be carried out
- under a sepmarate Cocperative Agreement. As a result, no new grant funds
- provided under this Project Amendment are proposed for FORTAS or DES.

As noted in Section II.A.2, the public sector portion of the
original ISRP has sufficient funds to continue implementation of the
activities contemplated in that component. No new funding under the Project
Amendment is prooosed for the GOES/ISRP activities.

D. End of Project Status

It is anticipated that at completion, the Project will leave
behind public and private institutions with substantially strergthened
capabilities to develoo, give direction to arnd promote non-traditional
export activity by private enterprises for extra-regional markets. Other
anticipated major outputs of the overall Project include:

- an estimated 14,000 new jons created for skilled and unskilled workers of

export enterprises assisted by the Project. This employment will result in

approximately $17.5 million in wages and salaries annually by the end of the
fifth year of the Project.

- An estimated $45.0 million in foreign exchange earnings generated by
axport enterprises assisted by the Project.

- An estimated $25.0 million of new direct investment made in export
enterprises assisted by the Project.

IV. PRQIECT AMENTMENT QOST ESTIMATES AND FINANCIAL PLAN

A. Financial Plan and Analysis

This Project Amendment will add $20.0 million in grant funds to
the Industrial Stabilization and Recovery Project for a total AID
contrinution to the ISRP of $29.46 million. The $20.0 million being
proposed will be provided to FUSADES. Of this amount, $15.0 million will be
used to establish the new Investment Fund, aporoxiately $0.6 million will be
for funding the investment project unit, $2.8 million for the PRIDEX Program
arl $1.6 million for FUSADES' administrative costs. '

Annex D contains six financial tables showing: 1) the budget for
the original ISRP/FUSADES Project by component and furds available under the
original grant funding as of 3/31/86; 2) projected use of grant funis
through 1985; 3) the hudaget for 1987; 4) the budget for 1983; 5) the budget
for 1989; and 6) the Mmxigetary allocations of the grant funds from this
Project Amendment.

The following tables summarize the cost estimates and financial
plan, projecticns of exvenditures by year, and the distrikution of grant
funds to be provided by this Project Amendment by Project activity.
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SUMMARY COST ESTRMATE AND FINANCIAL PLAN

Technical Assistance

Personnel

Equipment & Supplies

Overhead

Invitational Travel

Program Supoort

Sub-Total

Invest. Proj. Unit

Investment Fund

Total AID Suppl. Grant

FUSADES

Connterpart Funds Applied

TOTAL PROJECT

1987

1988

1989

TOTAL

FOR THE PROJECT AMENDMENT

(In US3000's)

1987

541.0
468.4

1,009.4
117.8
3,000.0

4,127.2

m======

1988

420.0
808.0
15.0

100.0

201.0

1,544.0

220.0

5,000.0
6,764.0

SUMMARY PROJECTION OF EXPENDITURES

UNDER THE PROJECT AMENDMENT

(IN USS000' s)

AID FUSADES
FX LC LC
3,658.8 468.4 91.4
5,821.0 943.0 80.0
7,991.0 1,117.8 97.0
17,470.8 2,529.2 268.4

1989 TOTAL
500.0 1,401.0
930.0 2,206.4

15.0 30.0

71.8 71.8
121.0 221.0
241.0 442.0

1,878.8 4,432,2
230.0 567.8
7,000.0 15,000.0
9,108.8 20,000.0
97.0 208.4
9,205.8 20,268.4

TOrTAL
4,218.6

6,844.0

9,205.8

20,268.4
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SUMMARY OF GRANT FUNDING BY ACTIVITY

UMDER THE PROJECT AMENDMENT

(IN 0S3$000' s)
INVES'MENT Invest. Proj. PROGRAM
FUND Unit PRIDEX ADMIN TOTALL
3,000.0 117.8 624.0 385.4 4,127.2
5,000.0 220.0 1,000.0 544,0 6,764.0
7,000.0 230.0 1,227.4 651.4 9,108.8
15,000.0 567.8 2,851.4 1,580.8 20,000.0

SSRS====

Assessment of Methods of Implemeni:ation and Financing

Investment Find

PRIDEX Program

Invest. Proj. Unit

Mministrative

Expenses

Implementation

The methods of implementation amd financing for this Grant
Amendment are as follow:

Financing

Investment Trust

Agreement or Restr:.ctad

Cammercial Account

Inmdigenous Private
Voluntary Organization

Indigenous Private
Voluntary Organization

Inrdigencus Private
Voluntary Organization

Periodic Advance with
Direct Reimbursement

Periodic Advance with
Direct Reimbursement

Periodic Advance with
Direct Reimbursement

Periodic Advance with
Direct Reimbursement

All AID acpropriated funds for foreign exchange costs other than
the Investment Fund will be managed directly by FUSADES.

The Investment

Finl will b2 administerad hw an internaticnal financial institution, as
discussed in Section V.C.1.4.1), with AID retaining cash management
responsibilities to ensure disbursements from aporopriated funds ars for

immediate needs.

FUSADES will be charged with the responsibility of sound

cash management amd fiscal control of all funds lisbursed directly to it,
inclirling detailed accounting and reporting for cash receipts, cash outlays
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and expenditures by obligating documents. Specific reporting formats and
procedures will be those established by the USAID for ‘ocal currency and US
dollar financing.

It should be noted that initial disbursement of AID funds to the
Find may not be placed in interest bearing acccurits but used only for
project investment arx, possibly, initial Fund costs; reflows into the Fund
must be useld for the ourpcses established wunder the Project and may be
placed in interest bearing accounts based on the prudent management of the
financial institution in accordance with the subsidiary agreement for the
Fund; ani AID grant funds may be drawn down to furxi all new project
investments prior to use of reflows.

The original Cocperative Agreement with FUSADES for the ISRP
provided that an independent audit of FUSADES financial records be carried
out annually. Irdependent audits are currently being provided by Peat,
Marwick and Mitchell. This provis‘ 'n will be continue to apply under the
Amerdment to the Agreement wnich co.lgates the supplemsntary grant funis.
In addicion, all AID appropriated funds for FX and LC costs will be subject
to audits or reviews as may be arranged by AID.

Presently, Price Waterhouse and Co. is also providing technical
assistance to FUSADES in the area of financial management.

V. . PROJECT AMENDMENT IMPLEMENTATION ARRANGEMENTS

A. Implementation Responsibilities and Administrative Arrangements

The $20.0 million grant supplement will be obligated by means of
Amendment s to the current Cocperative Agreement with FUSADES for the
private sector component of the Project, subject to the availability of AID
funding.

1. Role of USAID

The Mission's Private Enterprise Office (PRE) will be
responsible for monitoring the implementation of the Project. Initial
assistance in establishing the contractual relationship for the Investment
Fund will be provided through an AID Legal Advisor. Wwith the assistance of
the Mission suoport offices, PRE will:

- Report on the Project to Mission Management as appropriate;
- Yonitor Project activity, ensuring couoliance with conlitions and
covenants »f the Cooperative Agreement and the subsidiary agresment for the

Invastment Fund, and taking action as necessary;

- Review Project rsports and other related correspondence, taking action as
needed;
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- Periocdically attend Investment Fund Committee review meetings, as
requested.
- Make periodic visits to Project sites;
- Supervise evaluaticn activities; and
- Bpprove requests to AID for disbursements.
To assist this effort, a USAID Project Implementation
Committee will he formed, consisting of PRE ard representatives from the

Projects Office (PRJ) and the Controller's Office (CONT).

2. Respensibilities of FUSADES

FUSADES will be responsible for sowyd management of the
PRIDEX program, which is expected to play a lead role in encouraging new

Salvadoran husiness and arousing foreign investor interest in El Salvador.
FUSADES will also be expected to:

- Create the mechanism for managing the resources of the Investment Fund.
This will include the formation of an Investment Fund Committee to approve
or deny investment funding proposals, formulation of the specific criteria
to be used in reviewing and approving proposed projects, and the policies
and operating procedures to guide the work of the Committee.

~ {reate a small investment project analysis staff which will work closely
with PRIDEX and provide technical support to the Investment Fund Committee
to determine the merits and creditworthiness of investment proposals.

- Moniter the performance of the investments made with the Fund's
resources. FUSADES will provide the USAID, on a quarterly basis,
descriptive profiles of the investment projects approved arnd on each
project's impact on FX earnirgs, emplovment, and total investment
generation. In addition, FUSADES will supplv the USAID with a perioidic
(semi-annually or as may be mutually agreed upon by FUSADES and the USAID)
sumary of its portfolio including delinquency, berrowers' project
financial status, portfolio performance, and campariscn to planned
financial targets for the Fund.

- Track the procurements financed with AID grant funis, including

spot—~checking of procurements made by the Fund’s borrowers and report to
the USAID cn the amount of procurements which have been made from nonr-U.S.

or CACY4 countries, in accordance with source, origin and nationality
waivers.

- Taka stevs to increase its membership base an¥/or increase its
funi~raising efforts to expand its current endowment;
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- Contimue its efforts as a modulating voice between the Salvadoran public
and private sectors so that El Salvador's economic recovery is better
assured; and

- Continue to cornduct its affairs in a professional manner.

3. Responsibilities of the Financial Institution Administering
the Investment Fund

As noted in Section ITI.C.1.d4.1), the vesponsibilities of
the financial institution would include: (a) the disbursement of rescurces
from the Fund according to instructions provided by FUSADES for investments
in "maquila" or light industrial expcrt cperations in El Salvador after the
USAID has authorized FUSADES to begin the Investment Fund activities; (b)
the establishment of a bad debt reserve with a portion of interest earnings
from the Funi's investments; (c) the disbursement of annual interest
eamings from the Fund's investments to FUSADES as provision of financial
support for che latter's cash operating expenses afte. September 30, 1989,
the PACD, or as agreed to in writing by FUSADES and USAID; (d) vhe
temporary investment of idle investment reflows in short term, secursa,
liquid investments; (e) the periodic reporting, and as circumstances
warrant, to FUSADES and USAID, ard other parties as to the status of the
Fund's cperations (the reports will supply information rneeded by FUSADES
for the latter's portfolio rasports +o the USAID, and the frequency of the
reports to FUSADES will be agreed upon in the subsidiary agreement between
the two parties); and (f) the provision of other services as may be
requested by FUSADES for reascnable fee. These responsibilities and the
corresponding administrative quidelines and procedures will be specified in
a subsidiary agreement, approved by USAID, to be signed by FUSADES and the
financial institutionm.

4. Evaluation

The original Cooperative Agreement includes language on the
establishment of an evaluation program, as well as annual reviews of
Project implementation carried out by FUSADES with AID participation.

In addition, an assessment of the initial implementation
performance of the Investment Fund component will he carried out prior to
the obligation of the secaond AID furrling increment for the Find. This
assessment will be carried by FUSADES and the USAID, with the possible
participation of AID/# and/or an ocutside finance/banking specialist. The
assessment will focus on the implementation arrangements and coerational
procedures for the review, analysis, approval, and funding of investment
projects; investment projects submitted to FUSADES for financing
consideration and investments acproved; and any implementation difficulties
which may have been experienced. The results of this assessment will
assist in determining whether adjustments should be made in the
implementation arrangements ard procedures, including, for exampls, changes
to the loan or loan/equity funding levels per project which require prior
AID written approval.
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5. Implementation Plans

A Cooperative Agreement Amendment obligating $7.0 millien
will be signed with FUSADES in July, 1986. Subject to the availability of
AID furds, future Agreement Amendments will cbligate a total of 413.0
million. The Amendment will provide management and administrative expense
support to FUSADES through 1989 to cover a two-year extension of the
original Agreement, and PRIDEX program expenses associated with expanding
original Project targets.

FUSADES will select the U.S. financial institution to
administer the Investmert Fund through informal competition and using
criteria approved by the USAID. Letter requests for expressions of
interest, developed jointly by FUSADES and the USAID, will be sent to U.S.
banks with Eige Act operations in September, 1986. The selection for
negotiation will be hased uoon the quality of services offered for the mest
competitive fee structure in order to maximize the return to the Investment
Fund. It is lik2ly that the financial institution salected to administer
the Furd would be one with local representation or with strong
corresporrient relationship with a local bank to facilitate arrangements
within the local financial sector for the provision of short term financing
and of local currency financing which investment projects may require.

A subsidiary agreement, approved previously by USAID, would
be signed by FUSADES and the selected financial institution by December,
1986. This agreement will include a clause permitting FUSADES, with prior
USAID written approval, to change the firancial institution for cause if
the latter is not performing adequately based upon mutually agreeable
performance factcrs. In the event the financial institution is changed,
another institution may be engaged bv following the procedures outlined
above or as AID may otherwise agree in writing.

Annual implementation plans and buxdgets for the Investment
Fund component will be prepared by FUSADES, in close consultation with the
USAID. The plans and budgets will be submitted to the USAID for approval.
The first plan will be due in January, 1987. The Fund's operating
experience will be reviewed in June, 1987, in order to determine any
implementation modifications applicable to the FY 1987 funding increment.
Annual plans ani budgets for other FUSADES activities included in the
Project Amendment will also be submitted to the USAID for approval.

B. Diskbursement Procedures

1. To the Trust

Disbursements of qrant resources to the Investment Fund
account will be made by the USAID utilizing a 90 dav advance/direct
reimbursement of funds method based on Fund disbursements to, and projected
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furling requirements of, investments in industrial export projects. The
advance reguests and liquidations will be submitted to the USAID hy
FUSADES, based on funding requests from the financial institution for
approved project needs. More detail on the disbursement procedures to the
Fund and by the Fund is presented in Section III.C.1l.d.l).

2. To FUSADES for Other Project Components

Disbursements for other Project components shall continue to
be made by thz (USAID to FUSADES utilizing an advance/reimbursement of
actual costs method for both local currency and foreign excnanga costs of
the Project activities. Disbursements of grant rescurces in local currency
will be made to FUSADES' local bank account established for the receipt and
control of Project funds. Disbursements of grant resources in dollars will
be made to FUSADES' U.S. bank account.

C. Procurement Plan

1. Contracting for Technical Sexrvices for Investment Fund
Establishment

The USAID will furd the costs of legal services, as required
for the establishment of the Investment Fund. The ma]or activities to be
performed by the technical assistance will be the review of propnsals from
recognized financial institutions with experience in investment activity in
Latin America and of the proposed subsidiary agreement which will establish
the Investment Fund. USAID will contract with FUSADES for the procurement
of the required services, allowing FUSADES to acquire the services through
informal cometition. The costs will be covered under the Mission's
Program Develcpment and Support budget, after the Missicn has reviewed armd
concurred with FUSADFS' procurement process and proposed arrangements.

2. Contracting for Other Technical Services

FUSADES will contract for technical services under the
PRIDEX camconent, or for other technical assistance using its approved
policies and procedures, develooed by Price Waterhouse and Co., which are
based won cametitive selection principles. AID prior approvals in
writing for procurements in excess of $50,000 will b required.

Should FUSADES require separate contracting efforts to
select contractors or brokers for marketing of Salvadoran products under
the PRIDEX compcaent, they will be contracted using FUSADES' policies and
procedures. Publicaticn of intent to contract such assistance in the
Cammerce Business Daily ((BD) is not expected, as these persons would not
normally bLe users of the (BD. Direct written solicitation, verhaps
preceded by a notice in an industry trade publicaticn, is anticipated to be
the avenue for appropriate solicitation by FUSADES. As FUSADES has
contracted for goods and services in the original Prciject, and has formal
policy and procedural manuals prepared by Price waterhouse which are
acceptable to AID, no procurement prcblems are anticipated to arise.
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3. Procurement. of Goods and Services from Nom-U.S., Non~CACM
Sungliers

Implementation experience to date has demonstrated that in
order to promote more effectively Salvadoran non-traditional exports to
markets outside the CAQM, the experience and expertise of individuals,
firms, free trade zones, or other institutions from countries such as
Mexico, Ireland, Korea, Taiwan, Singapore, and several CBI countries are
oftentimes the most relevant to the efforts being undertaken in El Salvador
with assistance from the Project. Moreover, to attract new potential
investors from the Far East and other nor-U.S. regicns who may be
interested in locating in (BI countries, it is necessary that such contacts
be facilitated throagh invitational travel and observation visits.
Additionally, varticipation by Salvadorans in non-U.S., non-CACM
international trade events, conferences, seminars or other training, has
been not only useful experience for the Salvadoran participants but a
valuable means to promote El Salvador through representation at such
international forums. It shculd be noted that one project from Far East
investors has been estahlished by PRIDEX, and interest from the Far East
has been shown for other investments.

The original PP foresaw the need to grant a waiver from AID
Geographic Code 000 (the United States) nationality requirements for the
procurement of services, including technical assistance ard training, to
facilitate the achievement of the Project's dbjectives and purpose..
However, it propcsed to grant such waivers to allow for services from Code
941 (Selected Free world) countries on a limited case-by-case basis. Such
waivers have been granted, but the USAID waiver approval process is
relatively time consuming, which hinders taking advantage of special
targets of opportunity. FEqually important, the waiver possibility does not
allow for the procurement of services from countries such as Hong Keng,
Ireland ard other Code 899 (Free World) countries not included in Code 941.

In addition, during the development of this PP Amendment the
need for waiving source and origin requirements for equipment purchases by
the Fund's borrowers was recognized. Many of the Fund's borrowers will be
Salvadorans seeking to expand production for extra-regicnal markets. The
plants of these investors, often with Burcpean equipment, argue well for
procuring new equipment which is compatible with existing equipment and
which imply cost economies due to mutually usable sgare parts. In
addition, as textiles and apparel are potential targets for new plant
investment by the Fund, foreign investors interested in moving in from the
Far East to take advantage of GBI ard 806/807 cpportunities often utilize
equipment produced in that part of the world. For example, a new investor
from the Far East is moving equipment to Fl Salvador with a Aepraciated
book value of $2.5 million to establish a plant for 202 new jobs with
$300,000 in local investment. while the investor does not need the Fund to
provide stmoort now, the firm's possible expansion in 1988 may result in a
loan application to the Fund for financing new equipment of Far East
manufacture for the same reasons of campatibility and cost ecanomies
mentioned above.
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Because FUSADES is not an ICI, but its investment fumxls will
be administered by a financial institution, and because AID furds granted
to FUSADES will be used for investment purposes, AID's requlations on
procurements deriving from new sub-loans or investments must be
considered. While it is not the intent to create a bureaucracy, the
conditions to create one by adhering to AID's requlations on procurements
and waivers must be recognized. Even with a life of Project waiver
autnority, the monitoring of equioment purchases under the waiver would
still be raquired of FUSADES and USAID. That process has the potential to
becoms excessivaly cumbersome if reoeated, individual waivers have to be
sought, justifiel, processed and approved on a case-by-case basis.

It should be noted that some of the estimated goods and
services which have been determined to be critical to achieving the
Project's objectives could be procured from Code 941 countries. Rather
than solit the waiver approval into two waivers, one for Code 899 and the
other for Code %1 Code elegibilitv, amd thus avoid adding to the waiver
monitoring burden and allow scme flexibility, approval of ane waiver to
Code 839 is being proposed to allow grant funded procurements of goods amd
services, other than transoortation services, needed for the Project, for a
cumilative amount of $5.0 million during the life of the Project.

Tables 7 and B of Annex D show the estimated requirements
which could be facilitated with this waiver authority. As can be seen in
those tables, the projected waiver requirements for procurement of services
total $3%5,500 and for procursment of goods $5,250,000, for a combined
total of $6,136,500. It should be noted that these are very preliminary
estimates at this point and are gross indicators of the need for a waiver.
Since the assumptions on which the projections are based may charge during
implementation, justification cannot convincingly be made at this stage to
request waiver approval fcr the full amount of the preliminary estimates.
It is thus proocsed that a life of project waiver for $5.0 million be
approved initially. During img.ementation, the USAID and FUSADES would
track procurement amounts approved with the waiver authority. Should it
became evident that additional waiver authority would be needed, the USAID
will consider taking approoriate action to cbtain the additional waiver
approval. Even though this PP Amendment provides new funding only for the
FUSADES component, it is further proposed that this $5.0 million waiver
authority apply to both the FUSADES Cooperative Agreement (up to a total
cumulative amount not to exceed $4,662,500) and the GOES Grant Agreement
(p to a total cumilative amount not to exceed $337,500).

Pursuant to AID Hamrlbook 1, Supplement B, Section 5B4a, anvy
waiver of the authorized list of eligible countries or geographic code must
be based wpon one nf saveral criteria. Inasmuch as the oroposad waiver is
considered critical to promoting new investment under the Project, aoproval
of the waiver meets the criteria of "such other circumstances as are
determined to be critical to the success of project cbjectives."



-39-

The Mission will seek lagal guidance from LAC/GC on AID's policy
regarding authority for approving this waiver and, on that basis, will
proceed to seek the appmval.

VI, SUMMMARIES OF PROJECT AMENDMENT ANALYSES

A. Technical Analvsis

In May, 1986, Arthur Young & Co. perfcrmed an analvsis of El
Salvador's exort potential based won its past history. This analysis,
"Background Review of Export Market Potential for 3alvadoran Light
Manufactured and Assembled Products," emrhasized industrial sectors and
products that had the potential for increased export activity over the
short term. FUSADES/PRIDEX is following up on the report recommendations
to investigate in further detail the electronic, medical swpplies, and
metals manufacturing segments. 2dditionally, detailed analyses of textile
oonortimities wera eompletad by Kurt Salmon Associates, Atlanti Jonsulting
Associates, and Weintraub Associates. These sector analyses identify the
opportunities for El Salvador in export processing ard establish targets
and required resources to achieve those targets. The textile "business
plan,” augmented by the Arthur Young overview, provides the objectives to
be achieved by the FUSADES Export and Investment Promotion Program through
this Amendment. Those Project analyses are available as bulk annexes to
this document, and a brief summary is given helow.

The reports indicate that despite its internal problems, EL
Salvadot has a2 good industrial base and can be cametitive in the U.S. and
other develmoed country markets. However, the conditions affecting these
markets are dynamic, and El Salvador will have to constantly improve its
position if it is going to stay competitive.

If El Salvador is to expand its manufacturing sector, it will
have to increase its penetration of ncn-traditional markets ard
specifically those of the U.S. and other OECD countries. To that end, it
mist build on sectors of past export strength such as textiles and apparel,
electronics, leather goods, and metal products.

Positive factors for the future include the ready availability
of enerqy, relatively low external debt, high labor productivity and gocd
managerial/entrepreneurial skills. There is plenty of excess capacity amd
a good skills base in the manufacturing sector which can be quickly put to
use. This, however, will require an adequate flow of forsign exchange and
external credit and relative Aamestic stahility to restore the confidence
of the nrivate sector. (Arthur Young estimates that an investmant of about
$250 million will be required just to bring plant and equipment to a lavel
of proiuction that is 80 percent of that achiaved in 1978.)
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Restoration of productive capacity and stimulation of the
private sectcr need to be combined, however, with an aggressive program of
industrial restructuring and reorientation, if EL Salvador is to keep pace
with neighbors such as Costa Rica and the Dominican republic which seem to
have a momentum (and rormal internal canditions). The Arthur Young report
emphasizes a number of subsectors for El Salvador's export processing
fields and makes recammendations for the following product categories.

1. Electronic Assembly

Electronic Components is the subsector where El Salvador has
the major camarative advantage in the entire Cariboean region. EL
Salvador's exports are comcentrated in semi-conductors and related
comanents. However, given the country's track record in that type of
product, there should be additional opportunities in other types of
electronic campenents as well. The market is there.

In the category of Consumer Electronics there are
ooortunities for assembly as in the Radicg Televisicn category. Finally,
El Salvador could be competitive in supplying components for Air
Conditioning, Refrigeration and Heating Equipment or for assembly of parts
of such equioment.

2. Medical Equipment and Supplies

The most promising subsector seems to be Surgical and
Medical Instruments where the country has experience and capacity for
exports. The same to a lesser extent can be said about X~Rav ard
Electromedical Equipment, although the export market in this subsector is
much smaller. Niches can be found in two other categories, Surgical
Apoliances and Surolies and Dental Equipment and Supplies. Such aiches
could include: bandages, dressings, sutures, stretchers, sterilirers,
gloves, masks, protective clothing, dental instrumerts and dental
laboratory equipment. A useful strategy for El Salvador might be to rake
advantage of existing market penetration and experience and build on it
both vertically and horizontally, taking advantage of the CBI.

3. Rubber and Plastic Products

Most of the potential in this sector is in the Misce))aneous
Plastics segment. There is a sizable import market in the U.S. and rl
Salvador has hoth good capabilities and export experience.

4. Metal Products

Of the subsectors examined, Screw Machine Products aml
Industrial Fasteners and Miscellaneous Metal Proiucts seem to hold
promise. cl Salvador has poth the capacity and the experience for
exporting into the U.S. Moreover, import markets are large, especially for
industrial fasteners.




5. Teather Products

Opportunities for Salvadoran exports exist in all segments
examined. Given the lack of substantial local suoply of hides,
coportunities in this industry will be mostly as drawback arrangements with
U.S. producers, whereby the new material is imported in some form (possibly
even as hides since good tanning capability exists in El Salvador) ard
leather products are exported as semi-finished or finished items. Certain
products (not including footwear) in this category are covered by the CBI.
The best potential for the U.S. marXet exists in the category of Handbags
and Personal leatner Coods where manv niches exist and can be exploited by
a small producer like =l Salwvador.,

Similar potential exists for Leather and Shoe Parts (e.q.
leather ucpers, soles, etc.). Luggage also may have possibilities,
although competing with Asian importers ard U.S. manufacturers would be
mach harder.

6. Textiles/Apparel

Given the possibilities inherent in the overview analysis,
PRIDEX contracted the firms of Kart Salmon Associates (KSA), Weintraub
Associates, and Atlanta Consulting Associates to target specific export
processing opoortunity in the textile/apmarel area. The results of a
preliminary KSA analysis resulted in the following targets:

(a) Long Term (1990+) Cbjective: 6,000 johs per year in
textiles and annual exports of 3530 million to the U.S. by
1995,

(b) Short Term Strateqy:

(1) Ipcrease the number of textile plants serving the export
ar arel market from 19 to 56 by 1989;

(2) Increase apparel sector emplovment by 7,700 new jobs by
1989;

(3) Achieve $81 million in FX generation by 1989.

The cost of achieving these objectives, according to KSA,
requires $3.2 million for working capital and $36.7 million for medium and
long term investment requirements. Additionally, consulting fees
approximating $300,000 for technical assistance, training and market
penetration services would be required.
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7. PRIDEX - Light Manufacturing

While the FUSADES/PRIDEX focus over the 1987-1989 period
will concentrate on "maquila" - especially apparel/textiles — PRIDEX has
also develoned strategies for light manufacturing and hardicrafted consumer
products. The results of the strategies are:

(a) Increase light industrial employment by 2,000 new jobs by
the beginning of 1988 and generate $3 million in new FX.

(b) Increase handicraft consumer product employment oy 3,000
jobs and generate $5 million in FX by the end of 1988.

The PRIDEX program resources, carried out through the
current PACD of 9/30/87, are anticipated to generate 7,900 new jobs by tha
PACD ard $24.4 million in FX earnings (cumulative). PRIDEX proposes to
expand these outputs to 13,300 new jobs and $43.6 millien through
additional amphasis on the apparel, light manufacturing, and industrial
han“icrafts areas. Involved in the efforts for light manufacturing would
be & concentration on electronics ard medical supply production. According
to PRIDEX, the following incremental irputs are required:

INPUTS FX INPUT

($000) JOBS (3000,000) QOST/.JOB
Base Program 3,992.0 7,900 24.4 505
Expanded Program 7,979.0 13,330 43,6 559
Increment $ 3,987.0 5,430 $ 19.2 $ 94

The Mission strategy will be to huild wpon the impetus created
by PRIDEX through FUSADES, and augment the PRIDEX services through
specialized technical assistance for the textile, electronic, medical
supplies, and possibly the leather goods areas. Each specialized
contractor would be assigned the responsibility of achieving its annual
plan in terms of FX generation and emplovment, failure to perform meaning
cancelation of contract. Payment by FUSADES to the contractor would be
based on monthly fees plus performance standard payments after start-up.

B. Market Analysis

The purpose of these consultant analyses was to quantify
emplovment and FX generation targets for the PRIDEX husiness plan -- in
effect, the development of performance targets by subsector upon which
results cawatible with the Project purpose could be measured. A sacondary
objective of these analyses was to quantify the levels ani types of loan
and investment financing which the Investment Fund could consider over its
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first cperating years. It defined investment profiles from which the Fund
is expected to choose its portfolio obligations. While the Fund will have
to expend effort to develop its portfolio, it can reasonably expect the
indicated levels of potential demard in the marketplace.

The results of the industry overview, and the projections of
performance objectives for jobs and FX generation are shown in Table I
below. These figures were later adjusted to reflect FUSADES/PRIDEX targsts
by increasing employment generation figures and decreasing somewhat the FX
generation total.

A 1985 Kurt Salmon Associates (KSA) study concentrated on the
strategy and investment requirements to achieve a growth of 6,000 jobs/year
in textiles ard, as El Salvador has approximscely 12% of the CBI country
pooulation, to capture 12% of CBI apoarel exports to the U.S. (roughly $530
million in 10 years.) The KSA study indicated an achievable goal is to
increase the number of plants serving the export apoarel market from 19 to
56 try 1989, increasing apparel sector employment by 7,700 by 1989 and
setting the stage in the early 1990's for substantial export development.
Bpparel exports would increase by $81 million between 1986 and 198%. To
achieve this grcowch, KSA estimated the following investment requirements:

Working Capital $ 3.2 million betwe: . 1986~1989

Investment Requirements:

Equipment $ 17.6 million
Buildings 10.1 million
Structural Working Cap. 9.0 million (incl. training/plant eng.)
Total $ 36.7 millicn

Considering all the information scurces and estimates, the
FUSADES/PRIDEX program is anticipated to create 14,000 new jobs by the erd
of 1989, generate $45.0 million in FX, and encourage $25.0 million in new
investment over the same time pericd.

C. Credit Demand

The field work for credit demarnd was done over a two month
period and consisted of a series of interviews with existing investors and
potential project sponsors, the commercial banks, heads of business
associations, and PRIDEX and USAID staffs. Estimating medium and long term
credit demand is, in the least, an inexact science as it makes a series of
assumpticns on rates and the financial viability of future projects. It is
also limited by its "latent" attributes, which are generally filled to meet
what is available. A recent World Rank team identified the need for medium
ard leng term credit in excess of the proposed Project financing. The
cammercial banks reinforced the need for long term credit, as they are not
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TABLE I

SUMMARY PROJECTIONS FOR FMPLOYMENT AND
FX GENERATION ACQORDING TO TECHNICAL ANALYSES, AS ADJUSTED

Sales/Empl. Sales/Empl. Charge
1985 1989 (Qurrent $)
1. 2poarel/Textiles - Sales § 28.4 MM $§ 53.2 MM
Iocal $ 20.4 MM $ 25.0 MM
cACM £ 4.5mMM § 6.0MM
Non-CATM $ 3.5 MM $ 21.2 M4 $ 17.7 mM
Employment 5,527 10,354 4,827
(Cutput/Hmp = $5,138/yr)
2. Electronics - Sales $ 13.2 MM $ 43.6 MM
Local $ 9.4 MM $ 15.0 MM
CAM $ 3.7MM $ 5.0M
Non-CACM $ 0.1 MM $ 23.6 MM $ 23.5 M1
Employment 825 2,725 1,900
(Catput/Emp = $16,000/yr)
3. Medical Supplies — Sales $ 7.8 MM $ 23.2 WM
Local £ 1.4 mMv $ 2.5 MM
CAM $ 0.8M $ 1.5 MM
Non-CACM $§ 5.6 MM $ 19.2 WM $§ 13.6 MM
Employment 371 1,104 733
(Output/Emp = $21,000/yr)
TOTAL SBECTORS
SALES $& 4.8 MM
EMPLOYMENT 7,460

Source: Arthur Young, Inc., "Backgrouni Review of Export Market Potential for
Salvadoran Light Manufacturing and Assembled Products".
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generally prepared to lend long. The KSA analysis indicates a requirement
of over $36 million just for textiles/apparel. Because of similar
analyses, the Misssion expects the IBRD to create a new credit windew for
medium-long term needs; BLADEX has ovened a new windcw, and the IDB is also
poised to provide similar funding. Therefore, the Mission feels it prudent
to rely only on imhouse PRIDEX project proposals to serve as a demard
guide.

The initial PRIDEX demand estimate was based on newly developina
projects likely to require financing over the next twelve months. These
demand figures were factored downwards to adjust for projects which might
not meet investment criteria, and for projects wherein the Fimd would be
able to provide only partial assistance. The final results are shown in
Table II, below, and reflect an existing proiect need for $13.8 million in
medium to long term credit. These figures are considered feasible in El
Salvador's current political/econcmic climate, and they are conservative to
the extent PRIDEX has not een acting as a financial intermediary.

The assumptions made to structure the demand analysis included:

a. The Fund will only offer medium to long term loans (3-10
years) primarily in U.S. dollars, and convertible equity investment in
dollars when needed to round out project financing.

b. These services apply only to private sector camanies
(1&al, foreign, or joint-ventures) in the "maquila" or light industrial
processing for product exports to non-CAQM markets.

c. The Fund will have $15 million available from AID for its
portfolio operations.

d. There will be no further changes in GOES policies which
would negatively affect the export processing fields.

e. Sufficient warking capital financing in FX and IC will be
available frcm other scurces (equity, ccmmercial banks, etc) to supoort the
Fund's long-term position.

f. Sufficient management skills exist t@ manage new Salvadoran
projects.

g. While PRIDEX will be the major source of project
identification, other parties, such as QOEXPORT and the commercial banks,
will also identify projects requiring funding.

h. The pecole with export projects are willing to accept the
exchange risk on FX as their dollar debt can be registered with the Central
Bank, and earnings from exports can be used to pay off the lcan.



TARLE IY

FUSADES/PRIDEX PROGRAM

SUMMARY OF ACTIVE INDUSTRIAL INVESTMENT PROJECTS

Project FX Generation (MM$) Financial MNeeds (M$) Employment Generation (000)
Number FX ic

Sector Of Firms YR2 YR5 ST LT ST iy YR YRS
Textiles 9 31.0 52.0 1.9 2.9 3.1 2.8 6.0 10.1
Motal 5 7.4 a/ 12.4 a/ 2.2 2.7 1.0 0.3 1.1 1.8
Leather 1 12.0 20.0 2.0 0.6 1.2 0.4 2.3 3.9
Medical 1 0.1 0.2 0.1 0.2 0.1 - - - ‘L
Plastics 2 0.4 0.7 0.1 0.2 - - 0.1 0.1 ?
Other Ind. ®/ 4 4.6 7.7 5.5 2.0 0.4 1.7 0.9 1.4

Total 22 55.6 93.0 11.8 8.6 5.8 5.2 10.4 17.3

g/ One firm would not release sales projections.

b/ Includes toys, wood and clay products.
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The demand estimate for the Fuind is based on: (a) projects
expected to begin in the next twelve months, (b) projects in the initial
development phase but not expected to require financing in the next twelve
months, amd (c) projects which might be expected due to (BI and 806/807
incentives (e.g. apparel/textile ~ see Annex E). The (c) category projects
reflect an underlying demand for the third year of project funding which is
basically attributable to the expanded PRIDEX pramoticnal effort. Known
projects were screened to eliminate those without adequate spensorship,
design, equity or size. Those surviving the screening became the project
base for Fund financirg.

It was then estimated that the Fund would provide assistance to
about 40% of the existing projects needs, 50% of the identified projects
estimates, and about 50% of projects created by PRIDEX efforts in year 3.
Because the Fund does not anticipate providing the entire capitalization
required, as sponsors would provide equity and short term capital, it was
assumed that on the average the Fund would provide about 50% of the total
capital requirements of a project. A breakdown of $2 million in equity
financing and $13 miilion in debt financing appears appropriate for the
Fund. It was also assumed, as tlie majority of the finance needs would be
for equipment, that 30% of the debt would be of 3 year duration, 50% in 3-7
year loans, ard 20% in loan, of 7-10 year variety.

The analysis produces conservatively biased demand levels which
could reasonably be expected to require investment credit assistance. To
the extent that the assumptions and identified projects do not hold true,
demand may be negativelv affected. However, the analysis shows that over a
three-year pericd, the Fund should disburse approximately $13 million in
loan funds ani provide approximately $2 million in equity financing. While
the first year's activity is relatively small due to the lack of knowledge
of this service by local investors, customer relationships will probably
increase rapidly after the first one or two financings.

The types cf projects likely to seek financing will be potential
806/807-type textiles and accessories, electronics, and footwear. 3I
incentives for light industrial products, medical swpplies ani industrial
handicrafts are also expected to beccme a portion of the Fund's portfolio.
During the first half of the project, the 806/807 companies are expected to
play a predominant role. The initial demand will be through local
investors (80% plus). However, there appears to be a small but growing
acceptance by U.S. businessmen cf El Salvador as an acceptable area to do
business, so that there is expected to be an increased interest in joint
venture (JV) activity over time.

Th breakiown of the prooortion of demand for equity investments
and lending is based on stated needs for existing project propcsals
requiring financing. The investors represent Salvadoran capital, and their
projects are of a magnitude that does not apoear ito require much in the way
of JV investment. The distribution of lcan maturities reflects furding for
buildings and other structures with long depreciable life. Snould
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industrial parks and free zmmes grow in El Salvador, leasing of facilities
may drow in frequency and the loan maturities may decrease to reflect a
heavier equipment weighting.

The ability of the Fund to arrange other sources of debt ard
equity will relate closely to the perceived risks of a project and the
Salvadoran environment. While this ability may result in additional
earnings with no increase in Fund assets, no additional ravenue for the
Fund from thece endeavors is considered. Wwhile the demand exists for this
service, the investment envircnment remains too fragile to consider any
partnership except for short term working capital loans which are not that
camplicated.

The demand figures generated were converted into Fund

disbursements by increasing the annual demand figqures by 10% to account for
inflation over time. Then, of the resultant annual demand, it was assumed
that the Fund would encounter difficulty in its early efforts and achieve
only a $3 million level of placement its first year. It was assumed that
$5 million of the Find's $ 15 million allocation would be placed the second
year and $7 million the third year, reflecting the growing effect of prior
success stories and expanded interest in (BI incentives.

The Fund's credit disbursement projections utilized the
following key assumptions:

1. 30% of the Fund's investments would be for equipment with a
pay-back period of 3 years, 50% of the investments would be amortized in 5
vears, and 203 of the investments would be amortized in 8 years.

2. The "average" return to the Fund would be 10% before costs.

CREDIT FUND DISBURSEMENT PROJECTIONS FOR TEN YEARS

Year: 87 8 8 9 91 92 93 94 95 9%
Toans &/ 2.5 4.0 6.5 2.7 2.8 2.8 3.5 3.7 3.3 2.8
Equity Y/ 0.5 1.0 0.5 0.2 0.2 0.2, 0.3 0.3 0.3 0.3
Total 3.0 50 7.0 2.9 3.0 3.0 3.8 4.0 3.6 3.1
Investment
Earnings 0.15 0.55 1.05 1.30 1.35 1.33 1.28 1.25 1.25 1.29

i/ Year 4-10 based on reflows, first loan year returns interest only at
l%l
b/ Convertible at 108.
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FUSADES' staff expenses in 1987, and possibly 19688, are expected
to exceed investment income due to normal administrative charges and the
cost of analyzing the initial investments. By 1989, the Fund should
generate sufficiznt income to cover its expenses and to make a contribution
to FUSADES' expenses.

It should bhe noted that minor erosion of the Fund has been built
into the projections to reflect the instability in El Salvador. If this
occurs, it will siowly decamitalize the Fund's earning capabilities. As
mentioned initially, the Fund is a high risk venture, designed to promote
investment rather than to seek a safe yield. Future Project evaluations
will present opportunity to correct deficiencies in this initial design
based upon the events which actually take place. The initial
capitalization of the Fund at $15 million may not be sufficient to meet
anticipated requirements or provide a basis to leverage new investment and
reduce an existing constraint - lack of investment capital for El Salvador
- for more than a short period of time. As a result, if PRIDEX and the
Fund are achieving their objectives, a further extension to the Project
with additional AID resources may be warranted.

D. Analysis of Investment Repayment

In order to judge the feasibility of a Fund located off-shore,
the Salvadoran requlations pertaining to foreign debt obligations and
repatriation of capitzl and dividends were investigated. The results of
the analysis irdicate that a foreign investor is legally entitled to
repatriation of its capital ard dividends in foreign exchange, subject to
prcper registration of the capital brought into the country. Under the
GOES' new Export Development Law, export projects involving foreign
investment are entitled to repatriation of capital and dividends withnout
remittance tax or dividend tax for perioads ranging between 10 years ard the
life of the project. The distinction relates only to the percentage of
production exported. Although the investor has to request the FX for these
pavments from the Central Bank, delays of six menths or so for obtaining
the FX in today’'s environment may occur, despite the fact that the project
is a net FX generator.

Regarding repayment of FX loans, all borrowings must be
rejistered at the Central Bank prior to recognitionsof the cbligation to
provide the FX. Although obtaining the FX is then subject to availability,
the Central Bank has been cooperative for export projects. A selectively
approved mechanism for repayment of FX debt from sales proceeds prior to
repatriation of the FX to the Central Bank has been operaticnal since
mid-1985. Under this arrangement, exporters may retain a percentage of
sales revenues in a FX denominated mank account outside of El Salvador for
debt payment. The Central Bank approves the use of this mechanism prior to
officially recognizing the debt obligation, and the exporter's account may
be closed if the Central Bank suspects capital flight. Wwhile this
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mechanism permits easy debt repayment, the usual channel of requesting the
FX for debt payment is also followed. It is prone to delays in all
countries which face a shortage of FX.

E. Economic Znalysis

1. Introduction

The economic analysis of this Project Amendment will consist
of two parts. The first part reviews the economic analysis in the original
Proiject Paper in order to gauge its appropriateness to test the econcmic
feasibility of the Amendment. The secmd part modifies some of the
assutptions utilized in the original Project Paper in order to analyze the
economic feasibility of the amended version of the entire Project. The
analysis in the second part consists of an estimation of economic internal
rates of return for investment in the areas where the Project will provide
assistance.

2. Analysis in the Original Project Paper

The original Project Paper estimated an economic internal
rate of return of 32.5%. The methodology involved censists of utilizing
estimated aggregate streams of costs and nenefits associated with the
Project, and using those streams to calculate an internal rate of return.
The driving forces behind the streams of henefits and costs are assumptions
about the characteristics of the kind of investment projects that would be
generated from the activities of the ISRP. These assumptions are described
first and then modified to reflect additional costs and information about
the projects that will be assisted under the ISRP Amendment.

a. Economic Benefits

The original Project Paper estimated two types of
economic benefits: direct and indirect. The direct benefit stream
associated with the ISRP was assumed to consist of a 5% vearly increase in
non-traditional exoort earmings. Indirect effects of twice the amount of
direct effects are usually associated with agroindustries and other
non-traditional exports.,

b. Economic Costs

The analysis identified two types of economic costs:s i)
the costs financed by USAID and the GOES to establish PRIDEX and MICE
activities; aml b) the investment ard ooerating costs associated with the
projects that will generate the increased stream of non-traditional
exports. The first type of economic cost was obtained from the Project's
original buiget which includes GOES contrihutions. The second type of
costs were estimated on the basis of a few specific assumptions descrlbed
in the following paragraphs.
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Investment costs ware expected to be equivalent to the
5% increase in nom-traditional exports the first year. Investment
requirements were spread over the second and third year of the Project.
Operating costs were estimated at 85% of foreign exchange earnings for the
first two years and 90% thereafter.

c. Mrdifications to the Assumptions

On the basis of information which has become available
since the ISRP was initiatei, several of the assumptions made by the
original Project Paper were modified to more accurately reflact key
relationships in investment projects associated with the Project. The
combination of the modified assumptions with those that remain unchanged
are utilized to estimate the rate of return of the amended version of the
Project.

1) Economic Benefits

The original Projecc assumed that foreign exchange
earnings from non-traditional exports would increase by 5% per year on a
sustained basis and as a result of the Project assistance (the Project
Paper assumed that in the first year, 1985, there would be no export
earnings, whereas in the second year, 1986, earnings would reach 253 of the
projected 5% increase in non-traditional exports or $750,000). Wwhile this
assumption appears reascnable and well fcunded, PRIDEX reported that its
assistance generated approximately $2.7 million in foraign exchange
earnings for 1985. Thus, a change in assumptions is in order. Considering
that the first year's performance was perhaps unusually strong, and that
the Investment Fund component will probably he helpful in sustaining that
kind of performance, for the purpcse of this analysis, it was assumed that
the impact of the first year (1985) will be replicated and sustained each
subsequent vear,

The timeframe of the analysis was reduced to 10
years instead of the 20 year period utilized in the original Project
Paper. This change provides a more realistic assessment of the Project's
payoff. Regarding indirect benefits, while the original assumpticn that
indirect benefits will result is probably justified, the use of a
multiplier of two was not. This assumption was adjusted to a more
conservative multiplier of 0.25 to ensure that these benefits are not
overstimated. Unlike the original analysis, the modified version assumed
that the assets purchased with the initial investment would lose 10% of the
market value every vear. This was utilized to estimate a salvage value
Auring the 10th year.

2) Economic Costs

The investment necessary to generate a unit of
foreign exchange varies according to the type of investment activity. If
one utilizes the Jata available from a series of typvical project profiles
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of the type assisted by this Project to estimate investment as a percentage
of annual sales, a wide range of investment to maximm annual sales
relationship hecomes evident. For example, an industrial glove
manufacturing operation would require an initial investment of 13.6% of
projected annual sales. A similerly estimated figure of 66.¢% applies to a
medical supplies plant, 20% for an electronics assembly project, 33.3% for
a shoe manufacturing project, 30% for a plastics fimm, and 124% for a
textile drawback cperation. For purposes of the analysis, a median figure
of 50% is ntilized for each increment in export earnings achieved. This
approach is clearly biased because it does not take into account the
probability that projects will not generate maximum annual sales during the
first year. This problem is overcome by testing the sensitivity of the IRR
to this assumption later in the analysis.

The original assumption of incremental operating
costs was changed to reflect informaticn develoned on the investment
project profiles researched for this Project Amendment. The investment
project profiles also estimated the cost of annual sales. If these costs
are adjusted to eliminate financial costs and taxes, the cost of sales as a
percentage of sales varies from 51% to 7€3, with most of the estimated
relationship clustered below the upper range. For purposes of the analysis
73% was adopted as the figure to generate the stream of cperating costs.

The modified wersion of the analysis introduces
recurrent GOES costs associated with the implementation of the public
sectnr portion of the ISRP. This reflects more accurately the public
investment involved. For purposes of estimation, the analysis attributes
15% of MICE's buiget to the implementation of the component of assistance
to the GOES. The bulget is allowed to grow 5% per vear.

3) Results of the Analvsis

Table 1 presents the strzam of tenefits and costs
associated with the modified assumptions in the analysis. The estimated
economic internal rate of return is 30.2%. The estimated rate of return is
meant to be illustrative of the economic feasibility of supporting export
diversification, particularly in light assembly operations. The analvsis
is generic in the sense that it does not attempt to judge individual
projects but investment in the industrial and agroipdustrial sectors for
export.

4) Sensitivity Analysis

The results of the analysis are critically dependent
won the following assumed relaticnships: a) Investment/Annual Sales; b)
Coerating Costs/Annual Sales; and c) Indirect Effects/Annual Sales. Thus,
a sensitivity analysis was carried out in order to test the resomse of the
IRR to change in each of the foregoing relationships.



1. TOTAL Q)ST
A. USAID
B. GOES (includes recurrent costs)
C. PRIVATE SECTOR
1. OPERATING
2, TNVESTMENT
D. TOTAL
IT. TOTAL BFNEFITS
A. FOREIGN EXQYMANGE EARNED
B. INDIRECT EFFECT
C. SALVAGE VAIUE
D. TOTAL

11I. NET BENEFITS

Internal Rate of Return: 30.2%

Assiaptionss

Ineestument/Anninl Sales: 0.50
On:rating Nosts/Sales: 0.73
Indirect Effects/Sales 0.2%

TABLE [

QOST BENEFIT ANALYSIS - INDUSTRIAL STABILIZATION AND REQUVERY

($000°s)

1985 1986 1987 1988 1989 1990
2562.0 3452.0  4563.2  1764.0 2108.8 0.0
1017.0 2678.0  2175.0 110.0  115.5 121.3
3936.0 5292.0  7263.0  9234.0 11205.0 13176.0
1971.0 3932.0 5913.0 7884.0 9855.0 11826.0
19565.0 1350.0  1350.0  1350.0 1350.0  1350.0
7515.0 11422,0 14001.2 11108.0 13084.5 13297.3
2700.0 5400.0  8100.0 10800.0 13500.0 16200.0

675.0 1350.0  2025.0  2700.0 3375.0  4050.0
33175.0 6750.0 10125.0 13500.0 16875.0 20250.0

-4140.0 -4672.0 -3876.2 -2392.0 3790.0  6952.7

1991 1992 1993 1994
0.0 0.0 0.0 0.0
127.3 1327 0.4 147.4
15147.0 17118.0 19089.0 21060.0
13797.0 15768.0 17739.0 19710.0
1350.0  1350.0  1350.0  1350.0
15274.3  17251.7 19229.4  21207.4
18900.0 21600.0 24300.0  27000.0
4725.0  5400.0 6075.0  6750.0
6136.5
23625.0 27000.0 30375.0 33750.0
8350.7  9748.3 11145.6 12542.6
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As pointed out earlier, the relationship
Investment/Annual Sales used in the analysis is biased in the sense that no
provision is made for building up sales to maximum productive capacity,
i.e. the analysis assumes that maximum capacity is achieved in the first
year of the investment. Thus, it would be advisable to test the
sensitivity of the IRR to changes in this relationship. For example, if
the relationship is increased from 0.50 to 0.70, the IRR is reduced to
approximately 26%. Thus, the IRR is not very sensitive to changes in the
relationship.

Similar tests were carried out on the relationships
Operating Cost/Sales and Indirect Benefits/Sales. The results snowed that
for every ten points that each of the relationships is changed, the IRR
changes by approximately the same amownt. Fbr example, if indirect
benefits are assumed to be 15% of annual sales, the IRR is reduced to
approximately 20%. Likewise, if indirect costs are increased to 83% of
sales, the IRR falls to approximatelly 20%.

3. Conclusions

A modified version of the economic analysis used in the
original Project Paper shows that investment in the sector is an
economically worthwhile activity, and that the Project Amendment is on
sound economic grouds. It must be kept in mind that the analysis is
generic in the sense that it did not try to incorporate specific estimates
develooed for the Project Amendment on projected investment volumes; the
analysis utilized results to date as one of its bases. Whether those
investment volumes are realized or mot, continued implementation of the
ISRP will make economic sense.

F. Administrative Analysis Update

l. Organization - FUSADES

a. lLegal Status

There is no change in FUSADES' legal status. It is
legally constituted as a nom-profit foundation under Salvadoran law, and it
is also certified as a nom-U.S. PWO by AID. FUSADES has indicated that it
ig investigating the possibility of registering for recognition as a U.S.
Pvo.

b. Financial Status

In 1983, the FUSADES Balance Sheet indicated it had
£528,481 in capitalization (equity) from individuals and firms. By
year-end 1985, contrihutions had increased the capitalization to
£2,346,202. However, because of the devaluation of the coldn from 2.5
colones = 1 dollar to 5.0 colones = 1 dollar, the ability to pay foreign
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exchange costs out of contributions has been substantially reduced.
Nonetheless, the 343% growth of its equity (endowment) in an unstablzs time
is heartening. FUSADES is sending persomnel to the U.S. to study fund
raising techniques in order to more rapidly increase its endowment.

c. Organization

FUSADES' organizaticnal growth reflects the
implementation of AID funded programs for export promotion, asscciation
strengthening, small business support, agricultural diversification amd
water management. These last three programs are just underway and will
gerow in need for management suoport. Given the growth of these orograms,
FUSADES is considering adding the following administrative staff in
1986-1997:

- Executive Assistant to the Office of Planning and Develcoment
- Two additional accounting clerks

- One personnel assistant

- (ne Director of Fund Raising and Communications

One Manager for Public Relations

These six persons would increase the administrative
staff from 17 pversons, including 9 clerical functions, to 23 persons.
FUSADES' organization charts are shown in Annex G.

Not initiallv contemplated by FUSADES, but required for
implementing this Amendment, is the addition of a small investment project
staff to its organization in order to orovide technical support to the
Investment Fund Committee in the latter's responsibilities for the lending
decisions of the Fund. Initially one person is anticipated to he hired for
the investment project unit, with several more persons added as needed.

VII. CONDITIONS, COVENANTS, AND WAIVERS

A. Conditions

A Cooperative Agreement Amendment with FUSADES will incorporate
the folloving conditions under the Agreement's Schedule:

- Prior to any disbursement, or the issuance of any ccmmitment
documents under the Project Agreement with FUSADES, of AID furds
into an Investment Fund for financing investment credit for
industrial export projects, FUSADES snhall, except as A.I.D. may
otherwise agree in writing, furnish in form and substiance
satisfactory to AID:’
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{a) An executed subsidiary agreement entered into by FUSADES and
a recognized U.S. financial institution for the establishment of
an Investment Fund to surport industrial export projects which
specifies, inter alia, the roles armd responsibilities of FUSADES
and the financial instituticn for carrving out the activity in
accordance with the Project Description.

(b) Quantifiable financial targets for the Investment Fund
against which performance of the participating financial
institution and FUSADES r~an be measured over time.

(c) The criteria to be used by FUSADES in determining if an
industrial project qualifies for support from the Investment
Fund. Such criteria will include, but will not necessarily be
limited, to: market orientation, impact on employment, impact
on foreign exchange earnings, importance of the economic
subsector to El Salvador's future development, the project's
ability to service fore.iagn exchange debt, ard the financial
sourddness of the propcsed project.

(d) Documentation establishing an Investment Fund Committee in
FUSADES which specifies in detail the initial camposition of the
Committee, the authorities delegated to the Committee, and the
Cammittee's cperational policies and procedures including
conflict of interest policies and procedures applicable to
Camittee members, which shall not he'modified during the life
of the Project unless AID agrees otherwise in writing.

B. Covenants

1. The covenant set forth in paragraph 3 of the “"AID
Involvement" section of the Schedule will be deleted in its entirety and
substituted with the following provision:

All expenditures by FUSADES for the procurement of goods or
services which are financed under this Agreement will require
the prior approval in writing by the USAID when the estimated
cost of the expenditure exceeds $50,000 unless AID agrees
otherwise in writing. USAID prior written approval of FORTAS
assistance projects arxd of Econcmic Studies expenditures will be
required when the estimated cost of a FORTAS assistance project
or an Economic Studies expenditure exceeds $20,000 unless AID
aqgrees otherwise in writing.

2. Paragraphs 5 axl 6 of the "AID Involvement" sectinn of the
Schedule contain provisions for AID direct disbursement for all foreign
exchange costs of Project-funxded activities. Since FUSADES now has a2
dollar-dencminated account cff-shore, these provisions are no lornger needed
and will thus be deleted in their entirety.

3. The "AID Involvement" section of the Schedule will be
further amended by adding the follcwing provisicns:
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= Prior USAID approval in writing will be required in order for
FUSADES to change the financial institution administering the
Investment Mund during the life of the Project. In the avent
that the financial institution is changed during the life of the
Project, FUSADES shall emgjage another financial institution to
administer the Fund by following the same procedurss as were
carried cut initially to establish the Fund, unless AID agrees
ntherwise in writing.

~ Prior USAID approval in writing will be required in order for
FUSADES to approve: a) total loan funding from the Investment
Fund's grant resources to one project which exceeds $500,000; or
b} total combined loan/equity financing provided by the Fund's
grant resources to one project which exceeds $500,000.

- Prior to cbligation of the second increment of AID funds for
the Investment Fund, an assessment of the Fund's coerational
performance will be undartaken by US\ID and FUSADES with outside
assistance.

= FUSADES covenants to make efforts to expand its endowment base
through fund raising activities other than those which are
derivative of AID financed projects.

C. Waivg_g

Section V.C.3 of this PP Amerdment provides a justification for
a waiver of sourze, origin and mationality requirements for the procurement
of goods and services, other than transportation services, from AID
Geographic Code 000 to Code 899 countries, in a cumulative amount of $5.0
million ($4.7 million for FUSADES ard £0.3 million for the GOES). The
Mission will seek amproval of the waiver with guidance from LAC/GC. If
approved, the respective "Authorized Geographic Code" sections of the
Cooperative Agreement with FUSADES and the Grant Agreement with the GOES

will be amended to incorporate this expanded scurce, origin and nationality
elegibility. ‘



NARRATIVE SUMYARY

LOG PRAME

OBJECTIVELY VERIFIABLE

INDICATOR MEANS QF VERIFICATION

Annex A
Page 1 of 5

ASSUMPTIONS

‘Goal

To accelerate economic
growth and diversify the
the econamy to attain
higher levels of economic
well-being.

Purpose

To stimulate growth in the
nomr-traiitional export
sectors of El Salvador,
rasulting in increased
levels of employmaent,
lnooa2, investment, and
for=ign =2xchange earnings.

1. Increased contributions to 1. Macroeconomic data ard
real GDP growth hy nom-tradi—- statistics.
tional sectors.

2. Increased nonr-traditional
exports to norCAM markets.

3. Increased employment in
export-oriented, nor-tradi-
tional sectors.

Eops

1. An estimated 14,000 -jobs 1, PRIDEX and Investment
will be generated for skilled Fund records, Project
and unskilled workers of reports, evaluations.
export enterprises assisted

by the Project.

1. GOES formuiates and imple—
ments an appropriate policy
environment for export and
investment promotion.

2. Political, econcmic and
social situation of El
Salvador does not deteriorate
further.

l.a. Domestic investment,
complemented by foreign
investment, will play a key
role in the development of

labor intensive export enter-
prises.

1.b. CBI and other incentives
are attractive for stimulating
growth in labor intensive pro—-
duction.



MARRATIVE SUMMARY

OBJECTIVELY VERIFIABLE
INDICATOR

MEANS QF VERIFICATION
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ASSUMPTIONS

2. New jobs created for

2. Project records, reports

skilled and unskilled workers and evaluations.

of export enterprises assist-
ed by the Project will result
in approximately $17.5 million
in wages and salaries annual-
ly by the end of 1989.

3. An estimated $25 million

3. Project records, reports

of new direct investment will and evaluations.

be generated in export enter-
prises assisted by the
Project's PRIDEX and Invest-—
Fund activities.

l.c. Salvadoran management re-
sourcesg are generally adequate
for managing new or expanded
labor intensive enterprises.

2.a. Salvadoran wage rates
remain competitive in the
Caribbean Basin.

2.b. Salvadoran enterprises
are able to successfully
penetrate non-CAMM markets,
keeping production going and
workers employed.

3.a. BI and other incentives
are sufficiently attractive to
stimulate investment, especi-
ally Salvadoran investment, in
El Salvador.

3.b. The GOES maintains mech-
anism for repayment of FX debt
from export sales proceeds
prior to repatriation of FX
earnings to the BCR.
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ASSUMPTIONS

Outgut [

1. Investment Funi dis-
hursements for indus-
trial export projects.

4. An estimated $45 million
in foreign exchange earnings
will be generated by export
enterprises assisted by the
Project's PRIDEX and Invest-
ment Fund activities.

5. FUSADES will be a viable
institution with capabilities
to develop, give direction to
and promote non-traditional
export activity by private
enterprises for non—CAM
markets.

1. End of year projections -

Year: 87 88 89
Loans 2.5 4.0 6.5

Equity 0.5 1.0 0.5

4. Project records, reports
and evaluations.

5. Project reports, audits,
and evaluations.

1. Trust records, reports
and awdits.

3.c. Sufficient working capi-
tal financing will be avail-
able from other sources
(equity, commercial banks,
and other) to supgort new
investments in El Salvador.

4. There will be no further
changes in GOES policies which
would negatively affect
exporters.

5.a. FUSADES is able to expand
its fundraising activities in
order to strengthen its endow-
ment, thus developing greater
financial viability.

5.b. FUSADES is able to hire
and retain qualified personnel
to meet the managerial and
technical requirements of
Project financed activities.

l.a. Demand for Fund financing
will occur due to CBI cppor-
tunities and unmet demand.
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ASSUMPTIONS

2. Sub-project identifi-
cation, promotion and
development by PRIDEX
(arrangements for or pro-
vision of TA for non—
traditional projects)

2. "Approximate number of
projects identified and
assisted by PRIDEX:

87

88 89

75-100

75-100 75-100

2. Project records, reports
and evaluations.

1.b. Sufficient working
capital financing will be
available from other sources
to support the Fund's long
term position.

l.c. Investors of expor:t pro—-
jects are willing to acoept
the exchange risk on FX
Lorrowings from the Pud,
gince the dollar deht can be
registered with the Central
Bank and earnings from ex-
ports can be used to pay of€
the loans.

1.4. There will be interest
amory off-shore financial
institutions in the admin~
istration of the Fund.

2.a. Qualified and exper-
ienced contractors or con-
sultants will be found to
perform required services.

2.b. FUSADES maintains the
good will of Salvadoran
public and private sectors.
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MEANS OF VERIFICATION ASSUMPTIONS

Trout -

1. AID Grant (Supplement)

Life of Project ($000):

Technical Assistance
Personnel

Equipment & Supplies
Overhcad

Invitational Travel
Program Support (adverti-

sing, publicatinns, semi-

nars, & conferences)
Suh-Total
Invest. Proj. Unit

Investment Fund (lending
capital)

TOTAL AID GRANT {SUPPL)
2. FUSADKS

Sounterpart funds applied
to the Proj. Amendment

TOTAL FUSADES

%

1,461.8
2,206.4
30.0
71.8
221 .0

442.0

4,432.2

567.8

15,000.0

20,000.0

268.0

268.0

1. AID records, Fund reports 1. Incremental AID funds will
and annual independent audit- be available in FYs 87 and 88.
ed statements.

2. FUSADES records and
aixlited annual statements

2, FUSADES will cantinue to
cbtain member contributions.
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5C(2) PROJECT CEEZCKRLIST

Listed below arze statutory
criteria a*olzcab’e to progec.-.
This section is divided into two
parts. >Fart A. includes criteria
aprlicable to all projects. >2ars
B. applies to projects funded
from specific sources only: 3B.1.
applies to all projects funded
with Development Assistance
Funds, 3.2. arpplies to projecks
funded witi Developnent
Assistance loans, and B.32.
gpplies to projects funded from
ESse.

CROSS REFZZEINCZS: IS COUNTRY
CEECXLIST U?
TO DATE? BAS
STANDARD ITZM
CBECRLIST =2z=
REVIEWZD FOR
TEIS PROJEZCT?

A. GENEZRAL CRITIRIA FOR PROJZCT

l. fY 19

ce
.
td

riation
Sec. "34

(a) Describe how a) A Congressional Notification
authorizing and appro~ has been submitted.
priaztions ccocmmittees of

Senate and Zouse have

been or will be not;fled

concerning the oro:ec

(b) is assistance wi! h*n b) Yes.
{Operaticnal Year 3udget)

country or international

organization allocation

reported to Congress (or

not more than $1 nillion

over that amount)?

2. FAM Sec. 611(a)(l). >ricr
to obligation 1n excess
of $100,00, will there ke
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(2) engineering, £inan-
¢ial or other plans
necessary to carrv out
the a2ssistance anéd (b) a
reasonablv firo estimate
of the cost to the U.Ss.
of the assistance?

i
- recipien

PAX Sec. 6§
furcaez le
action is
S
-
is basis for reasonable
expectation that such

-action will be completed
in tinme- to permit orderly
accomplishment of purpose

of the assistance?

FAA Sec. 61ll(b): Pv 1982

Apprcooriation. Act Sec,

201l. 1IZ for water or
wvater-related land
resource construc<ion,
has project met the
stancarcs and criteria as
set forzh in the
Principles and Stancdards
for Planning Water and
Related Land Resocurces,
dated October 25, 18732
(See AID Bandbook 3 for
new guidelines.)

FAA Sec. 6ll(e)., 1I£

project i1s cap:irtal
assistance (e.qg.,
constructzicn), and all
U.S. assistance fer it
will exceed S1 millien,
has Mission Director
certified and Regional
ASssistant ACministrasor
taken into consideration
the country's cacability
effectively to :

and utilize the project?

a) Yes.

b) Yes.

N/A

‘N/A

N/A
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FARA Sec, 209. 1Is project
Susceptliole to execution
as part of regional or
multilateral projecty 3If£
S0, why is project not so
executed? Information
and coaclusion whether
assistance will encourage
regional developnent
prograns,

FAA See. 6021(a).

Infornation and
eonclusions whether
Project will encourage
effcrts of the cocuntry
to: (a) increase the
flow of international
trade; (b) foster private
initiative and
competition; and (¢)
encourage development and
use of cooperatives, and
credit unions, and
savings and loan
associations; (&)
discourage moncpoliski
practices; (e) improve
technical efficiency of
industry, zgriculture ang
commezrce; and (£)
strengthen £ree labor
unions.

FAA Sec. 601(b).

Information and
conclusicns on how
project will encourage
U.S. private %rade and
investment abroad and
encourage private U.S.
participation in fereiga
assistance prograzs
(including use of private
trade channels and the
services .0f U.S. private
entersorise).

Annex B
Page 3 of 9

No.

The Project is designed

to increase the flow of
international trade,

foster private initiative

and campetition, and

improcve the technical efficiency
of industry.

The Project is specifically
designed to stimulate growth
in the non-traditional export
sectors of El Salvador. Trade
and investment prcmotion
services to enterprises in El
Salvador will continue to
amphasize linkages with U.S.
enterprise. Investment credit
will also be made available to
U.S., Salvadoran or other
country investors looking

for industrial opportunities in
El Salvador.

GV
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8. FAA Sec. 612(b), €36(h); The Project will primarily fund

10.

11.

112,

i3.

PY 1982 AvmroeoIlacion

»Cet Sec. 5017. Describe
steps taKken to assure
that, to the maxizunm
extent possible, the
country is contsibuting
local cucrzencies Lo meet
the cost 0of contractual
and othar services, and
foreign currencies owned
by the T.S. are utilized
in lieu of dollars.

FAA Sec. 61l2(d). Does

" the §.S. OWn €XCcess

foreign currency of the
country and, if so, what

'arrangemenhs have been

made for its release?

TAA Sec. 60l(e), Will

‘any commodl

‘The project utiliz

competitive selection
procedures for tae
awarding of contracts,
except where agplicable
procurement rules allow
otherwise?

Y 1082 Aporeonriaticn act
Sec. 5§21, I ass:istance
LS tor the prcéuction of

ty for exporst,
is the commodity likely
to be in surplus on world
markets at the time the
resulting productive
capac;;y becones
operative, and is such
assistance likely to
cause substantial injury
to U.S. procducars of tnhe
same, similar or
competing commodity?

FAA 118¢(c) and (é).
Noes tnae project comply
with the environmental
procedu.es set forth in

AID Regulation 1ls? Toes

foreign exchange costs. Most
requirements for local currency
will be met through the

host country financial sector
or other contributions

by beneficiary enterprises.
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14,

the project or program
take into considezation
the problem of the des-
Sruction of tropical
forests?

FAA 121(d). Zf a Sazhel
Project, nhas a determina-
tion been made that the
bost government has an
adeguate systenm for
acecounting for and
controlling receipt and
expenditure of project
funds (dollars or local
currency generated

N/a

therefron)?

FONDING CRITERIA FOR PROJSECT

x.

Develooment Assistance

Project Cr.ceris

2. FAA Sec. 102(b), 111, N/A
113, 281(a). =xtenc to

which aczavity will (a)
effectively involve the
Poar in development, by
extencing access =zo
economy at local level,
increasine labcr-~inten-
Sive production and the
use of appropriate
technolocy, spreading
investmen:t out fronm
cities to small towns and
rural areas, and insuring
wide participation of the
Poor in the benefits of
development on a sus-
tained basis, using the
appropriate U.S. insti-
tutions; (u) help develop
cooperatives, especially
by technical assistance,
to assist rural and urban
poor to help themselves
toward better life, and

Annex B
Page 5 of 9
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otherwise encourage
democratic private and
local governmental
institutions; (c) support
the self-help efforts of
develo»ing countries; (48)
promote the gparticipation
of wonmen in the national
econonies of develoding
countries and the
inprovement of wcmen's
status; and (e) utilize
and encourage regional
cooperaticn by developing
countries?

b. F2A Sec. 103, 10332,
104, 105, 105. Does the
project it the criteria
for the tyve of funés
{functicnal account)
being used?

€. FTAA Sec. 107. 1Is N/A
emphasis cn use 0f aooro-—
priate technelogy
(relatively smaller,
cost~saving, labor-using
technologies that are
generally most acpro-
priate for the small
farms, small businesses,
and small incames of the
poor)?

d. PAA Sec. ll0(a). Will
the recizient councry N/A
provide a2t least 25% of
the costs of the program,
project, or activitiy

with respect to which the
assistaace is to be
furnished (or is the
latter cost~sharing
reguirenment being waived
for a "relatively least
developecd"® ccuntzy)?
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e. FAA Sec, 110(b), N/A

Will g-ant capizal
assistance be disbursed
for project over more
than 3 years? If so, has
Justification satis-
factory to Concress been
made, and efforts for
other finmancing, or is
the recipient counscy
*relatively least
develcped®? .0, 1222.1
defired a capital projecs
as *the construction’
expansion, eguipping or
alteration of a phvsical
facility or facilities
financed by AID dollar
assistance of not less
than $100,000, including
related advisory,
managerial and training
services, and no: undere
‘taken as part of a .
project c¢f a predom-
inantly technical
assistance character.

£f. FAA Sec. 122(b). Does N/A
the activity give

reasonable promise of

contributing to the

development of economic

resources, or to the

increase of productive

capacities and self-sus-

taining econonmic growth?

g. FAA See. 281(b).

Descride extent to which N/A
program recocnizes the

particular needs,

desires, and capacities

of the people of the

country; utilizes the

country's intellectual

resources %o encourage
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iastitutional development;
and supports civil
education and training in
skills recuired for
effective participation-in
governnental processes

esential to self-goverament.

2. Develconent Assistance Project

Cric

erxa (Loans Onlv)

Qe

FAA Sec., 122(k).

Infcrmation and conclusion
on capaecity of the count:s
to repay the lcan, at a

reasonable rate 0f inkterest

FAA-Sec. 620(8). 1If

assistance is Zor any
productive enterprise which
will compete with U.S.
enterprises, is there an
agreement by. the recivient
country to prevent export
to the U.S. of more than
20% of the enterprise's
annual oroduction during
the life of the loan?

ISDCA of 1981, See. 724

{€) ancé (4). I ZoI
Nicaracue, coes the loan
agreement reguire that the
funds be used to tie
maximum extent possible for
the private sector? Does ,
the project provide fcr
monitoring under 2AA Sec.
624(g)?

~und

3. Economic Suopor
Projectc Criterc:

<
a

.

TAM Sec. S3l(a). Will
thls ass.stance promece
economic or political

N/A

N/A

N/A

Yes.
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stabilisy?

FPAA Section

b. rz2a sec. g2

To the exs
POssible, does it re
the policy Cirecticns of
1022

(¢). Will

@ssistance tnger this
chapter be used fo»

militarv, or Paramilita

activities?

C. PFAXA Sec. 534

operation or

. Will =s?
funds oe tsed to &
the conssruce

fuel for, a nuclear

facility? s

Such use of funds ie
indispensable :o
nonproliferation

objectives?

ad. fAA Sec. 509

. IS

commodities are =o be
granted so that sale

Proceeds will accrue ¢o
¢ country,

the recipien
have Specia:
(countersars

&Zrangements been made?

Acccunt

£lect

d

ion o0f the
ma&intenance
of, or <he supnlying of

1i §c{ Bas the
Presidens certilied thas

No.

lo*

)
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FUSADES cree que la ampliacidn del proyecto en la forma solicitada va a re-
sultar en un fuerte estimulo para las exportaciones de productos industria-
les no tradicionales a paises fuera del drea centroamericana, con los con-
siguientes incrementos en empleo y generacidn de divisas.

Lo aqui expuesto ha sido ampliamente discutido con funcionarios de la misidn
de USAID en El Salvador, quienes conocen a profundidad los razonamientos que
han originado estas ideas, asi como una serie de estudios y documentos de apo-
yo que se han obtenido o elaborado de distintas fuentes; por lo que estamos en
la mejor disposicidn de explicar o proporcionar cualquier ampliacidén que uste-
des requierzn relacionada a esta solicitud.

Agradeciendo la oportunidad que hasta ahora nos han brindado y en espera de
una resolucidn al respecto, se suscribe de Usted,

Muy atentamente,

Roberto H. Murray Meza
Presidente

RMM/JEC/1fm
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EXPLANP/{ORY NOTES ON
FINANCIAL AMALYSIS SUPRORT TARLES

This annex contains eight tables. Table 1 summarizes the FUSADES
conpenent budget expenditures :througn March 31, 1986. Column 1 presents
the original FUSADES bwiget by specific imputs. 7The original budget has
been reprogrammed by approved Project Implementation Letters (PIL's), as
shown in Column 2 of the table. Colums 3~5 reflect the distribution of
ISRP Grant funds within FUSADES activity centers for the 1984-1987
period. Columns 7-10 summarize expenditures recorded by FUSADES for =ach
program corponent through Marca 31, 1985, while Columns 1l1-i4 reflect
unexoended tadget totals available for the April, 1986 ~ Septamber, 1987
period. The table indicates that as of March 31, 1986, FUSADES' actual
expeniitures, on a cash basis, amounted to $2,258,300 or 33% of the
budget.

Table 2 presents total remaining funds available as of March 31, 1985,
and estimated requirements for the remainder of CY 1986. While FUSADES'
projected expenditures reflect a higher level than achieved in the past,
it should be noted that cnly $2.0 miliion would remain to fund 1987
activities.

In a review of the expenditure levels with FUSADES, it was noted that the
Association Strengthening Activities (FORTAS) program and the Economic
Studies Unit (DES) had been planning and budgeting programs in excess of
available funding. FUSADES concurred with the USAID to better focus the
role and program definition of those components. As a result, no new
grant fuds from the PP Amendment for FORTAS or DES are planned in tha
ISRP beyoni the original PACD of September 30, 1987.

Table 3 presents the FUSADES 1987 budget on this basis and reflects a
need for $3,407,000, excluding the Investment Fund and corresponding
costs for investment project analysis. As approximately 32.0 million
will he available under the current Grant funding, a shortfall of $1.4
million remains to be covered. This amount will be reduced by $565,000
to $822,000 if FORTAS and DES are justified under another Coooerative
Agreement separate from ISRP.

Table 4 presents the FUSADES 1988 projected budget rand Table 5 the
projected 1989 budget. These amount to $1,664,000 and $1,945,000,
respectively, again excluding the Investment Fund ani investment project
analysis.

Table 6 distributes the PP Amendment grant funds ($5.0 million for
program and cperating expense support for FUSADES and $15.0 million for
the Investment Fund) by resource use and by year, fully utilizing current
fuling levels. The 1987 funling does not reflect FORTAS or DES
requirements.

A
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A decrease in technical agsistance levels in 1988 and 1989 reflects
FUSADES' plans to incorporate more local Salvadoran personnel in the
PRIDEX program as opnosed to expatriate contractor personnel. Given the
experience gained thus far by FUSADES and its “alvadoran staff in the
implementaticn of this program, this concept appears realistic and
subctantiallv increases PRIDEX local -cormitment.

Table 7 presents the cost estimates of technical services and Table B
presents the estimates of goods which were used to justify a source,
origin and nationality waiver from Code 000 to Code 899.



Original PIL Budget Distribution Expenditures through 3/31/86 Original Funds Available
Line Item Budget Amends. PRIDEX FORTAS  APMIN DES PRIDEX FORTAS ADMIN DES PRIDEX FORTAS ADMIN DES
(1) (2) (3) (4) (5) (6) {7 (8} {9) (10) (11) (12) {13) {14)
/T Technical Assistance 2,485 2,785 2,555 - 230 - 810.1 - - - 1,744.9 - 230.0 -
S/T Technicu' Assistance 1,409 1,394 289 170 - 235 257.0 - 2.7 23.3 732.0 170.0 (2.7) 211.7
Perscnnel 919 1,19 258 156 552 153 180.5 41.5 215.9 133.1 77.5 114.5 336.1 19.9
Equipment & Supplies 200 200 a0 50 30 30 117.5 14.0 52.1 17.0 (27.5) 36.0 (22.1) 13.0
Invitational Travel 337 100 100 - - - 43.2 22.5 2.9 2.3 56.8 (22.5) (2.9) {2.3)
Agsistance to Associations 250 250 - 250 - - - 114.2 - - - 135.8 - -
Program Support 300 232 - - 232 - 30.1 5.4 18.5 19.2 (30.1) (5.4} 213.5 {(19.2)
Overhead 505 464 - - 464 - 58.1 12,2 47.8 16.0 (58.1) (12.2) 416.2 {(16.0)
Contingency 495 356 - - 356 - - - 1.2 - - _ - _354.8 -~
Totnal 6,920 6,900 3,992 626 1,864 418 1,496.5 209.8 341.1 210.9 2,495.5 416.2 1,522.9 207.1
Soucce: Cooperative Agreement, Project Implementation Letters, and FUSADES. 9
?
w
0
> o
& s

TABLE ‘1

FUSADES QOMPONENT BUDGET FOR THE ISRP
(3000° s)

J xauuy



Line Item

L/T Technical Assistance
S/T Technical Assistance
Personnel

Equipiment & Supplies
Invitational Travel
Assistance to Associations
Program Support

Overhead

Cont ingency

Total

Source: FUSADES

TABLE 2

PROJECTED USE OF FUNDS - 1986

(4000' s)
Unexp. Requirements for 4/1/86 - 12/31/86
Balance From FUSADES Annual Plan Funds
3/31/86 PRIDEX FORTAS ADMIN DES Total Available
1,974.9 837.9 - - - 837.9 1,137.0
1,111.0 731.0 - 38.0 80.0 849.0 262.0
548.0 62.6 53.2 234.0 166.6 516.4 31.6
(0.6) 1.8 - 22.6 - 24.4 (25.0)
29,1 33.5 0.0 18.0 6.0 67.5 (38.4)
135.8 - 62.5 - - 62.5 73.3
158.8 105.8 - 19.1 36.0 160.9 (2.1)
329.9 24.4 8.9 21.8 17.6 72.7 257.2
354.8 7.4 1.5 18.0 3.0 29.9 324.9
4,641.7 1,804.4 136.1 371.5 309.2 2,621.2 2,020.5

0T Jo p obeg

a Xouuy



Technical Assistance
Personnel

Equipment and Supplies
Overhead

Invitational Travel

Program Support
A) Advertising & Publications

B) Seminars & Conferences
Assistance to Associations
Contingencies

Suh-Total

Invest. Proj. Unit

Investment Fund
Total-AID

Counterpart Funvis Applied
TOTAL

* ‘Through 9/30/87.
** One-half of 9/30/87 amount.

\/\\

TABLE 3

¢
FUSADES' ISRP BUDGET - 1987

(In $000's)
INVEST.
ADMIN DES * PRIDEX FORTAS #*%* FUND TOTAL
20.0 75.0 1,920.0 - - 2,015.0
3390.0 189.0 110.0 28.0 - 717.0
45,0 7.5 3.7 1.0 - 57.2
37.0 25.0 33.0 5.0 - 160.0
30.0 7.5 53.0 15.0 - 105.5
25.0 34.5 48.0 6.0 - 113.5
2.0 8.5 96.0 8.0 - 114.5
- - - 150.0 - 150.0
. 20.0 3.0 10.0 2.0 - 35.0
569.0 350.0 2,273.7 215.0 - 3,407.7
- - - - 117.8 117.8
- - - - 3,000.0 3,000.0
569.0 350.0 2,273.7 215.0 3,117.8 6,525,5
55.4 4.0 12.0 20,0 - 91.4
624.4 354.0 2,285.7 235.0 3,117.8 6,616.9

0T 30 ¢ obeg

a xsuuy
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TABLE 4
FUSADES' ISRP BUDGET - 1988
(In 3C00's)
INVEST,

ADMIN PRIDEX FUND TOTAL
Technical Assistance 20.0 400.0 - 420.0
Personnel 448.0 360.0 - 808.0
Fquipment and Supplies 16.0 5.0 - 15.0
Overhead 44,0 76.0 - 120.0
Invitational Travel 36.0 64.0 - 100.0

Program Support
A) Advertising & Publications 28.0 56.0 - 84.0
B) Seminars & Conferences 2.0 115.0 - 117.0
Assistance to Associations - - - -
Sub-Total 588.0 1,076.0 - 1,664.0
Invest. Proj. uUnit - - 220.0 220.0
Invest. Fund - - 5,000.0 5,000.0
Total-AID 588.0 1,076.0 5,220.0 6,884.0
Counterpart Funds Apolied 66.0 14.0 - 80.0
TOTAL 654.0 1,090.0 5,220.0 6,964.0




Technical Assistance
Personnel

Equipment and Supplies
Overhead

Invitational Travel

Program Support
A) Advertising & Publications

B) Seminars & Conferences
Assistance to Associations
Sub-Total
Invest. Proj. Unit
Invest. Fund
Total-AID

Counterpart Funds Applied

Anmnex D
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TABLE 5
FUSADES ISRP BUDGET - 1989
(In $000's)
INVEST.
ADMIN PRIDEX FUND TOTAL
20.0 480.0 - 500.0
516.0 414.0 - 930.0
10.0 5.0 - 15.0
51.0 88.0 - 139.0
44.0 77.0 - 121.0
32,0 68.0 - 100.0
3.0 138.0 - 141.0
676.0 1,270.0 - 1,946.0
- - 230.0 230.0
- - 7,000.0 7,000.0
676.0 1,270.0 7,230.0 9,176.0
80.0 17.0 - 97.0
756.0 1,287.0 7,230.0 9,273.0

TOTAL




Line Item

Technical Assistance

Parsonnel

Equipment/Supplies

Overhead

Invitational Travel

Program Support

Cont ingency
Sub-Tuial

Invest. Proj. Unit

Investment Fund

TOTAL: Supplement Funds Allocation

* Excluies FORTAS and DES support.

THBLE 6

SUPPLEMENT FUNDS ALLOCATION

(In $000's)
Funds
Available Contingency 1987 1987 1988 1989 Total
For 1987 Distribution Requirements * Supplement Supplement Supplement Supplement
1,399.0 - 1,940.0 541.0 420.0 500.0 1,461.C
31.6 - 500.0 468.4 808.0 930.0 2,206.4
(25.0) 73.7 48.7 - 15.0 15.0 30.0
257.2 - 70.0 - - 71.8 71.8
(38.4) 121.4 83.0 ~ 100.0 121.0 221.0
71.2 99.8 171.0 - 201.0 241.0 442.0
324.9 _(294.9) 30.0 - - - -
2,020.5 -0 - 2,842.7 1,009.4 1,544.0 1,878.8 4,432.2
117.8 220.0 230.0 567.8
3,000.0 5,000.0 7,000.0 15,000.0
4,127.2 6,764.0 9,108.8 20,000.0

0T 30 8 sbeg

g Xsuury
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TABLE 7
PROJECTED REQUIRBEMENTS FDR PROCUREMENT OF SERVICES
UNDER QODE 899 WAIVER AUTHORITY
(In Us$)
I. FUSADES Camonent
A, PRIDEX
Technical Assist. Person/Days/Yr. Cost/Day  Total 1987-1989
- Short Term 300 350 105,000 315,000
-~ Long Term 200 300 60,000 180,000
B. ADMIN, DES
Technical Assist. Person/Days/Yr. Cost/Day  Total 1987-1989
= Short Term 60 300 18,000 54,000
Sub-Total, FUSADES 549,000
II. G)ES Zomoonent
= Technical Assist. Person/Days/Yr. Cost/Dav Total 1987-1989
= Short Term 150 350 52,500 157,500
- Long Term 200 300 60,000 180,000
Sub-Total, GOES 337,500

TOTAL PROJECTED WAIVER REJUIREMENTS FOR SERVICES 886, 500
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TABLE 8

PROJECTED RECUIREMENTS FOR PROCUREMENT OF GOOLS
UNDER COCE 899 WAIVER AUTHORITY

(In US$00C)

Investment Fund Year 1 Year 2 Year 3 Total

1. Cverall Fauipment Financing
Requirenents

a. Assuming 80% of Investment 2,400 4,000 5,600 12,000
b. Assuming 70% of Investment 2,100 3,500 4,900 10,500

2. Waiver Pequirements Assuming
70% of Investment

a. Assuming 75% of Equipment

from Code 899 or 941 1,575 2,625 3,675 7,875
b. Assuming 50% of Equipment
from Code 899 or 941 1,050 1,750 2,450 5,250 *
* TOTAL PRQJECTED WAIVER REQUIRFMENTS FOR GOODS 5,250

Note: 1In the Credit Demand Analysis, Section VI.C., it was assumed that
80% of the Fund's investments would be for equipment purchases (item 1.a.
above). For purposes of justifving a weiver, a more conservative figure of
70% has been assumed (item l.b.). While 75% of the equipment pur:chases may
be from Gode 899 or 941 sources (item 2.a.), a more conservative figure of
50% has been assumed (item 2.b.) in this analysis. Thus, based on these
assumptions, the projected waiver requirements for 'procurement of goods
during a three-year period total $5,250,000.
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U.S. TEXTILE IMPORT PROGRAM FOR CBI CCUNTRIES

The fiber, textile, and apparel industry is an important sector of tie
U.S. domestic economy, employing about two million pecple (roughly 10% of
the total U.S. manufacturing workforce). According to the Department of
Commerce, domestic textile ard apoarel shipments in 1984 totaled $115
billion, an amcunt equal to 6% of U.S. manufacturing cutput. During the
past two decades, the U.S. textile and apparel industry has faced
increasing foreign competition in the domestic marketplace. The reason
for this is that textile producticn is labor-intensive and requires
ralatively little capital, hence many developing countries establish
textile imdustries durirg the early stages of industrialization. For
these countries, textile and apparel exports are a chief source of
foreign exchange earnings and employment.

The U.S. market is t"e largest in the world. To deal with disruption in
the U.S. market caused by imports, the U.S. has, since 1956, negotiated
textile restraint «jreements both bilaterally and multilaterally. The
U.S. currently is party to bilateral agreements with 36 countries. These
agreements, under the Multifiber Arrangement, which will continue in
force through July 31, 1985, permit the U.S. to rsgulate textile and
apparel imports by providing for consultation levels, growth rates, and
base levels., The U.S. has five bilateral agreements (Costa Rica,
Dominican Republic, Guatemala, Haiti, and Panama) and one consultation
cgreement (Jamaica) with CBI countries. It has no bilateral textile
agreement with EL Salvador at the present.

Under Item 807 of the Tariff Schedules of the U.S., goois assembled
abroad from camponents fabricated in the U.S. may enter the U.S. subject
to import duties which are assessed only on the portion of the articla's
total value that has been added ocutside the United States. Hence, under
807, clothing made from fabric cut in the United States can be made into
garments abroad with duty paid only on the value added outside the U.S.

Textile products were excluded from the tariff reductions of the CBI,
which was approved by the U.S. Congress and became effective on January
1, 1984, Nonetheless, President Reagan had promised to give greater
consideration to the textile imports from CBI countries.

On February 20, 1986 President Reagan announced a new textile initiative
for CBI countries. in March, 1986, a presentation on the new initiative
wasg made in El Salvador by the U.S. Embassy Economic Counselor and the
GOES Minister of Foreign Trade. The Minister reported to the apparel
industrialists attending the presentation on his recent meetings in
Jamaica with U.S. officials on the new program and explained that U.S.
representatives were disposed to make a special effort to assist El
Salvador.
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Under this new program, informally called 807A, CBI countries will have
guaranteed access each year for each category of clothing exported to the
U.S., as well as cther "made-up" textile goods (such as bed linens). In
addition, for clothing made from U.S.-manufactured and U.S.-cut fabrics,
there will be separate, higher guaranteed access levels. After receiving
A statemant of interest from a CBI country, the access levels for
individual apparel products will be set in consultation with
representatives of the beneficiary government. These access levels will
apply to imports in a given year. If the GBI country anticipates that
imports of a specific product will exceed the agreed level for that vear,
it may request an increase. This procedure applies both to the standard
access levels and to those for imports made from U.S.-manufactured and
U.S.-cut material. These apparel into the U.S. will be subject to normal
duty rates on the value-added in the GBI country. Apparel imports that
do not use U.S.-made and U.S.-cut fabric will be subject to the normal
duties on their full value.

The goals of the new 807A program are to assist the CBI countries to
develop their economies by guaranteeing market access for their clothing
exports to the U.S. and to help the U.S. industry by making the highest
levels of access available only to CBI clothing exports made from
material manufactured and cut in the U.S. U.S. clothing manufacturers,
which are already investing in the CBI countries, will have greater
opportunities to do so because of quaranteed access.

g
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FACTORS TO BE PRESENTED TO THE FUSADES INVESTMENT FRTD COMMITTEE
FOR EVALUATION OF PRQJECTS PROPOSED FOR INVESTMENT FUND ASSISTANCE *

1. Brief Description of Project.

2. Soconsorshio, Management and Technical Assistance

a. History and business of sponsors, including financial information.

b. Proposed management arrangements and list of executive management,
with curricula.

c. Descriotion of technical arrangements for know-how and other
external assistance (management, production, marketing finance,
etc.).

3. Market and Sales

a. Basic market orientation: export, local national, local regional.

b. Projected production volume, sales objectives, and market share of
proposed venture,

c. Potential users of products and distribution channels to e used.

d. Present sources of supply for products. Future competition «-.1
possibility that market may be satisfied by substitute products.

e. Tariff protection or import restrictions relating to products, if
applicable.

f. Critical factors that determine market potential.

* It is intended that the Investment Fund deal only with well-conceived
and presented commercial proposals. The information shown here is typical
of that requirei for any commercial project (although it may be altered

slightly). It is drawn from the IFC brochure, "Preliminary Project
Information Required."
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4. Technical Feasibility, Manpower and Raw Material Resources

a. Brief description of manufacturing process.

b. Comments on special technical complexities, needs for know-how and
special skills.

c. Possible sources of equipment supply.

d. Availability of mampower and of infrastructure facilities
(transport and communication, power, water, etc.

e. Sources, costs, and quality of raw material supply and relaticns
with support industries.

f. Prcoposed plant location in relation to suppliers, markets,
infrastructure and manpower.

g. Proposed plant size in comparison with other known plants.

5. Investment Requirements, Project Financing and Return
a. Estimate of total project cost, broken down into land,
construction, installed equipment and working capital, indicating
fgreign exchange component.

b. Proposed financial structure of venture, indicating expected
sources and term of equity and debt financing.

c. Type of financing: loan, equity or both and amount.
d. Information of profitability and return on investment.
e. Critical factors affecting profitability.

6. Government Support and Requlations

a. Specific government incentives and supoort available to project.
b. Expected contribution of project to employment.

7. Time Scale Envisaged for Project Preparation and Comoleticn.
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ATTACHMENT 11

MEMORANDUM

PARA: Personal de FUSADES

OE: Director Ejecutivo

ASINTO: Polftica para evitar Conflicto de Intereses
FECHA: 20 de agosto de 1965

Anexo a la presente encentrarén cepia de la "Politica para evitar Conflicto de Intereses" de "FUSADES
ld cual ha sido recientamenta aprcbada por la Junta Directiva.

El propésito de enviarla es para Que estén perfectamente enterados de sus implicacicres y requlacio-
nes, qQue camprendan propdsitos y sus cbjetivos, y asf se le d& un fiel cutplimiento de parte nuestra

Para fines de archivo y control da esta Direccién, les solicito atentamente me firmen y lleren los
espacios correspondientes cam constancia de lo antericr.

At(?m'awavte.

g
i
—

FIRWA FECHA NOVBRE
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