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I. SUMMARY AND-RECOMMENDATIONS
 

A. 	 Facesheet
 

B. 	 Recommendations
 

This Mission recommends that AID approve the following loan
 
to finance the Private Sector Productivity Project.
 

o AID Loan; 	 $10,000,000
 

Terms: to BANEX -- five percent
 
interest p.a., fifteen year repayment
 
period, including five years grace
 
on amortization; to GOCR (if special
 
"two-step" payment procedure is elected) -
twenty year repayment period including
 
ten years grace on amortization with
 
interest of two percent during the grace
 
period and three percent thereafter.
 

o Borrower contribution: 	 $2,000,000
 

($1.0 million prior to initial
 
disbursement and $1.0 million
 
prior to disbursements in excess
 
of $5,700,000.)
 

o Commercial Co-financing: 	 $10,000,000
 

(Levels tied to the levels of
 
disbursement of AID funds beyond
 
$3,200,000.)
 

o 	 Project Total: $22,000,000
 

(including co-financing)
 

o 	 Disbursement Period: Three years
 

C. 	 Summarv proiect-Description
 

1. 	 Borrower
 

The borrower will be BANCO -AGRO INDUSTRIAL Y DE 
EXPORTATIONES (BANEX) which is incorporated as a prvae bank member 
of the Costa Rican National Banking System (SBN). The BANEX Board 
of Directors and its stockholders include a broad representation of 
prominent Costa Rican industrialists and agriculturalists. Recently 
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established, BANEX is intended to give 
the Costa Rican private

sector, and especially 
its industrial and agricultural exporters, 
a

private bank alternative 
to Costa Rica's state-owned banks, which in
 
recent years have experienced chronic liquidity problems and
 
difficulties in delivering 
a full range of banking services
 

2. Project-Summary
 

The Costa Rican 
economy has been characterized by an

import-substituting manufacturing 
 sector which, protected behind
 
high tariff barriers, has found it 
much more profitable to produce

for the domestic market than for export. The country has had
recurring and ever-larger trade deficits for most of the pastdecade, owing to its rapidly rising bill for oil and other imports
and a dependence on traditional commodity exports for earning

foreign exchange. For Costa Rica 
to achieve steady economic growth
 
once again, structural changes 
must be made in the productive

agricultural and industrial sectors, and 
export diversification must
 
take place in order to increase foreign exchange earnings.
 

The Goal of the Project is to reestablish the dynamic
growth of the Costa Rican 
economy. Expansion of the production and
 
export of nontraditional products the
to world (non-CACM) markets is 

project Sub-goal. The Purpose 
of the project is to establish an

integrated program of credit, export 
oriented bankinig services 
and
 
export management assistance for 
the producers, manufacturers and

brokers of nontraditional 
exports to world markets. Accordingly,
 
the project includes:
 

a. Credit
 

The Costa Rican private sector is currently

suffering from an acute 
credit shortage and liquidity crisis. The
 
balance-of-payments deficits 
over the past several years, combined
 
with a public sector external debt 
of more than $2.2 billion (and a

debt service ratio of 
over 25% of export earnings) have resulted in
 
a low international credit rating. 
 Loans from foreign banks and

suppliers upon 
which the private sector 
once could depend are no

longer generally available. The seriously troubled public 
sector is

absorbing most new domestic 
credit and restricting private sector
 
access to foreign exchange. The credit shortage is 
the principal

obstacle to increasing nontraditional exports to world markets. The

latter, in 
turn, is vital to reestablishing 
Costa Rica's economic
 
growth.
 

The project will make subloans totalling at least

$12 million to producers, manufacturers, and merchants of
nontraditional 
 export products 
 destined for world (non-CACM)

markets. The severity of the 
crisis demands rapid disbursement of
 
credits destined to increase 
 and diversify exports. Subloan

interest rates 
will be at or near market terms. Subloans will be
 
both long-term and short-term, 
with the length of the repayment
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period determined by the use to which the money will be put. 
 These
 
uses will include capital investments in plant and equipment, the
 
purchase of raw materials, and working capital.
 

b. 	 Banking-Services
 

The efficient delivery of export-oriented banking

services is essential for increasing the country's exports. While
 
Costa Rica's state banks currently offer such services with varying

degrees of efficiency, providing 
them 	will be a BANEX speciality.

BANEX will develop an in-house capacity to deliver a full range of
 
export-facilitating banking services which it will offer to project

subborrowers, other clients of the project's trading company(ies),

and other exporters. The success of other project components hinges
 
on the timely, efficient and well-coordinated delivery of these
 
specialized services. Through BANEX and 
its projected international
 
correspondent banking network, these services can be offered in
 
direct coordination with the project's 
credit and trading company
 
activities.
 

c. 	 Export Management
 

The 	establishment of a lasting nontraditional
 
export capability directed to world markets will require, in
 
addition to credit and appropriate banking services, the means by

which the exporting process can be managed. Export management is a
 
highly specialized function which requires skills and experience.

Few Costa Rican producers and manufacturers are also competent

exporters. Even those who successfully produce and sell in domestic
 
or CACM markets are to do so Not
seldom equipped for world markets. 

only is specific expertise needed; exporting to nontraditional
 
markets requires investment in equipment, material, and people.
 

In order to respond to the need for export
 
management expertise, the project will develop within the BANEX
 
structure a comprehensive export management services capability.
 

The project's Export Management Component has
 
been designed to meet several principal objectives:
 

o 	 provide producers and manufacturers with commonly
 
needed, basic export management services;
 

0 	 assist producers and manufacturers of 
nontraditionil export products to establish and 
maintain a pic&.r'tive capability which meets the 
demands of the marketplace; 

o 	 develop broadly based export management expertise
 
among Costa Rican producers, manufacturers and
 
merchants by including them in the export process;
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o make Costa Rican 
 nontraditional 
 products

competitive 
and systematically 
available 
in the
 
world market place; and,
 

provide producers
o and manufacturers 
 of export

products with 
lower cost imported raw materials

and capital goods, supplier financing, and better
 
knowledge of technical options.
 

To achieve 
these objectives BANEX
assistance will use AID
to organize and capitalize a wholly-owned
trading company which 
Costa Rican


will have 
 a U.S.-based purchasing and

marketing subsidiary.
 

While the trading company
become profitable during 
(TRACO) is expected to
the life of the project, BANEX will 
supply
equity capital for its 
initial development and 
for tiie expansion (,f
its operations with part of 
its earnings from the 
sublending program


financed by AID.
 

3. Summary.Findings
 

The project Committee has reviewed
technical, economic, the project for its
social, financial, 
policy, and institutional
 
soundness.
 

We strongly believe 
that this project
solve some of can help to
the fundamental problems which 
currently plague
Costa Rican economy. the

The project's export focus not only
directly with one of deals
the most important underlying obstacles 
to
renewed 
and steady economic growth, 
but also takes advantage of
certain key aspects of the 
present economic situation, such 
as the
favorable exchange rate, low pressure and wages, underutilized plant
capacity, and 
 policy incentives 
 aimed at reducing the
imports and increasing exports. 

cost of
 
It provides 
 an important new
private 
sector channel for attracting international 
commercial
loans, and bank
a way to bring 
in more foreign exchange by stimulating
export 
 sales. Moreover, supporting 
 a risk-taking,
production-oriented 
private bank at this time
which may be 

offers an example
as important as 
the AID money involved. 
 It sends the
correct signals 
about interest rates, export 
diversification 
and
agile credit delivery to both 
 the public 
 and private sectors.
Finally, the project supports 
an institutionally important, socially
beneficial, 
and hopefully profitable initiative 
by members of the
Costa Rican private sector 
as part 
of their efforts 
to help resolve
the economic and institutional problems 
that their country faces.
 

The Mission Project 
Committee 
has reviewed
structure BANEX's
and organization; 
 staffing and management; lending
regulations 
 and procedures; 
 and management information
accounting control and
systems. 
 The Committee 
has concluded 
that BANEX
has the capability to successfully carry out 
and meet the objectives
 



of the AID project and that it will be able 
co lend the amounts
 
planned to eligible sub-borrowers for the uses intended. BANEX will
 
require specialized technical assistance to set up TRACO; 
this has
 
been provided for in the project design and financial plan.
 

Still, BANEX is a new organization which has only

recently begun actual operaticns; many of its systems are still in

the "shake down" stage and others have only been designed and are 
not yet operational; middle level employees have yet to be hired,
and 
several staff members, though able, are inexperienced. It is 
for these reasons that the implementation schedule has been

conservatively designed 
and why the Mission intends to include
 
covenants in the loan agreement which will 
permit us to closely

monitor the development of BANEX's systems and management.
 

4. Project-Issues
 

The issues included in the PID 
DAEC review cable
 
(Annex B, Exhibit 2) have been 
caken into consideration; they are
 
discussed 
in detail in many sections of this Project paper, 
and
 
summarized Delow.
 

a. Strategy
 

The GOCR's new export-oriented strategy and the
 
probability of successful adherance 
to it is discussed in detail in
 
Section 
II.B.2. (The GOCR Response to the Current Macro-Economic
 
Problem and 
its Changed Long-Term Development Strategy), and in
 
Section IV.C. 
(Economic Analysis). The new export-oriented strategy

is the centerpiece of the 
GOCR's three-year Extended Financing

Facility (EFF) and Structural Adjustment Program (SAP) with the
 
International Monetary 
Fund (IMF) and 
is also central to informal
 
discussions 
with other donors, including AID. The GOCR has had

difficulties in adhering 
 to the IMF program in all respects

(especially exchange 
rate policy), principally because the foreign

commercial credit inflow that 
the program anticipated has yet to

materialize. 
 Still, the country is currently meeting all of the
 
program's targets, and 
there are indications already that the GOOR
 
export-led structural adjustment strategy is working!!.
 

Apart from questions of compliance with IMF
 
agreement, the principal 
assurance that the GOCR will 
continue to
 
pursue policies favorable to exporting is that no other 
options

exist. 
 If Costa Rica is to return tr its former level of well-being

and maintain an acceptable economic growth 
rate, the country must
 
increase export earnings.
 

I/ A recent University of 
Coota Rica sample survey of manufacturers
 
found tnat 
although they expected their overall output to drop
 
by 2.7% in 1981, they expected that 10.3% of their output would
 
go to world markets as opposed to 3.4% in 1980.
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b. Co-financing
 

Co-financing is discussed 
in detail in parts of
Section IV.B.I.b. (Financial Plan and Financial Analysis 
Summary).
BANEX plans for incorporating co-financing 
are 	discussed in Section

III.C.l.b. (AID and Related 
Support for and use
BANEX), the 
 of
co-financed funds discussed
is 	 in Section IV.C.2.a.(2), (Subloan
Financing. 
 The 	Detailed Financial Analysis 
(Annex E, Exhibit 1)
compares the projected financial situation of BANEX with and without

to-financing. Finally, 
the 	conditions and covenants 
which relate to
 
co-financing are presented in Section V.F.
 

In summary, co-financing 
is highly desirable for
the 	 project. It not only 
channels more foreign exchange 
from

private sources into the 
economy 
and into BANEX for productive,

export directed investment, but co-financing also increases BANEX's
long-run profitability 
and 	 the size of its lending portfolio.

Furthermore, co-financing enables 
a greater portion of 
the 	AID loan
 
spread 
to be 	invested in export management.
 

Initially, in discussions held with 
both 	BANEX
and 	 USAID officials, 
 U.S. 	 private banks expresaed considerable
 
interest in co-financing. Recently, however, has
it become known
 
tnat the GOCR wants to renegotiate its entire foreign debt, 
and 	in
late 	July the GOCR communicated 
to all its creditors that 
it intends
to 	 uclare a moratorium on the 
 amortization 
of 	 its debt to

commercial banks. This as be
news, might expected, caused the
interest of commercial banks a
in co-financing arrangement to
decrease noticeably. Thus, although BANEX the
and USAID will

continue to 
pursue co-financing possibilities and loan agreement
the 

will contain provisions encouraging co-financing, we also
are forced
to 	 recognize that co-financing may 
 not become available
immediately. Therefore, 
 the 	Financial Analysis and 
the 	overall
project design assumes that 
no co-financing will 
be available during
the 
first year of operation. Subsequent conditions precedent 
are
set 	up so that the disbursement of AID funds 
are 	conditioned at
several points when cumulative draw downs reach certain levels 
($3.2
million, $5.7 million and $8.2 million) unless 
scheduled amounts are

obtained from private 
sources and disbursed.
 

The 	Mission will continue to work closely with
BANEX to secure co-financing. 
 However, should co-financing prove

be unavailable or not 	

to
 
available on reasonable terms, and if the
Mission is convinced that BANEX has used 
its 	best efforts to secure


co-financing, 
then 	the Mission will waive 
or modify the conditions

precedent related 
to co-financing, well the
as as covenant which
stipulates that 60% of the AID-financed subloan portfolio must be 
in

long-term loans, when the AID loan is 
fully 	disbursed.
 

c. 	 Debt-Equity-Ratio
 

Based on 
the 	analysis suggested in the PID review
cable 
of the various options for calculating 
the 	maximun allowable
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debt-equity ratio (See Annex E, Exhibit 1, Table 2 of the Detailed
 
Financial Analysis), the Mission has decided to include the AID loan
 
as debt in the debt-equity ratio and to discard the "foreign bank
 
debt to equity ratio" as a measure. If, however, BANEX is able to
 
atract significant deposits from the public, these would not be
 
counted as debt in the maximum allowable debt-equity ratio.
 

As the PID cable suggested, the Mission has
 
examined debt-equity ratios of other financial institutions,
 
including institutions like BANEX (See Annex I, Exhibit 1, Detailed
 
Financial Analysis). We found the progressive yearly increase of
 
the 	aebt-equity ratio from 6:1 in year one to a maximum of 10:1 by
 
the end of year five to be reasonable, conservative, and sound
 
because it offers an appropriate balance between the competing
 
objectives of leverage and security.
 

d. Gtiarantee
 

Questions related to the GOCR guarantee for the
 
loan are discussed in Section IV.B.l.c. of the Financial Plan. The
 
Mission is convinced that AID could safely make a loan to BANEX
 
without the additional security of a GOCR guarantee because of
 
BANEX's conceptual and institutional soundness; its sustained cash
 
flow (even under the worst case sensitivity analysis assumptions);
 
its low exposure to exchiange risk; and because the large unmet
 
demand for credit will allow it to lend to firms which are excellent
 
credit risks and which produce exportable goods that would enjoy a
 
long-term comparative advantage in world markets. Nevertheless, the
 
Mission does see some value in the additional security that a GOCR
 
guarantee might offer, given the country's climate of economic
 
instability and erratic exchange rate policy,
 

As discussed in detail in Section IV.B.l.c., the
 
Mission and BANEX have exhausted all possible guarantee options that
 
do not require Legislative Assembly approval. Because the AID
 
Mission has received assurances that Legislative Assembly approval
 
can be quickly secured (see San Jose 5048), we have included a GOCR
 
guarantee as a condition precedent in the draft loan authorization.
 
However, should the the GOCR Legislative Assembly fail to quickly
 
approve a guarantee arrangement, export producers will not get the
 
loan funds they need and BANEX may suffer considerable financial
 
harm. The Mission therefore believes that AID/W should consider
 
making the loan to BANEX without a GOCR guarantee. Should
 
legislative approval of the loan guarantee not be obtained within a
 
reasonable timie after the loan is signed (e.g., 90 days) the Mission
 

I/ 	The nationalized banking system is a Costa Rican "sacred cow".
 
Thus a government guarantee to a private bank might produce
 
considerable controversy and debate in the Assembly; consensus
 

on the issue may not be reached quickly.
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proposes following the course of action outlined in Section
 

IV.B.l.c.!/; that is, a Mission review and update on risk factors, 
the formulation of a Mission recommendation to AID/W, and the design 
of alternative risk minimizing mechanisms. In no case would the
 

Mission waive or modify by implementation letter the requirement of
 

a GOCR guarantee without AID/W authorization.
 

e. Legal-Considerations
 

(i) TRACO will be a wholly-owned subsidiary of
 

BANEX, S.A. Details on the legal and financial relationships
 
between these companies are contained in the description of the
 

Export 'Management Component (Section III.C.2.c.), the Institutional
 
Analysis (Section LV.A.I.) and the Detailed Financial Analysis
 

(Annex E, Exhibit 1).
 

(2) A nonsubordination clause which defines
 

AID's priority vis-a-vis other creditors is included in the draft
 
loan authorization as is a negative pledge clause. Costa Rican laws
 

do not appear to favor Costa Rican creditors (except depositors)
 

over foreigners2/.
 

f. Project-Funding
 

The need for grant funding was eliminated by
 

providing for an equity advance to TRACO and by increasing the size
 

of the AID loan from $5.0 to $10.0 million (which increased the
 

amounts generated by the loan apread).
 

g. Sublending-Criteria
 

Section III.C.2.a. (Credit Component), deals with
 

sublending priorities and the characteristics of subborrowers.
 

Specific sublending criteria are spelled out in Section III.C.2.a(3)
 
(Sublending Criteria).
 

1/ A cleaner alternative could be simply substituting the condition
 

precedent covering the guarantee with one requiring the
 
formulation of acceptable alternative risk-minimizing mechanism
 

(discussed in Section IV.b.I.c.); the cost and possible damage
 

which delay in legislative approval will cause must be balanced
 
against the value to AID (and possible co-financiers) of the
 
additional security that a GOCR guarantee might offer.
 

2/ The Mission recommends that GC/LAC advise the RLA to obtain
 
local legal advice on this and other matters, including
 

jurisdiction.
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II. BACKGROUND
 

A. The Project's Macro-Economic Context
 

From 1950 through 1977, Costa Rica appeared to be a
 
model developing country. During this period the real growth of GDP
 
averaged well over 6% p.a., adult literacy reached 90%, health
 
services were widely extended, infant mortality declined sharply, the
 
population growth rate dropped from 3.7% to 2.4%, and income
 
distribution was quite equitable in comparison to most developing
 
countries. At the end of the period, only about a quarter of the
 
population was living in absolute poverty. Moreover, Costa Rica had
 
attained these achievements as a political democracy.
 

Costa Rica is now experiencing its most serious economic
 
crisis in many decades. By 1980, the earlier problem of how to
 
distribute equitably the benefits of economic growth had been replaced
 
by questions of how to equitably share the required economic
 
sacrifice. Real gross national income declined by 2.2% per capita in
 
1978, and by 4.6% in 1979, and undoubtedly declined even more sharply
 
in 1980. The dimensions of the present macro-economic crisis and the
 
inevitability of sharp drops in imports and GDP over the next several
 
years were covered in depth in our FY 83 CDSS. Since that document
 
was written the crisis has become even more acute, As a result the
 
contraction of imports and national production will be even more
 
severe than that which we had anticipated in our CDSS. During 1981, a
 
contraction of imports of 30% to 35% on real terms is taking place,
 
and such a marked contraction in imports will certainly result in a
 
sharply declining GDP--the drop could be as large as 15 percent on a
 

per capita basis, perhaps larger.
 

The value of the colon in dollar terms has dropped from 
almost twelve cents to between four and five cents within an eight 
month period. Given the devaluation of the Costa Rican currency, GNP
 
per capita in dollar terms, which the IBRD estimated at $1,540 in
 
1978, will drop in 1981 to somewhere in the neighborhood of
 
$1,200-$1,300 (See San Jose 1673). The extent of the drop will depend
 

on the internal rate of inflation, which is accelerating sharply now
 
that excess aggregrate demand is not so easily absorbed by imports (in
 
the first five months of 1981, the wholesale price index increased by
 
31.5%).
 

Although the seriousness of the economic adjustment has
 
become evident to most Costa Ricans, because of certain lags its full
 
impact is only now starting to be felt; e.g., in terms of high
 
unemployment, retrenchment of social services, and an annual
 
inflation rate exceeding 80% p.a.. Now, a people with rising material
 
aspirations, fueled by thirty years of a generally improving economic
 
situation, are beginning to feel the full consequences of what a few
 
months ago were only statistics. Faced with a rapidly deteriorating
 



-2

economic situation, Costa Rica's middle class and organized labor has,
 
to date, shown admirable restraint. Demands for wage increases have
 
been 	moderate given the rate of inflation and the incidence of strikes
 
and worker support for them has been low. 
 Since the submission of the
 
PID for this project a small but well-organized and ruthless leftist
 
terrorist group has emerged on the scene. date, its success
To has
 
been limited. It would appear that significant parts of the
 
organization have been discovered and uprooted, in 
large part, because
 
of widespread citizen collaboration with the authorities. Although
 
the emergence of violent indigenous terrorism in democratic Costa Rica
 
has come as a shock to most Costa Ricans and there has been some panic

and capital flight as a result, so far its impact 
on the already
 
precarious economic and social situation has not been comparable to
 
the effect of violence in neighboring countries. Still, Costa Rican
 
traditions of liberal democracy, social dialogue, 
 and lack of
 
political violence are being severely tested.
 

B. 	 Relationship of the Project Rica'sto C-ost-a Develonmet 
Strategy and the CBSS 

1. 	 The Impact -&f Past Costa Ricr Development 
StrategLes 

Our last several CDSS submissions have pointed out
 
that the present macro-economic crisis is not just a passing

phenomenon but rather the logical result 
 of several long-term

tendencies precipitated by an abrupt shift in the terms of trade which
 
began in 1978. The same strategies which Costa Rica pursued
 
successfully in an 
earlier period have left legacies that now stand in
 
the way of future development; agricultural and livestock production
 
,as expanded by bringing new lands into local
production, and 

manufacturing efforts, first directed at the domestic market and later
 
to the Central American Common Market (CACM), were promoted 
to achieve
 
substitution of imported industrial goods. The public sector played
 
a key role through investment in infrastructure and helped assure that
 
the benefits of growth were widely distributed through extensive
 
education, health service 
 and social security systems. Now,

land-extensive agricultural development is checked because there 
is
 
not much unexploited land suitable for agriculture left. Import
 
substitution has ceased to be a viable growth strategy, and 
a public
 
sector living beyond 
its means has become a destabilizing force. In
 
relation to the project both the consequences of import substitution
 
policies and the role of the public sector merit further discussion.
 

a. 	 TheLegies ofImport Substitution
 

The GOCR import substitution strategy resulted
 
in rapid indusirial growth for a time, with manufacturing as a
 
percentage of GDP increasing from 14% in 1963 to 21% 
 in 1974.
 
However, by the early 1970's the limitations of the strategy for Costa 
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Rica were already becoming apparent; easy import substitution
 
possibilities had been taken advantage of, and 
the CACM p'oved to be a

small, easily saturated and, in some instances, unreliable market.
 
Between 1974 and 1979, manufacturing's share 
of Costa Rica's GDP

increased by only 
1% (te a total of 22%), and in 1979 the 
same
 
percentage (19%) of the country's exports went 
to the CACM as in 1970.
 

Unfortunately, the import substitution
 
strategy produced a set of policies which worked together to create a

distinct anti-export trade environment. Among these policies were 
a
 
high rate of effective protection/, an overvaluea exchange rate,
 
and generally subsidized interest rates.
 

The existence of an anti-export bias was

recognized 
as early as 1973 when a series of export incentives were

adopted to overcome it. The most 
important of these incentives was
 
the CAT, Certificado de Abono Tributario 
 (negotiable tax credit
 
certificates), 
which gave a 15% income tax credit to non-traditional
 
exporters. In spite of 
export incentives, a recent (pre-devaluation)

IBRD study concluded that an anti-export bias existed for all 
products

that were examined. Export activities for these firns and 
products
 
were simply not as piofitable, on the 
average, as producing for the

domestic market because the effective rates of protection far exceeded
 
effective rates of subsidy for exports. 
 The study concluded that for
 
Costa Rican manufactured exports to experience 
rapid growth, the
 
incentive structure had to be changed.
 

High levels of effective industrial
 
protection, an overvalued 
exchange rate, subsidized interest rates,

and other incentives to capital investment 
such as payroll taxes and

rapid depreciation 
schemes have had several consequences for the
 
economny:
 

o 
 They have resulted in an industrial sector that has
 
considerable excess capacity, is more capital

intensive than and import
optimal, more 
 intensive
 
than in 
the past. In 1960-62 raw material imports
 
for industry averaged 11% of industrial output;

that ratio had climbed to 20% in 1975-77. Several
 
studies have shown that 
80-90% of manufacturing
 
plants in Costa Rica work only one shift 
per day.
 
A 1976 OFIPLAN survey found that the of
number 

shifts worked was on the average only 56% of what
 

I/ Nominal protection 
in 1972 ranged from 148% for food products to
 
17% for basic metals. The 1979 average legal 
tariff was recently
 
estimated at 60-70% by the World Bank.
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entrepreneurs thought 
 technically feasible. 
 The
 
principal reason cited was 
the lack of markets for
 
the products. This idle capacity means that the
 
country has the potential to supply many new
 
markets; proper incentives can convert it from
 
waste to resource.
 

o The percentage of imports 
that can be classed as
 
consumer goods dropped 
steadily until, in 1979,

they accounted for only 22% 
 of the total. The
 
balance consisted of raw materials, capital goods,

and petroleum. As a consequence, the prospects for
 
reducing imports 
 without affecting the raw
 
materials and capital goods needed 
for domestic
 
production are slight.
 

o The internal terms of trade 
 did not favor
 
agricultural production, especially 
of non-export
 
crops. As a result, agricultural production has
 
stagnated or declined, especially the production of
 
domestic food crops such as 
corn and beans.
 

b. The Legacies of the Activist Public Sector
 

Uncontrolled 
public sector growth is another
underlying problem of 
the current 
crisis which has a bearing on the
 
proposed project. 
 Public scctor employment increased from 6.2% of the
labor force in 1950 to 16% in 1973 and now stands at 20% of the labor
 
force. During the 1976-1980 period some 37.2% of 
the new jobs created
 
were 
in the public sector, and 
in 1979-80 private employment actually

dropped by 
over 4,000 jobs while public sector employment increased by

almost 10,000 jobs. 
 In recent years, the increase in public sector

spending has greatly exceeded revenue growth 
and thus the public

sector deficit 
has grown rapidly. As a percentage of GDP, this
deficit increased sharply from an average of 6.5% 
in 1976-78, to 10.1%

in 1979 and 12.5% in 1980. The overall deficit of the major

decentralized institutions, whose spending 
was largely beyond central
 
government 
control until the creation of the Budget Authority in

December of 1979, increased from 423 million colons in 1976 
to 2,344
 
million colons in 1980.
 

Although various causes exist for the large
fiscal deficit, including an excessive 
 dependency on regressive

consumption 
taxes and earmarked revenues, the deficits 
of public

enterprises have played a major 
role. One entity merits special
attention: CODESA, 
the National Development Corporation. CODESA 
was
 
originally created in 1973 as 
a mixed ownership finance company for

private sector projects. 
 Because the private sector did not invest in

CODESA, it became almost 
entirely publicly owned. Starting in 1977
 
CODESA assumed major importance by engaging in substantial investment,

mainly as a holding company 
in cotton ginning, aluminum, cement, and
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sugar production, and transport. 
 By the end of 1979 CODESA had full 
or majority control over 13 companies, minority interest in three 
companies, and was involved through lending or guarantee in an

additional 16. 
 Over the last three years CODESA deficits have
 
averaged nearly 20% of 
the entire public sector deficit. Legally,

CODESA has unlimited access to 
Central Bank financing. Between 1977
and 1980 Central 
Bank holdings of CODESA paper increased from some
 
300 million colons to over 
2 billion colons, and during both 1978 and
1979 CODESA alone absorbed fully 
14% of the total credit creation in
 
the country.
 

The large and growing public sector debt, both
internal and 
external, has had serious negative consequences for the

productivity of the private 
sector and for the nationalized banking

system. The private sector's access to credit has taken second place

to the financing of public 
sector deficits internally; and externally,

Costa Rica's lack of dollar reserves has caused a cut-back of even

normal supplier credit to the private sector. The public sector 
is
 
now receiving a larger percentage of new internal credit than the
 
private sector; whereas the public sector received 42% of the new
 
internal credit in (with
created 1977 
 58% going to the private

sector), 
in 1980 the public suztor's share had increased to 62%.
 

TABLE 1
 

Delinquency Rates for Credit Outstanding 
in the National
 
Banking S~stem, September, 1974-1979;%
 

Period-Overdue 
 1974 1975 1976 1977 1978 1979
 

1-90 days 22.2 25.4 28.5 25.0 25.7 31.5
 

91 days-I year 5.5 8.2 
 9.9 11.7 12.8 17.4
 

More than 1 year -3.3 2;6- -3;2- 4.5 7.9 10.6 

TOTAL 31.0 
 36.2 41.6 41.2 46.4 59.5
 

Source: Unpublished records of the Central Bank
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The preemption of banking system credit by the
 

public sector is aggravated by another problem which inhibits new
 

credit supplies to the private sector--the banking system's
 

increasingly serious delinquency rates. As can be seen in Table 1,
 
not only has overall delinquency increased steadily from 1974 to 1979,
 
but delinquencies over 91 days and over one year have also increased
 

significantly as a proportion of the total. This means that the
 
banking system has less money available for new lending. It should be
 

noted that the rates in Table 1 do not refer to renegotiated or
 
"rolled-over" credits. Although we do not have figures on the latter,
 

they are also thought to be high and further limit credit availability
 
for new projects.
 

Two causes appear to underline the increasing
 
liquidity problem of the national banking system, and both are related
 

to political control of the system. First, in the past many loans
 

were made for political reasons rather than on the basis of financial
 
soundness. Because many of these projects have not succeeded,
 

delinquency has increased. Secondly, banks have been hesitant to
 

foreclose on assets and write off losses. A couple of factors are
 
probably at work here. Politically-dominated bank boards of directors
 

appear to be reluctant to close down going businesses and increase
 

unemployment. Furthermore, labor unions are strong in the banking
 
system and the income of bank employees' pension funds is related to
 
bank earnings, even if these are only paper earningsi/. The
 

reduction of paper earnings implicit in massive bad debt write-offs is
 
therefore resisted because it would result in serious labor unrest in
 

a vital sector of the economy.
 

2. The GOGR Response to he Current Macro-Economic 
Uri.sis and Its -Ohanged Long-Term Developent 

Strategy 

The current Costa Rican macro-economic situation
 

results from long-standing trends. To improve it requires structural
 
adjustment above and beyond aggregate demand management. For the past
 
several years the GOCR has attempted, with only partial success, to
 

implement policies intended to correct those basic underlying
 
tendencies. In May of 1981 it negociated an agreement with the
 

International Monetary Fund (IMF) for a three year Extended Financing
 
Facility (EFF) structural adjustment program. The EFF arrangement
 

follows a 1979 "informal" stabilization program and a formal 1980
 

Standby and Stabilization Agreement. Although the GOCR was unable to
 
meet the targets of either of the programs (see FY 82 and FY 83
 
CDSSs), some progress was made on the fiscal front. In addition, the
 

I/ Dividends are actually paid on an accrual accounting basis rather
 

than on the basis of cash income realized.
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Costa Rican public was educated on the problem--making the success of the
 
current EFF more probable--and several key policy reform measures were
 
undertaken. Th.se policy 
reform measures when taken together constitute
 
an important, albeit incomplete, change in the economic environment.
 
These steps, not necessarily in order of importance, were: (1) the,
 
financial reform, (2) the creation of the Budget Authority, and (3) the
 
exchange rate adjustment.
 

The financial reform, begun in 1979, permitted 
domestic interest rates which had previously been highly subsidized to 
rise, reflecting higher external lending rates as well as internal 
inflation. As a result market rates replaced subsidized rates for most
 
commercial bank loans (the unfortunate exceptions were small-farmer and
 
small-industry credit). The positive consequences of the financial
 
reform were that interest rates paid for savings became competitive,
 
non-market (including political) rationing of credit was minimized, more
 
economically rational resource allocation was fostered, and massive
 
outflows of capital due to external-internal interest rate differences
 
were avoided!/, as were exchange controls.
 

The creation of the Budget Authority in December,
 
1979, gave the GOCR Executive an instrument to control spending by the
 
decentralized public sector which makes up of public sector
most 

expenditures. How effective this instrument will 
prove in lessening the
 
public sector deficit still remains to be seen, but until then no
 
instrument of any kind even existed.
 

Finally, the most important change in the economic
 
incentive environment has been the floating --and subsequent de facto
 
devaluation-- of the colon. Since 1950 the country has experienced four
 
devaluations--all, like the present, were brought on by severe balance of
 
payments pressure. However, the present devaluation has been much larger
 
than any of the previous three. The devaluation changes the country's
 
economic structure. It has been trumpeted as an important means to
 
promote exports, and so far it has not been accompanied by exchange
 
controls or other sigaificant import testrictions.
 

The current EFF with the IMF for structural adjustment
 
has the following main features:
 

o the maintenance of a unified rate favorable to exporting;
 

I/ Interest rate differentials appear to have been a major cause of
 
Honduran, Salvadoran and Guatemalan capital outflows during 1979-80.
 



o 	 substantial reductions of the public sector deficit by 
cutting expenditures and a major tax reform (as an 
"interim" measure until the GOCR Legislature can enact the 
tax reform, a series of 5-6% ad valorem export taxes were 
enacted)±/; 

" 	 a pledge to try to get effective protection levels lowered 
significantly within the CACM before the end of the year;
 

" 	 a structural adjustment public investment program which
 
stresses new energy sources, greater agricultural
 
productivity, export-oriented infrastructure development,
 
and 	export promotion activities!/; and
 

o 	 limits on external and internal financing of public sector
 
activities and limits on the overall deficits of the public
 
sector, including public enterprises such as CODESA.
 

If the GOCR can meet the conditions for the EFF,
 
including the unification of the exchange rate and the eliminaLion of the
 
foreign exchange backlog (the so-called presa), and abide by its terms
 
over the next three years, a framework wil have been established for a
 
significant reorientation of the Costa Rican economy.
 

The GOCR met its first quarter (June 30, 1981) targets
 
under the IMF Agreement and considerable discipline, both fiscal and
 
monetary, has been shown. For example, in the first four months of 1981,
 
the deficit of the Central Government totalled 181 million colons,
 
compared to a 697 million colon deficit for the same period in 1980.
 
Similarly, during the first quarter )f 1981, the money supply increased
 
by only 8.5%, compared to wholesale price increases during the same
 
period of 16%.
 

I/ 	This measure can be viewed as a kind of "excess profits tax" on
 
exporters. However, given the massive exchange adjustment, it is not
 
a significant disincentive to exports at this time nor will it become
 
so as long as exchange rate policy remains export-oriented.
 

2/ 	This is the weakest aspect of the program in thac its stress is on
 
the efforts of the public sector, and includes an important role for
 
public enterprise. This emphasis may have been inevitable, given
 
that the program was quickly put together by public employees. Its
 
direction, however, could probably be influenced by the decisions of
 
international donors regarding its funding.
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Despite these efforts, private bank loans were not
 
obtained as anticipated by the EFF agreement. This resulted in serious
 
short-run foreign exchange shortages which drove 
 the dollar up to
 
artificially high levels in the local frce market (to 25-27 colons per
 
dollar), and in the banking system (19:1). These unexpectedly high rates
 
of exchange (the IMF agreement calculations were based on 4 15:1 rate)
 
will make it very difficult for the GOCR to comply with the IMF September
 
30, 1981 targets, mainly because of unanticipated public sector deficits
 
in such entities as the Costa Rican Oil 
Refinery (RLCOPE) and the Costa
 
Rican Electricity Institute (ICE). These entities must service dollar
 
denominated debts, but are unable to pass price increases ranging between
 
100% and 200% on to the consumer, even though in the case of ICE the
 
demand for electricity is highly price inelastic. Dollar debt service
 
represents a large part of ICE's expenses, but the institution will not
 
be able to increase prices - and therefore revenues - enough to match the
 
increase in colon costs caused by the devaluation. As the exchange rate
 
continues to deteriorate, a growing deficit in ICE is almost inevitable,
 
even when electricity rate increases are taken into account.
 

The picture is also clouded by a recent Costa Rican
 
Supreme Court decision which declared the Executive's suspension of the
 
official rate of exchange and the of the colon
float unconstitutional.
 
In addition the Legislature overode an Executive veto of a measure which
 
in effect freezes petroleum fuel prices for the next three months. The
 
Supreme Court's decision on the exchange rate coupled with a slow
 
response by the Legislature in fixing a new exchange rate has caused
 
havoc within the banking system. The decision could well bankrupt
 
private financieras which used Costa Rican-based companies to "retail"
 
dollar denominated debt to the private sector using foreign bank credit
 
lines.
 

As a partial response to this chaotic situation, the 
GOCR has temporarily suspended the amortization of 4200 - 300 million in 
short-term public debt. In late July a cable to 139 creditors (including 
AID) advising them that an intensive review of the country's public
 
external debt is underway with the assistance of three prestigious
 
investment banking organizations. The government will try to roll over
 
short term debt coming due before September 30, and has advised that
 
temporary delays in debt service payments are likely to continue. The
 
GOCR wil] attempt to pay interest charges on commercial debt and both
 
interest and principal on concessional debt.
 

Needless to say, interest in cofinancing of this
 
project decreased markedly after the international banks received the
 
GOCR cable. As a consequence, we have planned this project so that it
 
would be feasible even if commercial cofinancing were not obtained in the
 
near future. In the Mission's view, the current economic situation makes
 
the rapid approval and implementation of this project even more critical.
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C. Project-Rationale
 

Although solving Costa Rica's long-term macro-economic
 
problems is well 
beyond the scope of the project, it does have
 
significant potential for dealing with many fundamental
the problems

which have contributed 
 to the present situation. Supporting a
 
risk-taking, production-oriented private bank at this time offers 
an
 
example considerably important the money
more than AID involved.
 
Moreover, the project's focus on export promotion takes advantage of the
 
GOCR's new economic policy framework and will contribute to its
 
effectiveness. It provides an important new private sector channel for
 
attracting international commercial bank capital inflows, and a way to
 
bring in more foreign exchange by stimulating export sales. It sends the
 
correct 
signals about interest rates, export diversification and agile

credit delivery to both the public and private sectors. Finally, the
 
project supports an institutionally important, socially beneficial, 
and
 
hopefully profitable initiative by members of the Costa Rican private
 
sector as part of its efforts to help resolve the economic and
 
institutional problems that their country faces.
 

If Costa Rica's levels of imports and GDP are to recover
 
and if a dynamic economic growth process is to be restored, then Costa
 
Rica, a small trade dependent country, must export more. A November 1980
 
IBRD study on Trade-Incentives- end--Exmrt -Diversification indicates that
 
the rate of growth of traditional exports has been much slower than the
 
rate of growth of nontraditional exports, especially nontraditional
 
exports to world markets i.e., non-CACM. urthermore,these products have
 
the greatest export potentiall/. Helping Costa Rica produce and export
 
more of these nont: iditio " products is what thib project is all about.
 

The GOCR has been making a noticeable effort to establish
 
policies which will result 
in a competitive and export-oriented economic
 
structure; this project can contribute much to making production for
 
export feasible and attractive. The stability and future growth of the
 
Costa Rican economy will require 
a major shift from import substitution
 
to production for export; to be successful, this change must begin now.
 

I/ By nontraditional exports are meant all those exports other than 
raw
 
coffee, bananas, beef, unrefined sugar and cocoa. Included in
 
nontraditional exports therefore, as roasted
are, such commodities 

coffee, refined sugar, and processed beef and primary exports such 
as
 
fish and crustaceans, black beans, plantains, 
 and unprocessed
 
vegetables. However, largest by of
the component far nontraditional
 
exports is manufactured exports; in 1976 they constituted 85% of the
 
nontraditional exports.
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Although the changed incentive framework in Costa Rica now
 
favors the exporter, past inertia is not automatically overcome. The
 
proposed project attempts in a systematic way to assist Costa Rican
 
private sector entrepreneurs overcome the constraints 
which continue to
 
exist to nontraditional exporting.
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III. PROJECT DESCRIPTION
 

A. 	 Goali Sub-Goal-an6-Purpose
 

The Costa Rican economy has long been heavily dependent
 
upon international trade. All of the country's productive sectors
 

have developed in response to the availability of foreign markets; and
 

consequently, its economic well-being has been directly linked to
 

these markets. The country's current crisis is a direct result of a
 

serious and growing trade imbalance. Costa Rica's future growth and
 

the well-being of its people depend on its ability to increase
 
exports. The most promising and desirable avenue for increasing and
 

maintaining higher levels of exports is through continued expansion of
 

nontraditional exports. This project, taking advantage of the new
 

Costa Rican incentive structure, proposes to combine tae resources of
 

AID, international commercial banks, and the Costa Rican private
 

sector in a concerted effort to respond to the needs of present and
 

potential private sector producers, manufacturers and brokers of
 
nontraditional exports to world markets.
 

The Goal of this Project is to reestablish the dynamic
 

growth of the Costa Rican economy. Expansion of the production and
 
export of nontraditional products to world (non CACH) markets is the
 

project Sub-goal.
 

The Purpose of the project is to establish an
 

integrated program of credit, export management assistance and export
 
oriented banking services for the producers, manufacturers and brokers
 

of nontradiLional exports to world markets. (A Logical Framework
 

Analysis is attached as Annex B, Exhibit I).
 

B. 	 Project Obectives
 

The principal project objectives (EOPS indicators)
 

reflect the most serious needs of producers and exporters of
 
nontraditional products. These objectives are;
 

1. 	 A credit system making loans at market interest
 
rates, with terms and conditions specifically
 
tailored to the needs of eligible producers,
 
manufacturers and brokers of exportable products;
 

2. 	 A privately-operated exporftmanagement organization
 
("Trading Company") through which private sector
 

firms can efficiently carry out the activities
 
associated with exporting;
 

3. 	 Efficiently provided basic eieno-t-o-rientd"banking
 
services; and,
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4. 
 A viable, private banking 
institution 
which offers
an additional 
 private sector 
 alternative 
 for
resolution of Costa Rica's banking problems.
 
C. Detailed-Project Description
 

1. Introduction
 

a. The-Implementing-lnstitution
 

The development
with the objectives set and management of a project
out above requires
environment. the right institutional
It must be housed in an private export bank
private entity. There or similar
are few private financial 
institutions
which to choose in Costa Rica; from
and the need for an 
emphasis 
on exports
further limits the institutional options.

It is the Mission's 
 judgement 
 that the 
 recently
established 
Banco Asro-lndstrial 
y de Exportacionesmost appropriate (BANEX)
Costa is the
Ricaninst 
 n
project. As a private bank whose main focus 

rying out the
 
BANEX makes is on export financing,
a very suitable vehicle for 
the project
its basic requirements. and meets all of
As 
a new institution, BANEX also provides the
growth potential 
 through which the 
 project
additional can facilitate
international private investment in the Costa Rican private
sector and the development 


both
 

of an additional
problems private response
of the country's banking system. 
to the
 

objectives BANEX's institutional
are 
highly compatible with 
those
Institutional of the project.
Analysis section (See the
of this paper for a 
more detailed
description of BANEX).
 

b. AID-and Related Support-forBANEX
 

originally envisioned 
As a strategy for leveraging
three its equity, BANEX
sources
investment banks; purchased 

of money: private commercial or
 
general public); 

funds (time deposits obtained from
and development banks (AID, IBRD, IDB). 
the
 

grew and as prudent banking would 
As BANEX


dictate,
obtaining additional BANEX also envisioned
equity. 
 These sources 
of BANEX lending capital
are discussed below.
 

(1) International-Conmercial 
Banks
 

Originally,
from international BANEX saw
commercial banks as lines of credit

loanable funds. 

being its principal source of
However, given 
the current Costa
has found such Rica situation, it
loans hard 
to come
loan, by. With the prospect
BANEX's attempts to obtain credit of an AID
from international commercial
sources 
have focused 
on 
securing co-financing; 
thus in this context,
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the term co-financing refers to funds obtained 
from foreign private
 
commercial or investment banks accompanying an AID loan.
 

While the project is designed to be

feasible at 
the $12 million level (AID's $10 million plus BANEX's $2
 
million), a major objective of 
this project is to secure private

capital resources which BANEX will 
use to complement AID funds. Thus,

it is planned that the $10 
million AID loan will be matched by $10
 
million of private funds. 
 BANEX will attempt to raise these funds on
 
a term years) fixed
basis (3-5 at rates over LIBOR. At present,

however, the high cost of borrowing at LIBOR, the economic crisis,
 
faced by Costa Rica (including its public debt roll-over), the
 
political problems 
in Costa Rica and neighboring countries, and the
 
very newness of the bank make it 
very hard for BANEX to get such term
 
loans. 
 More likely, and as forecast in the financial anelysis, BANEX
 
will only be able 
to raise short term, one-year loans and lines of
 
credit. (This has been LAAD's experience in its recent loan for
 
agribusiness expansion in the Caribbean.). Given the problems 
which

face COFISA (see San Jose 4831), even 
the availability of short-term
 
lines of credit is questionable at this time.
 

BANEX anticipates co-financed
that funds
would be subloaned principally for short-term working capital.

Prudent banking dictates that 
short-term borrowings be lent out only
 
on terms short or also
as shorter. BANEX anticipates that these
 
shorter-term funds 
could be matched with AID funds on many individual
 
subprojects. If co-financing is obtained, longer-term AID funds would
 
generally be used finance plant, equipment and permanent working

capital needs. Co-financing monies, as available, would be applied

for short-term lending or for subloans not 
meetng AID source and
 
origin requirements. In 
the demand study for this project, a total of
 
over $10.5 million in 28 potential subprojects was identified. Of
 
this total, about 60% was for working capital, the remainder for plant

and equipment. This finding is consistent with other studies which
 
indicate 
that Costa Rican manufacturers are operating at considerably

less than full capacity. Thus, the need for working capital 
at this
 
time is substantial and would represent 
the optimal use of funds.
 
(Should co-financing unavailable, funds
be AID will be more
 
extensively used to 
meet these short-term credit needs and 
 an
 
exception may have made the
to to proposed covenant which requires

that by the end of loan disbursement BANEX must have 60% of 
the AID
 
portfolio in long-term subloans.)
 

A formal co-financing arrangement between

AID and private banks could have several advantages for the project

and for 
 BANEX; (1) it would make more resources available for
 
sub-lending; 
(2) it would enhance BANEX's image with the international
 
banking community; and (3) it may help BANEX get more 
favorable
 
borrowing rates or terms, 
or both. The latter is possible because
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international commercial lenders may 
feel that their investment is
 
more secure in view of the cross-default clause that would exist in
 
the AID Loan Agreement. This clause would provide that a default on

the commercial loan could be considered as a default on the AID loan
 
and vice-a-versa. Co-financier security may also enhanced
be by the
 
exchange of information on BANEX operations between and
AID the
 
co-financiers providing term lending capital. 
 (This would be provided

for in a Memorandum of Understanding which would be signed by AID and
 
the private investor(s)). Similarly, the terms and conditions of the
 
concessional AID loan make it of
a form "psuedo-capital". Moreover,

the substantial cash flow generated from the wide interest rate spread

between the AID loan and the sub-loans also offers a considerable
 
degree of security.
 

The Mission envisions that co-financing

would 
 function as follows. The Loan Agreement will include 

cross-default clause. After the 

a
 
loan is signed, the borrower will try


to get $10 million from foreign commercial sources. Several banks
 
have already expressed interest, and BANEX anticipates that loans in
 
amounts ranging $2 4 million be
from to will forthcoming!/. The
 
GOCR guarantee will 
further enhance the attractiveness of the cross
 
default clause. The co-financing funds, if available, will be lent by

BANEX approximately pr pa with the disbursement of AID funds.
 

(2) Purchased-Putblie-Funds
 

Costa Rican laws permit the establishment

banks. Costa
of private All Rican banks (public and private) are
 

members of the National Banking System (SBN) and are subject to the
 
rights and obligations established in those laws, as well as all
 
Banking regulations issued by 
the Central Bank, including surveillance
 
by its General Audit Office.
 

The main distinctions between a state bank and
 
a private bank are:
 

o A private bank cannot accept sight

deposits from the public. Sight deposits
 
are those with terms oi less than 
30
 
days, such as checking and savings
 
accounts. "Certificates of Investment"
 
(time deposits) at terms of more than 30
 
days may be accepted by a private bank.
 

I/ Since GOCR debt rescheduling efforts have begun, however, 
there
 
has been a noticeable loss of interest 
on the part of these
 
potential lenders.
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o Interest earned from sight 
 or time
 
deposits is tax-exempt if paid by state
 
banks; all interest paid by private banks
 
is subject to taxes.
 

Thus, BANEX's access public monies is
to 

primarily through Certificateu of Investment. £he usual terms are
from 6 to 36 months, in local currency or US dollars. The Central
 
Bank of Costa Rica establishes reserves on these deposits, which range

from 10% for over-30 day deposits in colons, to for
100% local
 
deposits in dollars. The reserve requirement on locally raised dollar
 
deposits makes it impossible to use them as a source of funds.
 

Rates paid for certificates in colons in the
market are 19.5%
from for 6 months 
to 17.5% for over a year. Because
 
of 	the fiscal discrimination against investors who 
receive interest
 
paid by private banks, 
these banks must pay a premium of 1-2% over
 
that paid by state banks for similar deposits.
 

Funds obtained by means of 
these investment
certificates because their and
of terms interest rates, are used
 
mainly for making colon-denominated 
loans for working capital for
 
industry or commerce. Although 
it would have to pay high interest
 
rates for term deposits in colons, BANEX is 
considering entering this
 
market as an additional means of sustaining operations1
 

(3) Bevetopment-Banks:
 

BANEX has made preliminary contacts with
the IBRD, IDB, IFC, and BLADEX (an IFC-supported export bank based inPanama) to determine if they would be interested in loaning money to
BANEX or making an equity investment in the bank. To date only AID 
has agreed in principal to provide support. The IFC has expressed

interest, but is still studying the BANEX proposal.
 

Negotiations are under way with BLADEX, which
 was established by the IFC and various public, 
private and central
 
banks of Central America and the Caribbean to finance the export 
of

agricultural and industrial commodities from the country of origin.
 

I/ 	BANEX is also studying alternate legal means of attracting funds
 
from the public. One such mechanism would be similar to a NOW
 
account combined with "plastic checking" (credit card checking)

which would 
be similar to schemes now available in the United
 
States. At present 
BANEX does not wish, to "push" these ideas too

hard as they would probably involve the use 
of its Panamanian
 
subsidiary and could hurt its credibility as a Costa Rican bank.
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The Central Bank of Costa Rica and Costa Rica's public commercial
 
banks are shareholders in BLADEX, but have not utilized its
 
facilities. BANEX has discussed the possibility of obtaining a line
 
of credit for coffee financing from BLADEX, an arrangement which is
 
likely to require that BANEX become a BLADEX shareholder. BLADEX is
 
currently in the process of drawing up a proposal for consideration by
 
its board and for subsequent presentation to BANEX. These
 
negotiations are likely to continue for the next several months.
 

IDB representatives are considering the
 
possibility of supporting BANEX through the Venezuelan Trust Fund.
 
This support would probably be in the form of equity. It is not
 
likely, however, that BANEX-IDB negotiations will t2 completed soon.
 

(4) Equity-Base 

The minimum lawful capital for a Bank in 
Costa Rica is 5 million colons. As of July 31, 1981 BANEX has 
authorized and paid-in capital totaling 20.7 million colons (worth 
about $1 million at current exchange rates vs about $2.5 million as 
originally planned). 

There are banking measures that establish
 
the ratio of purchased (borrowed) funds that can be obtained for each
 
unit of the Bank's own funds. This measure is known as "leverage" or
 
indebtedness. BANEX plans to balance the use of borrowed or purchased
 
money (maximum leverage) with a capacity to absorb losses out of its
 
equity (to establish a reputation as a financially solid
 
institution). BANEX intends to begin operations at about a 6:1 debt
 
to net worth ratio and slowly increase the ratio to 10:1. Further,
 
should BANEX be able to obtain substantial deposits from the public
 
(which are normally a more stable source of long-term funds than lines
 
of credit from foreign banks), BANEX would consider it feasible and
 
financially prudent to raise the debt to equity ratio. Such a step
 
would require prior AID approval. For comparison, the State-owned
 
banks' indebtedness is about 45:1, that of major local finance
 
companies about 10:1. and international banks have ratios ranging
 
between 15:1 and 20:1, and sometimes higher.
 

An additional factor to be considered in the
 
size of the equity base of any bank is the maximum loan size to any
 
single customer. The National Banking System Law establishes that the
 
maximum loan to any single customer cannot exceed 15% of a lender's
 
equity. This limitation, which can be raised to 25% by special
 
permission of the Central Bank, is a healthly banking policy, and
 
would initially limit BANEX to making loani no larger than $150,000,
 
except with special permission. Obviously, BANEX will attempt to
 
increase its net worth as soon as possible. As a condition to
 
disbursement of AID funds in excess of $5 million, BANEX will be
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required to obtain an additional $1 million of paid-in capital. The 
resulting $2 million total of paid-in capital plus retained earnings 
would allow BANEX to increase its maximun loan size accordingly.
 

2. 	 projeet-Activities
 

a. 	 Credit-Gomponent
 

(1) 	Levels-and-Characteristies-of-Demand
 

Even though actual or potential markets
 
for exist, 


capital 


exports many Costa Rican entreprenuer who could increase 
their production for export lack liquidity, access to credit, or 
both. An actual or potential producer for export may need working 

to make fuller use of existing plant; financing may be needed
 
to buy larger amounts of raw materials, facilities, or to offer
 
supplier credit. In short, financing is usually necessary either to
 
expand production 
 for export or to reorient existing production
 
capability to external 
markets. Public sector absorption of new
 
credit and the lack of liquidity in the national banking system (SBN)
 
are important 
reasons why the private sector cannot get the credit it
 
needs. There are other 
factors, however, which limit private sector
 
liquidity, including some that are inherent 
 in GOCR structural
 
readjustment efforts. Among these causes are:
 

" 	 Foreign lines of credit from bank and suppliers, upon which Costa 
Rican businesses depend to finance raw material imports, are no
 
longer generally available. Terms with foreign creditors are
 
"strictly cash", especially in view of current 
 GOCR debt
 
rescheduling efforts.
 

o 	 The Central Bank measures adopted to settle the foreign exchange

backlog 
(the presa), which was generated between September, 1980
 
and April, 1981, provide for payment of the 
exchange differential
 
(between 8.60 and the market rate on 
day of purchase) to the
 
private 
 sector in negotiable colon and dollar denominated
 
certificates of deposit 
(CDs). Having either paid the exchange

differential in cash o- havi.ng deposited the colon 
equivalent (at
 
8.60) of their foreign exchange obligation, many firms, even
 
exporting firms, have a considerable amount of their cash tied up

in the prep. Further, these CDs constitute a significant portion

of the existing money supply and their marketability both in Costa
 
Rica and abroad is limited not only by the dollar and colon
 
liquidity crises but because of certain legal problems as well.
 

o 	 Credit lines denominated in colons or the firm's equivalent liquid
 
assets in colons which were enough to 
finance a given quantity of
 
raw materials or inventories imported from abroad are no longer
 
adequate at the new exchange rate.
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o 	 Because of the liquidity crisis, firms are attempting to postpone
 
payments to each other. Similarly, imported or domestically made
 
products having a high import content and which are priced at
 
inventory replacement cost are not moving in the Costa Rican
 
market because of buyer resistance to higher prices.
 

Although these factors have a greater
 
effect on the liquidity of firms producing for the domestic market
 
than they have on exporters, few producers sell exclusively to
 
external markets and many potential export producers now produce only
 
for domestic or CACM markets. Thus, most are hurt by cash shortages
 
and the lack of credit in one way or another.
 

In order to develop a more in-depth
 
understanding of the specific problems, the Mission contracted ba
 
Academia de Centro America (headed by Dr. Claudio GonzAlez Vega; see 
Annex C, Exhl-b-ts 4 and 5) to analyze the macro economic aspects of 
credit demand, We also asked them to look at the characteristics of 
the Costa Rican firms that have exported non-traditional products to 
markets outside CACM during the past several years. The Mission also
 
hired GAMCO, Inc., a development consulting firm, (see Annex C,
 
Exhibit 1, 2, & 3) to make a survey of firms which presently export
 
non-traditional products and which were also identified as likely
 
potential sub-borrowers. The findings and conclusions of the Academia
 
and GAMCO, Inc. follow.
 

(a) Levels-of-Demand
 

The recent economic analyses that
 
have been carried out by various international and Costa Rican
 
organizations have invariably focused on the curtailment of credit to
 
the private sector over the past six years. The ectual size of the
 
"credit gap" (unsatisfied credit demand) varies according to the
 
reporting source, but all agree that the gap is considerable. The
 
Academia report estimates that the 1980 private sector credit gap was
 
4.2 billion colons. Of this amount, the report assigns 673 million
 
colons to the agriculture/livestock sector, and 2.2 billion colons to
 
the industrial sector. Using an average exchange rate of 10 eolones
 
per dollar, the dollar equivalent of the 1980 credit gap estimate is
 
430 million dollars for the private sector as a whole. Anticipating a
 
continuation of the current trend of shrinking supplies of new credits
 
to the private sector, the study assumes that credit available for
 
private sector use will not be greater in 1981 than the 7.2 billion
 
colons supplied in 1980. Calculating that in 1981 private sector
 
credit demand will increase by 40% over 1980 (based on the assumption
 
of zero real growth and a 40% rate of inflation!/), the report
 
predicts a 1981 credit demand of approximately 16.1 billion colons.
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This 	would result in a 1981 credit
gap of 8.9 billion colons (over 400 million dollars at the current 22

colons to $1 exchange rate). 
 The Academia report estimates the total
 
1981 credit needs by "productive" sectors as follows:
 

o 	 Livestock and agricultural: 5.2 billion colons, a
 
170% increment over the level of 
 credit made
 
available in 1980.
 

" 	 Industry: billion5.1 colons, representing a 360%
 
increment 
over the level of credit made available
 
in 1980.
 

If 	 credit availability to these
sectors remains constant at the 1980 levels 
(a strong likelihood due
 
to 
the current economic stabilization programs), the 1981 unmet credit
 
demands in these two sectors will reach the following magnitudes:
 

o 	 Livestock and agricultural: 2.2 billion colons
 
(approximately 100 million dollars at present 
the
 
exchange rate of 22:1); and,
 

" 	 Industry: 3.7 billion colons. (Approximately 168 
million dollars). 

Until recent months, part of the
credit gap was being filled by foreign banks and supplier lines of

credit. However, as previously mentioned, the direct foreign lines 
of
 
credit have become extremely scarce.
 

In the survey conducted by GAMCO,
twenty eight firms producing nontraditional export products to world

markets reported 
total credit needs of $11 million over the next
 
eighteen months alone.
 

It 	 is not possible to estimate
accurately the actual number 
of producers of nontraditional products

destined for world markets. The number 
of p:oducers having the

potential for nontraditional export production is, 
of course, even
 more difficult to estimate. 
 The studies contracted by the Mission,

however, provide valuable insights into the credit needs of a
 
. . . .
 . .	 ..........
 

I/ A very conservative estimate, 
given that during the first five

months of 1981 wholesale prices increased 
by 31.5% and inflation

for the full year may well run 60-80%. On the other hand, in real
 
terms, the economy will no 
doubt decline sharply, a factor which
 
will tend to lower credit demand.
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significant sampling of nontraditional export producers. (The
 
Academia study examines data on 163 firms and the GAlICO survey more
 
closely analyzes 28 firms).
 

GAMCO data reveals that $500,000
 
is the most commonly cited loan amount needed. This figure is
 
skewed to the high side, however, since most of the firms
 
interviewed by GAMCO were medium and large-size producers for
 
exports (over 60 employees). There is evidence that firms needing
 
working capital subloans would borrow the maximum amount BANEX could
 
lend, even if it were less than the amount that could be used.
 

The Academia macroeconomic
 
analysis and GAMCO's microeconomic survey"TindLngs both reinforce
 
the following conclusions:
 

o 	 The resources to be made available under the credit
 
component of this project are urgently needed by the
 
producers of nontraditional exports to world markets;
 
and
 

" 	 The credit of the producers will easily support the 
proposed disbursement schedule; 

Thus, given this credit demand,
 
the size of the credit component is only limited by BANEX's
 
absorptive capacity, which in turn depends on the bank's net worth
 
and the skill and experience of its management and staff. However,
 
because the number of sub-loans will probably range only from 80 to
 
100, this Mission believes the projected disbursement schedule to be
 
manageble, and probably conservative.
 

(b) 	Target--Subsectors--and--Activities
 
and-Lending-StrategZ
 

The Economic Analysis Section,
 
largely based on Academia data and GAMCO survey findings, identifies
 
a number of product categories which appear to have the greatest
 
potential as non-traditional exports to world markets. BANEX's
 
lending strategy, especially in investment lending, will emphasize
 
areas in which a long-term comparative advantage appears to exist.
 
Loans could be made to raw material producers, processors, or
 
manufacturers. Financing could be made available to all those
 
involved in any phase of a given production/export activity.
 
Frequently, for example, processors might "retail" credit out to
 
individual small producers with whom they have purchase contracts.
 

The BANEX emphasis on lending to
 
product lines which have a long-term comparative advantage will not
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only help to accomplish the project's sub-goal but will also
 
minimize BANEX's 
exchange credit risk. At present, because of the
 
undervalued 
exchange rate and reduced internal demand, almost
 
anything produced in Costa Rica might be profitably exported. In
 
the intermediate term, however, internal inflation can expected
be 

to equal or surpass the amount of the devaluation, and activ~ties
 
now feasible for export may no longer be 
so. The idea is to utilize
 
present cost advantages to enter export markets which could be held
 
even if internal costs increase, the degree that present

economic parameters such as compar .vely low wage rates may 
not
 
represent long-term tendencies BANEX will have to exercise 
care in
 
its lending, especially its longer-term lending.
 

In addition to products, the GANCO
and Academia studies also identified several services which could be
 
exported and which could be financed by loans from BANEX. One
 
opportunity would be lending to commodity 
exporters and trading

companies; another is in the area of international cargo transport

brokerage. GAMCO's interviews with 
exporters and with officials of
 
the Costa Rican Chamber of Industries indicate that the lack of
 
adequate means for shipping 
to Caribbean markets is considered the
 
second main constraint by half of those interviewed (all firms
 
reported that 
the lack of credit is a major constraint to the
 
expansion of exports). Chamber of industry officials stated that
 
some local entrepreneurs have both the know-how and intention 
to
 
enter the 
cargo 	brokerage business if financing were available. If
 
these investments were to materialize, they would, in effect, open
 
up several new markets located in the Caribbean basin's smallest
 
countries. Moreover, 
 the commercial opportunities which these
 
markets offer match the production capabilities of many medium-size
 
Costa 
 Kican firms. That trading company and cargo brokerage

services are badly needed underscores the importance of the Export

Management Component of the project (TRACO).
 

c. 	 Demand- - Ciimtv-r ris-ts-is- - -Affecting 
oin-Terms-and-Applications-

The GAMCO interviews reveal a much
stronger demand for short-term financing than for medium and
 
long-term financing, by a 2 to I ratio. 
The most commonly expressed

need for short-term financing was to pay for imported 
 raw
 
materials. Working capital uses such 
as payroll, local materials
 
purchase and other operating expenses were also cited.
 

Proposed uses of medium term
subloans (one 
 to five years) included equipment purchases and
 
agricultural investments. Better utilization 
of existing plant

capacity, 
according to several managers interviewed, would also
 
result from medium--Lerm loans for permanent working capital.
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Long-term credit needs (7 to 8

years) consisted mainly of fixed asset acquisition such as land,

buildings and plant equipment. Those who said they needed medium
 
and long-term credit also indicated they would have 
to have one to
 
two year grace periods for loan repayment.
 

(2) Subl'oan-Finaneing
 

The credit available from AID loan
 
funds, possible commercial bank co-financing, and BANEX's own
 
resources will be directed toward export-oriented borrowers at
 
market or near market interest rates. AID loan funds will be
 
utilized mostly for longer-term investments (3-7 years) in
 
subprojects which require plant, equipment, and permanent working

capital: however, subloans will also be made for 
short-term working

capital (less than one year) or export/import credit.
 

Generally, BANEX will attempt to match
 
long-term borrowings (in this case AID funds) or equity monies with
 
long-term investments for plant and equipment and permanent working

capital. Likewise short-term borrowings and lines of credit will be
 
matched with short-term seasonal needs. However, as by
evidenced 

the demand study, many Costa Rican enterprises in the industrial,
 
agricultural, commercial and service sectors already 
serving the
 
export market 
have excess plant capacity. These enterprises could
 
readily increase their export sales if working capital could be
 
increased to pay such costs as raw materials, wages, and
 
transportation. During 
 the three year life of this project,

substantial loan demand is expected to finance both 
short term and
 
permanent working capital. It is clear that private
existing

commercial banks and financieras will not be in a position to supply

the needs. Thus, it is expected that BANEX will utilize both AID
 
funds and its own resources and borrowings (from both possible

co-financing or from the public) for working capital loans.
 
However, in order to stimulate long-tern, investment in
 
export-oriented projects which 
look to the future and do not simply

capitalize on present opportunities, BANEX will limit the short-term
 
(less than one year) application of AID funds and roll-overs to 40%
 
of the AID portfolio by the end of the project.
 

AID funds will be used to promote

the export of nontraditional products to nontraditional (non CACM)

markets. This is not to say, however, that BANEX will not finance
 
traditional exports, particularly coffee. In fact, it is anticipated

that during its first years of operation, coffee financing will
 
represent a substantial portion of BANEX business; 
such traditional
 
export financing, however, will be undertaken with BANEX capital,

purchased money from the public and long 
 and short-term
 
international co-financing.
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Based on the demand study, the
following are characteristics 
of the anticipated subloans from AID
 
provided resources:
 

Maximum Size: 
 15% of BANEX net worth, initially
 
$150,000, or up to $250,000 with Central Bank
 
and AID approval
 

Terms: 
 5 years for plant, equipment and permanent
 
working capital
 
1 year, renewable, short term working capital
 

Interest Rates: 3% over 3-year 
 LIBOR for investment loans
 
(presently 19%)
 
4% over 6 month LIBOR for working capital
 

Grace Period: One year for 
investment loans years
(two under
 
certain exceptions)
 

Use of Funds: Equipment, 
raw material (local and imported), and
 
working capital to produce nontraditional exports
 
for world markets
 

Borrowers: Existing 
small, medium and large enterprises in
 
the industrial, agricultural, commercial 
 and
 
service sectors
 

As can be seen in the Financial
Analysis, the spread that 
will exist between the cost to BANEX
the AID loan and the cost of project loans 
for
 

to sub-borrowers, will
generate considerable 
 income. In addition to defraying
administrative 
costs associated with 
the credit component of the
project, this income allow
will reserves for bad debts to be
maintained, and will pay for 
setting up and carrying out the Export

Management Component of the project.
 

(3) Sublending-eriteria
 

As previously this
noted, project
aimed at expanding is
the production and export of ncntraditional goods
and services to world markets. Within 
this context, BANEX will
select sub-borrowers 
which will enable the project to realize its
 
sub-goal. Thus BANEX loans will:
 

o contribute to the development or improvement of
nontraditional export production and 
marketing systems.

(i.e., bring efficiency lower
and costs to the
 
production--transportation--warehousing__distribut*on 


chain

through which goods and services are marketed for export);
 
and/or,
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o 	 contribute to the overall disversification, export sales,
 
profits 
and market penetration of individual sub-borrowers.
 
(No subprojects will be financed which not
are 

export-oriented, or 
whose sales are less than 50% destined
 
to world (non CACM) markets, or which do not produce

nontraditional products or services.)
 

Specific loan agreement restrictions

will also govern BANEX sublending financed by AID. Unless AID
 
agrees in writing:
 

o 	 subloans i. excess of $250,000 may -,ot be made to a single
 
sub-borrower;
 

o 	 subloans may not be made to businesses as in which any

officer or 
employee of BANEX has controlling financial
 
interest; and
 

" 	 subloans in excess of $500,000 may not be made a singleto 

enterprise.
 

The demand analysis at this time does
not indicate that any subloans would finance 
sugar, citrus or palm

oil 	for export. 
 It is possible, however, that such subprojects

could be identified during the course 
of the loan. If so, they will
 
not be financed with AID funds. Such subprojeccs could, however, be
 
financed with nonproject related BANEX capital or other 
commercial
 
resources.
 

b. Banking-Services-Component
 

(1) 	Introduction
 

The efficient delivery of
export-oriented banking services 
is essential for increasing the
 
country's exports. While Costa Rica's state banks currently offer
 
such services with varying degrees of efficiency, providing them
 
will be a BANEX speciality. 
 EANEX will develop an in-house

capacity to deliver a full range of 
export-facilitating banking

services which it will offer to project sub-borrowers, other clients
 
of the project's trading company(ies), and other exporters. The
 
success 
of other project components hinges on the timely, efficient
 
and well-coordinated delivery 
of these specialized services, which
 
in turn demands having an in-house operation. Through BANEX and its
 
projected international correspondent banking network, these

services can be offered 
in direct coordination with the credit and
 
export management project activities, thus ensuring sensitive
 
attention to the appropriateness of financing methods and terms.
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There will be no cost to the AID
 
project for the delivery of export-oriented banking services. As
 
an export bank, BANEX will assume reponsibility for these services
 
as part of its normal operations. Project clients (sub-borrowers

and trading company clients) will purchase necessary banking
 
services as will other BANEX customers.
 

(2) 	The-Services
 

The spectrum of export-oriented banking
 
services will be wide. They will initially include:
 

o 	 export collection services and bonds to
 
exporters;
 

" 	 currency management: purchasing and selling, 
settling of accounts, and futures (if 
permitted by the Central Bank); 

o 	 all "documentary services" required to
 
facilitate payment from buyer to seller,
 
i.e. the various types of letters of credit,
 
cash payments, including advances, and
 
receipts, open and rotating account
 
management, and consignments;
 

o 	 assistance with and verification of required
 
documentation--e.g. invoices, bills of
 
lading, certificates of insurance, and
 
visas; and
 

o 	 new market development as a function of BANEX
 
relationships with its correspondent foreign
 
banks and their customers.
 

In addition to servicing project clients,
 
BANEX banking services will provide an important source of revenue.
 
The fee structure and margins charged for banking services will vary
 
by type of service and sector.
 

BANEX's ability to capture a portion of
 
the extensive agricultural and industrial market 
for banking services
 
will in part depend on the clientel it acquires through the project's

Credit Component. Along with the subloans for working and 
investment
 
capital will come normal banking relationships between BANEX and its
 
borrowers 
who will also utilize BANEX for these other services.
 
Furthermore, members of the BANEX banking staff, 
technical consultants
 
and trading company staff will be available for a variety of
 
assignments beyond those associated with banking 
 (docunentary)
 
services.
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The original (pre-AID project) BANEX feasibility
 
study, (Annex D, Exhibit 5) projects substantial gross income from
 
service fees: $205,000 in the first year; $244,000 in the second; and
 
$324,000 in the third year of operations. Neither these potential
 
revenues nor their small incremental costs have been included, to keep

the financial projections conservative. The services would, at a
 
minimum, be self-financing in any case.
 

C. Export-Management-Component
 

(1) Background-and-Rationale
 

The establishment of a lasting nontraditional
 
export capability directed to world markets will require, in addition
 
to 	credit and appropriate banking services, the means by which the
 
exporting process can be managed. Export management is a highly
 
specialized function which requires skills and experience. Few Costa
 
Rican producers and manufacturers are also competent exporters. Even
 
those who have successfully sold in domestic or CACM markets are
 
seldom equipped for world markets. Not only is specific expertise

needed; exporting to nontraditional markets demands large investments
 
in equipment, material and people.
 

A precise definition of "export management"

which is specific enough to be meaningful is elusive because the
 
concept covers a broad and diverse set of activities. These include
 
but are not limited to foreign market development, moving papers in
 
bureaucracy, and coordinating physical movement and transfer of goods
 
in a timely and dependable manner. Not limited to selling existing
 
production abroad the concept also encompasses feedback to the
 
production activity about market requirements and ways to increase the
 
profitability of exported goods. For the few products moving in
 
international trade which are essentially undifferentiated and traded
 
on commodity exchanges export management is a straight-forward
 
activity involving such things as knowledge of grades and standards,
 
quality control, paper work, and transportation arrangements. Only
 
for these few products is the process so simple, however. It is
 
especially complex for the small amounts of varied nontraditional
 
products which Costa Rican firms will be able to produce and sell
 
competitively abroad in the long-run!/. Selecting volume
 
production, proper marketing arrangements, and efficient exporting
 
will be required if Costa Rica's nontraditional exports are to enter
 
and 	maintain a significant presence in world markets.
 

1/ 	Given present exchange rates almost anything in Costa Rica could
 
be profitably sold abroad. However, as costs increase internally
 
because of inflation, or if the exchange rate drops, many exports
 
will no longer be competitive.
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Unfortunately, 
 much of the existing
expertise in managing 
traditional exports 
is neither appropriate
nor 
readily adaptable to nontraditional exports. In the main,
traditional export products are largely 
undifferentiated 
and
trade in well organized and long established markets. 
 Their
export management problems therefore
are 
 quite different from

those of nontraditional products.
 

Export management expertise 
 which has
developed in exporting to 
the CACM 
is probably more applicable to
nontraditional exporting. 
 However, 
lessons learned in producing
for and selling to the highly-protected CACM have to 
be modified
for a more competitive market. 
 Among other factors, product
quality standards are likely to 
be higher; a uniform and steady
supply may be 
a more 
important consideration; grades, standards
and consumers tastes 
 will differ, and communication between

buyers and sellers will be more complex.
 

Two factors exist in Costa Rica whichmake efficient export management especially important. 
 The first
is that the most likely nontraditional exporters will not be thelargest firms. 
 A November, 1980 
IBRD study of Costa Rican export
diversification 
 indicates that 
 firms which are presently
exporting nontraditional products 
tend to be intermediate

firms, and that product lines which are 

size
 
the most likely prospects
for export (often those presently enjoying low levels of
effective protection) are also 
dominated 
by firms which tend to
be smaller (the industries are more 
 competitive). Clearly,
developing 
export management capabilities in smaller firms is a
more difficult task than within larger firms because of 
the major


investments in human and material 
resources required.
 

The second factor is that export
procedures are 
 quite complex and the paperwork involved is
burdensome. 
 The exporter has to 
 obtain numerous licenses,
permits, and approvals. Requirements vary depending on the
market (CACM, USA, or other) and on the 
nature of the product. A
recent analysis points out in the
that simplest (nonincentive)
export case, 13 
steps are 
required in four entities; and in the
most complex (nonincentive) 
case 27 steps are required in six
entities. The 
recent elimination of CATs 
and other tax related
export incentives will simplify the 
export process--reporting
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needs will be somewhat reduced.!/ It is also the Mission's
 
understanding that the GOCR is taking certain steps simplify
to 

the paperwork and approvals involved in exporting. Still, it is
 
to be expected that successfull management of export paperwork
 
will continue to be a considerable task. 2/
 

The GOCR has an export promotion agency,

Gentro de Promoci6n de Exportaciones e Inversiones (CENPRO).
 
This agency was established with AID assistance in 1968. CE1PRO
 
is reasonably well run, but as effective as it might be.
 
However, this is more due to overall government policies and lack
 
of resources than to its own particular failing. CENPRO has
 
acquired valuable experience in certain aspects of the work of
 
export promotion. It has an important role to paly as the
 
institutional embodiment of govrernment concern for exporting,

but because it is a public sector institution and subject to
 
myriad of rules and regulations and the cumbersome Central
 
Government budgeting and procurement procedures, its role in
 
export management will, of necessity, be restricted. Clearly,

the GOCR should strenghten CENPRO, as it can do valuable work in
 
general market research, information exchange, and other areas of
 
benefit to exporters. However, the actual delivery of export
 
management services can only be achieved through a carefully
 
developed capability within the ranks of the private producers
 
themselves.
 

(2) BANEX-Export-Management 

In order to respond to the immediate and
long-term needs for the development of export management 
expertise, the project will develop within the BANEX structure a
 
comprehensive export management services capability.
 

The project's Export Mangement Component
has been designed to meet several principal objectives:
 

I/ A caveat is necessary here. The large though temporary
 
increase in export taxes (from 1% to 5-6% in most cases) that
 
accompanied exchange rate adjustment made that tax fiscally
 
important. However, many companies double invoice in order
 
to reduce their export (and other) tax liabilities (as well
 
as to maintain foreign exchange offshore). Thus, increased
 
GOCR controls may well come in this area.
 

2/ It has been reported to the Mission that a recent public
 
sector export shipment of perishables spoiled in port during
 
the ten days that were required for necessary paperwork. (It
 
was shipped anyway).
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o 	 provide producers and manufacturers with
 
commonly needed, export
basic management
 
services;
 

o 
 assist producers and manufacturers of
 
nontraditional export 
 products to establish
 
and maintain a productive capability which
 
meets the demands of the marketplace;
 

" 	 develop broadly based export management
 
expertise 
 among Costa Rican producers,
 
manufacturers and merchants through including
 
them 	in the export process;
 

o 	 establish a strong, systematic Costa Rican non
 
traditional product presence 
 in the world
 
market place; and
 

" 	 Provide producers and manufacturers of export
products with cost rawlower imported 

materials and 
 capital goods, supplier
 
financing, and better knowledge 
of technical
 
options.
 

(a) r anization-and-Functions
 

While the Export Management

Component wil. continue to develop in and formsize over several 
years after the project is started, the full range of services 
to
 
be provided will be available within 
the 	first 18 months of

project 
 operat.ion. Figure 1 illustrates the organizational

structure 
of the BANEX Export Management Componeat at its 18 to
 
24 month stage of development. It is planned that 
the component
 
will include:
 

o 	 a wholly-owned Costa Rican 
based subsidiary
 
Trading Company (TRACO C.R.);
 

" 	 a wholly-owned U.S. based subsidiary trading 
company and purchasing office (TRACO U.S.); 

o 	 at least one partially-owned export company

(EXCO) specializing in a given product line;
 
and
 

o 	 different financial relationships with groups

and individual producers (ranging from equity
 
participation to only paying fees for service).
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As also illustrated in Figure 1,
 
other target market TRACOs will be established once TRACO U.S. is
 
fully operational. Similarly, other one product line EXCOs 
are
 
planned after the first EXCO is in full operation.
 

TRACO will function as the principal

link between Costa Rican producers and their foreign buyers and
 
suppliers, and will offer a comprehensive package of export
 
management and purchasing services. 
 Figure 2 illustrates the
 
range of TRACO services in Costa Rica and abroad.
 

(aa) TRACO-Services-Abroad
 

Through its foreign based
 
subsidiaries !/, TRACO will provide services which will; (1) 
market Costa Rican products ir foreign countries and, (2) assist 
Costa Rican producers in purchasing raw and intermediate 
materials and capital goods from foreign sources at lower cost
 
and under more favorable conditions than at present.
 

Warehousing and financing will
 
constitute major TRACO overseas services. Through the initial
 
U.S. based TRACO, Costa Rican producers will be able to secure
 
financing (the supplier credit cut-back because of "Costa Rican
 
risk" will be overcome) and logistical support for trade with
 
U.S. suppliers and buyers. These services will make it easier to
 
buy raw materials and capital goods in the U.S. in several ways.
 
By warehousing these purchases in 
the U.S. until they are needed
 
in Costa Rica, financing of the materials will be more easily and
 
inexpensively secured. Warehousing facilities in the U.S. will
 
also permit larger bulk purchases. In addition, Costa Rican
 
products being exported can be warehoused and financed in the
 
market country until they reach the end user.
 

Procurement services are also key to
 
the TRACO overseas operations. Using--sabove described
 
warehousing and financing capacity, and taking advantage of its
 
U.S. based status, TRACO will allow Costa Rican producers to
 
obtain their raw materials under the best possible
 
conditions--taking full advantage of domestic prices, prompt
 
payment discounts, competitive pricing capability and other such
 
condition which are rarely available through international
 

I/ New York will be the location of the first TRACO off-shore
 
subsidiary because of; (1) the importance of the 
 U.S.
 
market; (3) its concentration of world-linked trading and
 
financial services; and (4) the location of the World Trade
 
Institute--TRACO's principal technical assistance source.
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purchases. Furthermore, by not 
having to import raw materials
 
until they are actually required, Costa Rican producers 
can
 
better distribute import tax liabilities and other import related
 
costs. TRACO procurement services will 
 range from actual
 
purchasing, 
to TRACO acting as a bidding or confirming agent.

Thus, this service can meet 
the needs of those Costa Rican
 
importers who have their own purchasing capabilities as well as
 
to those who do 
not. Finally, better knowledge about potential

U.S. and other foreign suppliers of raw materials, capital goods,

technologies, foreign government export incentives, and 
financing

will lower costs for Costa Rican producers (thus saving scarce
 
foreign exchange).
 

TRACO provided or facilitated

transportation, insurance, docnmentation, and other logistical

support services 
will also make foreign sales and purchases less
cumbersome. 

Paramount, of course, among the
TRACO overseas services are the Market Liaison (market

development and management) services. These will be provided in
 
two ways: (1) As a back-up, supplemental service to experienced

exporters, 
TRACO can provide market intellingence, research,

transportation logistics, documentation 
 assistance and
 
information, and aid regarding regulations. (2) TRACO will also
 
provide complete export sales assistance to Costa Rican producers
 
having little or no exporting experience.
 

Key to TRACO's foreign based
subsidiary operation is its flexibility. It will be able to gear

its services 
to the needs of almost any actual or potential

nontratidional exporter 
--from the sophisticated to the very
 
inexperienced.
 

(bb) TRAeO-services-in-Costa-Rica
 

The Costa Rica-based TRACO will
provide the same services domestically as those provided by TRACO 
abroad. In addition to warehousing services, which are essential 
to the export process, TRACO (CR) will limk its activities
 
closely 
 to those of the BANEX Banking Services and Credit
 
Components to facilitate 
 export related financing. By

coordinating financing warehousing
with services, TRACO will
 
enable producers to use 
their inventory as loan collateral and
 
reduce risks associated with foreign collections.
 

Particularly unique to TRACO 
 (CR)
operations are its producer liaison and 
investment functions.
 
Because consistency 
 of supply and quality is essential to
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successful exporting, TRACO must assist producers to understand
 
and meet the supply requirements of their markets. This
 
assistance will be provided through coordination of market
 
intelligence with TRACO overseas, through securing required
 
technical assistance for production, processiong and packaging,
 
and through combining of smaller producer's output. TRACO will
 
"lock-in" individual producers and manufacturers through long
 
term contracts which establish TRACO's responsibilities for
 
service and those of the producer regarding joint ventures with
 
individual producers as well.
 

In addition to servicing the needs
 
of individual producers, TRACO will help organize and assist
 
groups of producers with common product lines who are interested
 
in developing their own export management expertise. Such
 
groups, when developed, will serve to decentralize many aspects
 
of export management--especially those aspects which are unique
 
to the individual product lines. Whereas TRACO will focus its
 
attention on providing a broad range export management services,
 
producer groups will concentrate on refining the marketing of
 
their common product lines. Supported by the TRACO system, this
 
concentration should maximize the market penetration of various
 
product lines.
 

To further strengthen the export
 
capabilities of producer groups, TRACO will encourage and assist
 
such groups to form companies for exporting specific products.
 
These companies (EXCOs) will be joint ventures of TRACO and the
 
associated producers. They will initially depend heavily on
 
TRACO management systems; as the EXCOs develop their own
 
expertise, however, they will gradually depend less on TRACO and
 
begin to assume more of the responsibility for their own export
 
marketing. EXCOs are expected to eventaally become centers of
 
specialized exporting knowledge for their own and related
 
products lines. Many of the core management services, however,
 
will continue to be provided by TRACO. To ensure management
 
coordination and growth of expertise during EXCO development,
 
TRACO will maintain strong equity positions in the EXCOs.
 
Additionally, in order to guarantee initial consistency of
 
product quality and supply, the EXCOs may be contractually
 
obliged to export through TRACO for a specific period of time.
 
The contractual relationship between TRACO and the EXCOs will
 
also require that the EXCOs invest in the BANEX system. A
 
negotiated percentage (as small as 0.5%) of EXCO sales will be
 
used to purchase BANEX stock. A similar arrangement may also be
 
made with individual users of TRACO services, involving them more
 
thoroughly in the BANEX/TRACO system, thus broadening BANEX
 
ownership, and enhancing the growth potential of the BANEX-led
 
export drive. Such producer participation will also help provide
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needed additional BANEX capital 
(which could be leveraged) and
 
permit the producers to share in the profits generated by

BANEX/TRACO. If producers for export 
are not "locked-in" to the
 
BANEX/TRACO system, the temptation to abandon it once links to
 
export markets are established will be great.
 

(b) Implementation-Schedule
 

TRACO implementation will begin

with the contracting of the services of the New York based World
 
Trade Institute (WTI)!/ and the hiring of the TRACO (C.R.)

General Manager (Annex G, Exhibit 2 presents the planned TRACC
 
implementation schedule). In addition 
to providing the General
 
Manager with guidance in the development of the TRACO
 
organization, WTI will initially provide the basic exporting and
 
purchasing services which will eventually be more fully developed

and provided by the TRACO organization. WTI will remain under
 
contract to BANEX for least
at two years. This arrangement will 
allow BANEX to offer interim export management services while 
TRACO is in the organizational process. WTI will also be 
responsible for structuring and providing on-the-job training for
 
TRACO staff. The General Manager will, with WTI guidance,
 
organize both the US and Costa Rica TRACO operations.
 

By the beginning of the second year,

TRACO will have its procurement and basic export management

operations in place. It will begin to generate revenues early in
 
year two, and will be fully operational by the end of the year.

The first EXCO, a major milestone in TRACO implementation, is
 
expected to be established and operational by the third quarter
 
of year two.
 

Although additional TRACO
 
subsidiaries in other foreign market 
areas (i.e. Europe, the
 
Caribbean and Latin America and perhaps, eventually, Japan and
 
the Orient) are planned, schedules for their development ha-ie not
 
yet been established. Much 
will depend on the experience of
 
TRACO-U.S. Likewise, TRACO will develop additional EXCO
 

I/ The Draft Loan Authorization includes waiver
a to permit

BANEX to 
use loan funds to contract with WTI on a predominant

capability basis. WTI, an AID/PPC grantee and agency of the
 
Port Authority of New York, has been involved 
in the design

of the Export Management Component of the Project. Is
 
uniquely able to 
 provide BANEX with the U.S. technical
 
assistance services it needs, well as to train BANEX and
as 

TRACO staff in New York and Costa Rica.
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operations based on the experiences gained through the initial
 
EXCO development.
 

(c) 6apitaization; Revenues and Costa
 

(aa) Capitalization
 

The establishment and
 
maintenance of a strong capital base is critical to TRACO's
 
operations. It must quickly develop a credible, broadly based
 
export management capability. It msut be able to negotiate and
 
secure export credit for its U.S. based procurement operation.
 
Analysis of TRACO costs and revenues indicates that it will reach
 
the break-even point during its fourth year of operation. After
 
that point, TRACO will be able to sustain an adequate level of
 
equity through its own profits. Until that point, however,
 
TRACO's equity will come from a series of investments made by
 
BANEX S. A. (Costa Rica)
 

Within the first weeks of
 
project implementation, BANEX S.A. will take a $400,000 equity
 
position in TRACO!/. This amount will be drawn from AID loan
 
funds through a special advance disbursement covenant in the Loan
 
Agreement. BANEX will charge no interest or fees for the advance
 
to TRACO but will eventually receive dividends from TRACO.
 

Additionally, BANEX will invest
 
100% of its income from the spread between the AID loan and its
 
subloans in TRACO during the first three years of BANEX
 
operation. This investment level will be reduced to 50% of
 
yearly earnings beginning in year four, and will continue over
 
the life of the AID Loan to BANEX. This investment schedule will
 
assure that TRACO has sufficient capital during its developmental
 
phases (see Financial Analysis, Annex E).
 

(bb) Revenues
 

TRACO will reach its break-even
 
point during year four of its operation. Sources of TRACO
 
revenue will include income from export management, procurement
 
fees, various service fees and others. For purposes of these
 
projections, only the export management and procurement fees are
 
being considered. Annex E, Exhibit 2 contains a description of
 
the means by which TRACO revenues have been projected.
 

I/ 	This capitalization of TRACO is needed to permit TRACO-U.S.
 
to become a viable credit risk for U.S. suppliers and banks.
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Year-I 
 Year-2 
 Year-3
 

o Export Management $25,000 
 $200,000 
 $525,000
o Procurement $10,000 $ 62,000 $ 90,000
o Other 
 Not-estimated 
 Not-estimated 
 Not-estimated
 

o TOTAL 
 $35,000 
 $262,000 
 $615,000
 

(cc) costs
 

TRACO costs (See Annex
Exhibit 2), based E,
on 
the growth strategy established in the TRACO
schedule for implementation will 
 ttal $338,000, $504,000,
$644,000 and $811,000 in years 
ona through four respectively.
The costs will be related 
primarily to personnel, technical
assistance and other operating expenses. 
Many of the costs which
would ordinarily be associated 
 with the development and
maintenance 
of the U.S. based TRACO operations (e.g. rent 
&
telecomunications) will be absorbed during 
the first two years by
the 
World Trade Institute as a part of its technical assistance
 
contract.
 

As discussed earlier, 
 TRACO
costs will exceed its revenues during first
the three years of
its operation. TRACO 
will be heavily dependent during this
period on investments by BANEX. By year 
four, however, TRACO
will begin to realize a net profit.

to 

While costs can be expected
increase substantially during 
year five and beyond, TRACO
revenues will 
 also increase significantly 
 as it becomes

established in the market place.
 

Costs beyond year four
projected to increase are
primarily as a result of 
inflation. 
 As
additional TRACOs 
are added, their costs 
are estimated 
to be
roughly equivalent to those of 
the US based TRACO, and are so
reflected in the projections.
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IV. 	PROJEGT ANALYSES
 

A. 	 Institttional-Analysis
 

1. 	 BANEX Structure-and-Organization
 

Originally, BANEX was conceived as an alternative
 
credit channel for financing agricultural products for export,
 
especially coffee.l/ It was later decided to expand its concept to
 
include the industrial sector. Consequently, its Board of Directors
 
and shareholders include a broad range of agriculturalists and
 
agro-industrialists. Having obtained an initial capital
 
subscription of approximately $1 million by January, 1981, the
 
founders of BANEX identified the following objectives for their
 
endeavor:
 

o 	 develop an institution through which the private
 
productive sectors of the country can actively
 
participate in the necessary evolution of the banking
 
industry;
 

o 	 respond to the credit and bank services needs of the
 
agricultural and industrial sectors;
 

o 	 establish for the country's productive groups a
 
specialized banking institution knowledgeable in the
 
export promotion field; and,
 

o 	 reduce credit dependency on state banks and a variety
 
of financial intermediaries (The founders of BANEX
 
hoped that by demostrating greater agility and
 
efficiency than the four state-owned banks, with which
 
BANEX will compete, policy and administrative changes
 
to be introduced in the National Banking System over
 
the long run, that will lead to more imaginative and
 
effective delivery of credit to the productive sector).
 

In order to realize these objectives, BANEX was
 
incorporated as a member private bank of the National Banking System
 
with both domestic and offshore (Panama) operations. It is
 

l/ 	Coffee financing in Costa Rica is mainly provided by a handful
 
of coffee exporters who operate using lines of international
 
bank credit (mainly from German banks). Costa Rican coffee
 
producers generally feel that they would be able to get better
 
coffee prices if the financing and buying of coffee were
 
separated.
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necessary for BANEX to have a 	 outside
subsidary Costa Rican
 
jurisdiction in order to carry out 
banking a =ivities that: a) imply
 
a high risk for the bank if carried out under Costa Rican
 
jurisdiction; and b) are not profitable in Costa Rica because of local
 
laws or regulations.
 

Among the activities that are high risk under Costa
 
Rican jurisdiction is 
the making of foreign currency denominated loans
 
between Costa Rican entities. According to a recent Costa 
Rican
 
Supreme Court decision, for example, it is legal for Costa Rican
 
entities to cancel obligations denominated in foreign currencies 
at
 
the official exchange rate of 8.60 
 to $1.001/. Similarly, the
 
possible "plastic checking" scheme, refered to earlier, may only be
 
feasible using the Panamanian subsidiary.
 

BANEX has thus heen structured to provide all services

allowed by Costa Rican law, while 	 risk.
minimizing It is also
 
developing a specialized international business department through

which it is setting up correspondent banking relationships in the
 
U.S., Europe, and Central and South America. Through this department

BANEX will offer its clients 
 a full line of banking services
 
specifically designed finance otherwise
to and facilitate the
 
production, sale and delivery of exports.
 

BANEX officially began its operations on July 1, 1981.
 
While the bank is 
still carryirg out a number of start up activities,
 

1/ 	This decision was one of the principal factors that has led to
 
COFISA's current difficulties (see San Jose 4831). COFISA did not
 
create its Panamanian subsidiary until 1978, and COFISA (C.R.)

still holds about $30.0 million of COFISA's total portfolio ($90.0

million). Exchange loses on the COFISA 
(C.R.) portfolio because
 
of the court decision could be massive and exceed COFISA's net
 
worth. Another, and perhaps more basic, problem was that COFISA
 
lent primarily to importers, many of whom, because of 
the massive
 
colon devaluation 
 (over 200%) are unable to amortize
 
dollar-denominated debt (at least in the 
short-term). Thus, even
 
debtors to COFISA (Panama) are unable to service their debts, 
a
 
factor which has led 
to COFISA's lack of liquidity.
 

BANEX, taking lessons from the COFISA experience, will from the
 
start make dollar loans through its Panamanian subsidiary

primarily to exporters (whose dollar-denominated receipts should
 
allow them to 
service dollar debt without difficulty--see Economic
 
Analysis). BANEX colon-denominated loans will be made from its
 
colon-denominated capital and from 
such colons as it is able to
 
obtain 
 from the public through the sale of "investment
 
certificates."
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it is now a fully operational organization. BANEX's negotiations with
 
this Mission as the project was being put together had a significant
 
influence on the bank's structure and the scope of its activities.
 
Figure A illustrates the BANEX structure including its project funded 
export management operations.
 

FIGURE A
 

BANEX STRUCTURE 

BANEX S. A.
 

BANEX PANAMA TRADING COMPANY
 
(TRACO)
 

I _ _ [F 
Future TRACO TRACO
 
TRACOS U.S. C.R.
 

EXCO EXCO
 
No. 1 No. 2
 

The Trading Company (TRACO) is the major variation from 
the original BANEX concept. TRACO, whose functions and organization 
were described in detail earlier, will be founded as soon as possible 
after project signing. At present BANEX-Panama is only a shell
 
company. The heart of BANEX is BANEX, S.A., whose current
 
organizational structure is in illustrated in Figure B.
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FIGURE B
 

ORGANIZATIONAL STRUCTURE OF BANEX S.A;
 

BOARD OF DIRECTORS
 
e Establishes policy External
 
& Provides general guidance Auditors
 

CREDIT COMMITTEE o Approves loans over C500,000
 

(Composition: General
 
Manager, Assistant
 
Manager, two Board 
 Internal
 
Members and a GENERAL MANAGER 
 Auditor
 
Stockholder's * Oversight/management of BANEX
 
representative) 	 and subsidiaries
 

* Approves loans 	 * Management - Board relations
 
under C500,000. 9 Policy enforcement
 

a Business development
 

ASSISTANT MANAGER
 
* 	Daily Bank operations
 

and staff management
 
* 	Relations with other
 

domestic/State banks
 
* 	Marketing
 

INTERNATIONAL
 
ADMINISTRATIVE-MANAGER *CREDIT AND FINANCEMANAGER 
 BUSINESS-MANAGER
 
" Manager Bank * Loan approval processing * Administers International
 

Accounting * Credit Committee Coord. letters of credit
 
" Personnel Manager e Supervision of Loan e Foreign Trade
 
" Purchasing officers 
 currency management
 
" Credit Collections e Loan Portfolio Supervision 9 Foreign Currency
 

management 
 exchange mauagement
 

o 	Foreign collections and
 
transfers
 

*NOTE. Credit and Finance Management will be performed by the Assistant
 
Manager until growth justifies the additional employee.
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2. 	 BANEX Staffing; Managment-and Ownershi
 

BANEX is staffing the organization slowly as business
 
volume grows in order to minimize the portion of the bank's capital

used to cover start-up costs. Still, four of the five managers and
 
the 	Internal Auditor are now place, as are such as
in 	 employees

guards, cashiers, and secretari es. For 
the present the Assistant
 
Manager is also performing the functions of the Credit and Finance
 
Manager. It is the Mission's assessment that present BANEX staff
 
forms a nucleous around which a capable full staff can be built in the
 
future. The BANEX Board of Directors is drawn from a good cross
 
section of successful Costa Rican entreprenuers who bring know-ledge

and clout 
to the bank, both of which are needed during the start-up

phase. Similarly, the bank's stock is widely held, and among its
 
owners are a broad range of Costa Rican enterprises, many of which are
 
involved in exporting. Curriculum Vitae of BANEX's principal officers
 
and Board Members are included in Annex D, Exhibit 1, as is a listing
 
of the bank's stockholders.
 

3. 	 BANEX Lending'Regulations and-Procedures
 

The AID Mission has reviewed BANEX's Lending Regulations

and Procedures. These include:
 

o 	 Procedures for Loan Evaluation and Approvals, including

the Regulations for the Analysis and Recommendation of
 
Loans (financial analysis, guarantees, risk analysis
 
conformance with lending policies, other debt).
 

o 	 Required loan documentation
 

o 	 Procedures for Loan Signing and Disbursement
 

0 	 Loan Monitoring and Follow-up Procedures, inluding loan 
aging and credit classification 

o 	 Loan collection and Follow-up procedures.
 

o 	 Norms for credit classification
 

A copy of the Lending Procedures and Regulations is
 
included in Annex D, Exhibit 3. The formal submission of these
 
procedures and regulations by BANEX for AID's review and approval is a
 
coundition precedent to disbursement.
 

4. 	 BANEX Management-and Control Systems
 

BANEX has also submitted to AID its forms, control
 
documents and accounting system nomenclature. These are included in
 
Annex D, Exhibit 4, (in LAC/DR and Mission bulk files).
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5. Conclusions
 

The Mission Project Committee has reviewed BANEX's
 structure and organization; staffing and management, lending

regulations 
and procedures; and management information and accounting

control systems. The Committee has concluded that BANEX has the
capability to successfully carry out and meet the 
objectives of the

AID project. 
 BANEX will require technical assistance to set up TRACO;

this has been provided for in the project design and financial plan.
 

Because BANEX is a new organization and some members of
its staff are still inexperienced, the 
Project Committee recommends

the inclusion 
of both a condition precedent to disbursement and a
covenant regarding AID review of the 
adequacy of BANEX management

staff; both 
are contained in the draft project authorization.
 

B. Financial-Plan and Financial-AnalysisSummary
 

1. Financial-Plan
 

a. Project Resources
 

The project budget 
totals $12.0 million. Of this
amount, $10.0 million will be provided by a 15 year AID loan at 
five
percent p.a., with a five year period.
grace The Borrower, BANEX,

will provide $2.0 
million as follows: (1) its existing paid-in

capital of 20.7 million colons, which at present 
exchange rates
equals approximately $1.0 
million, and (2) an additional amount of

capital, the equivalent of $1.0 million, which would be 
paid-in prior
to AID's disbursement of more 
than $5.0 million. It is conservatively

estimated that the loan will be in
disbursed three years, with

cumulative disbursements of $3.2 million (including a $700,000 equity
investment in TRACO) in year one; $5.7 million in.year two; and 0lf.O
 
million by the end of year three.
 

b. Co-financing
 

Although 
 the project has been designed to be
feasible with only 
the AID and BANEX contributions, it is the clear

intention of both the USAID and the Borrower that BANEX secure private
commercial co-financing in 
the amount of $10.0 million for relending.

To that end, the project loan agreement will include a cross-default

clause as well as provision 
for the exchange of information between
AID and potential cofinanciers. Similarly, the subsequent conditions
 
precedent to disbursement when cumulative totals $3.2
reach million,

$5.7 million, and million
$8.2 require that co-financing funds be

obtained and disbursed!/. Likewise, the covenant which restricts
 

I/ These subsequent conditions precedent included
are because the
 
greater spread 
on the AID loan than that obtained by lending funds

from commercial sources naturally
would encourage BANEX to
 
disburse all of the AID loan first.
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AID-financed sublending 
for short-term purposes 
to 40% of the entire
portfolio also contemplates co-iinancing i/. 
 Unfortunately, since
the recent announcement by the GOCR of a 	 moratorium on its commercial
debt amortization, the 
 interest of many commercial banks inco-financing this project has waned sharply. Thus the project hasbeen 	 designed to be feasible with or without co-fi:ancing because such
funds may not be available immediately 
or may not be available on
 
reasonable terms and conditions.
 

'the 	 Mission will continue to work closely withBANEX to secure co-tinancing. However, 
should co-Linancing prove to
be unavailable or not available on reasonable terms, and if the
Mission is convinced that BANEX has used its best efforts to secure
co-financing, the Mission will 
then 	waive, or modify by implementation

letter, the subsequent conditions precedent in question as well as theconvenant regarding the percentage of AID-financed subleriding which 
must be in loans of longer maturity than one year.
 

c. 	 GOLR Guarantee 

Given the present economic rules of the game inCosta Rica and existing export 	 the
oriented incentive structure,

Mission is convinced that 
this 	project is feasible and that AID could
safely make a loan 	 to BANEX without the additional security of a GOCR 
guarantee. The factors that lead us to this conclusion are mentioned
in various partsof this 	paper and can be summarized as follows: 

o 	 Credit demand; All indications are that the credit
demand for working capital and investment of the 
type this project will provide vastly exceeds the 
amount that can be supplied. Thus BANEX should 
easily be able to lend the amounts contemplated to 
high quality, low clientsrisk whose products could 
have a long-term comparative advantage in world 
markets. The subloan portfolio can probably be

placed much more 
rapidly than our conservative
 
financial analysis indicates (which would result in 
higher profits and greater cash flow than 
indicated).
 

I/ This is because it is assumed that co-financing monies would be
used mainly for working capital, which according to the creditdemand study constitutes about two-thirds of the total credit 
demand. 



o 	 Low exchange. risk. Because subluans would be 
made in dollar )y BANE X's Panamanian subsidiary 
to [Lnance pro(Jiiction or marketing activities 
linked to export markets, the exchange risks are 
low. Only a complete reversal ot the 	 economic 
incentive sLructure or a signi fic ant change in 
foreign cexchamge I iqu idat ion policies could 
seriously increase this 	risk. Given Costa Rica's 
pressing need to increase exports, it is highly
unlikely that any GOCR measures would 
significantly alter the existing export incentive 
policies.
 

o 	 Sustained -cash flow. The 
 Financial 'nalysis,
 
which tollows, indicates that BANEX's cash flow 
would be sufficient to enable the hank to repay 
the 	 AID loan even under the worst foreseeable 
conditions. 

o 	 BANEX soundness; Our examinat 1o. of BANEX's 
proposed lending policies, procedures, criteria, 
control systems, and management. indicates that 
both the BANEX concept and the BANEX institution 
are sound. 

Time reader will note that the foregoing
conclusions are based on the supposition that the present "rules of

the game" will remain in place. Unfortunately, one of 
 the problems

in the current Costa Rican economic situation is that the rules 
 of
 
tue game are constantly in flux. Therefore, and given 
 the fact that
 
the USAID has 
 received assurances that Legislative Assemblyl/
approval of the GOCR guarantee will be quickly lorchcoming (see
Negotiating Status Section), the Mission has included the 
requirement for a GOCR guarantee as a condition precedent to
 
disbursement. Nevertheless, should the political judgement that the 
GOCR Legislative Assembly will quickly ratify the guarantee
arrangement prove to be in error, the Mission believes that AID/W
should give consideration to making the loan to BANEX without a GOCR 
repayment guarantee. Should the Legislative Assembly fail to 

I/ The Mission and BANE'X have exhaus ted all other guarantee 
possibilities. A Central Bank guarantee to a private bank is 
not legal; the maximum alount that the Losta ican Development
Corporation (CODESA) could legally guarantee is $4.2 million;
and the combined capital of all the public commercial banks 
would be insufficient to legally guarant2e tlhe loan. 
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approve the guarantee within a reasonable Lime after the loan is 

signed, (e.g., 90 days), the Mission proposes the following course 
of action:
 

* 	 The Mission would conduct a review which would 
include an updated Financial Analysis, as well as 
a review and update on the exchange rate 
siluation, export proceed liquidation policies, 
Costa Rica's debt service situation, and changes 
in banking laws or policies.
 

* 	 Based upon that review the Mission would make a 
recommendation to AID/W as to the risk involved 
in making the loan without a GOCR guarantee. 

o 	 It the Mission were to recommend proceeding= 
without a GOCR guarantee, alternative risk 
minimnizing mechanisms such as sinking funds would 
be explored!/. 

In 	any case, the Mission would secure AID/W
 

authorization before waiving the 0OCR guarantee requirement. 

d. 	 Special- Repayment -Procedure 

The 	 draft Project Authorization includes, and the 

Loan Agreement would include, a provision which would allow the GOCR 

to use a special repayment procedure (two-step repayment 
procedure). If the GOCK elected to utilize this procedure (and the 

AID Mission agreed), BANEX could repay the GOCR in local currency 
(or dollars if need be) and the GOCK would, in turn, repay AID in 

dollars. The repaym1ient terms to the GOCR would be 2U years with 
interest being two percent (2%) during a ten year grace period and 

three percent (3%) thereafter. Because the terms to the GOCR differ 

from those to BANEX (15 year loan, 5% p.a$., five year grace period) 

I/ 	 One such possibility could be the off-shore sale of dollar bonds 
in amounts equal or close to the outstanding AID Loan balance. 
The proceeds of the bond sales would be held in an interest 

bearing escrow account in a U.S. financial institution, the 

ownership of which would revert to AID in case of BANEX 
default. There would ol course oc a cost of this to BANEX and 

the project. One way to defray this cost and maintain the 
integrity ot the project design would be to otfer BANEX a loan 
with a lower interest rate and a longer repayment period. 
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a significant stream of local currency would be generated/.
 
"Two-stepping" the loan would have the following advantages:
 

o 	 The general AID policy of lending to private
 
borrowers on harder terms would not hurt Costa
 
Rica as a country; Costa Rica would still get AID
 
funds on the most concessional terms that AID 
currently perwits it to receive. 

o 	 The two-step arrangement could be offered by AID 
as an inducement for the GOCR to guarantee the 
loan (in eLfect, it would be a type of guarantee 
commiss ion). 

o 	 Even if the loan were eventually made without a 
COCR guarantee, the GOCR repayment agreement 
option, if exercized, would provide AID a partial 
guarantee in that the GOCR would be liable to AID 

i [[ f i~i for all payments made into the two-step fund byI&M OEM[ BANEX (but only these payments). The payments 
mmumm J iJf 	 for which the GOCR would be liable would include 

the resources generated by the spread between the 
interest rate paid by BANEX and that paid by the 
GUCK, as well as tihe differing amortization
 
periods.
 

2. 	 Financial Analysis Sumnmary 

a. 	 BANEX
 

A detailed financial analysis-- including 
pro-forma balance sheets, profit and loss statements, source and 
application of funds, and cash flow projections-- is contained in 
Annex E, Exhibit 1. 

The principal assumptions underlying that 
analysis are: 

I/ 	 AiD and the COCR would agree on the uses of the (OCK-owned local 
currencies. in Costa Rica, three AID lu.Jns are presently 
"two-stepped" (05, Oiu, 019) and AID exercises a significant 
influence (and has veto power) over the local currency uses. If 
two-step resources were to be generated from this loan, AID 
would attempt to negotiate an earmaking ot these resources for 
export promotion activities or for the support of other USAID 
I r n r 	 i .Jn rio-t-Ii1 -Ir 
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o 	 The $10.0 million AID loan is drawn down 32%
 
in year one, 57% in year two, and fully
 

disbursed by year three.
 

o 	 $10.0 million of co-financing becomes
 
available beginning in year two and is fully
 
disbursed by year four. In year five
 

through fifteen BANEX's total portfolio
 
increases substantially because of
 

commercial borrowing averaging $10.0 million
 
per year. Both co-financing resources and
 

commercial bank borrowings are obtained at
 

1.5% over LIBOR.
 

0 The AID and BANEX equity portfolios are lent
 
out at 3.4% over LIBOR; co-finapced and
 

are lent out at 4.0%
commercial borrowings 

over LIBOR.
 

o 	 BANEX transfers $2.8 million from the AID
 
loan spread to TRACO over the project's
 

fifteen year life.
 

o 	 Fee income increases from $296,000 in year
 

one, to almost $1.4 million in year ten, and
 

reaches almost $3.5 million in year fifteen.
 

o 	 G & A expense drops from 9.8% of the
 

outstanding loan portfolio in year one to
 

4.1% in year two, and remains constant at
 

2.0% of portfolio in years five through
 
fifteen.
 

0 	 The debt-to-equity ratio increases slowly
 
from year one to year seven and remains at
 

about 10 to 1 from then on.
 

The general conclusions of the analysis are:
 

" 	 By year fifteen BANEX will be able to create 

an export financing loan portfolio of $128 
million. 

o 	 BANEX will transfer enough funds to TRACO to
 

have established four trading companies by
 

year fifteen.
 

o 	 BANEX's a rate of return on investment will
 
average 19.1% between years seven and
 

fifteen (the rate or return is higher in
 

earlier years, except for year one).
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Several sensitivity analyses were performed to
 
test key assumptions:
 

o 	 The absence of co-financing or commercial
 
borrowing drastically reduces sublending
 
activities and lowers the rate of return to
 
about 15% in years seven through ten.
 
Still, the bank is able to pay off the AID
 
loan and create several TRACOS.
 

o 	 A dropping LIBOR from 13% in year one to 10% 
in year four decreases net income by some 
40% in years three through seven and by 
lesser amounts later.
 

o 	 In analyzing the adequacy of the bad debt
 
reserve, the 1% bad debt expense (which is
 
conservatively calculated on year-end
 
balances and not on the average portfolio
 
balance during the year) has to be combined
 
with legal reserves which the National
 
Banking Law requires. As a result the total
 
bad debt reserve is equal to 3.6% of
 
outstanding loans by year fifteen, an
 
extremely conservative figure by normal
 
banking standards.
 

In conclusion, the financial analysis of BANEX
 
indicates that it will be able to create a significant export
 
financing portfolio, transfer $2.8 million from the AID loan spread
 
to capitalize TRACOS, and amortize the AID loan.
 

b. 	 TRACO 

Pro-forms projections of TRACO's operations are
 
presented in Annex E, Exhibit 2. These projections indicate that
 
the first TRACO will break even between years three and four and
 
produce a profit in the neighborhood of $300,000 in year five. That
 
profit, together with the anticipated $250,000 of equity investment
 
by BANEX from the AID loan spread in year five, would permit of
 
another TRACO to be set up in that year.
 

C. 	Economic-Analysis/
 

1. 	Areas to-be-Addressed-by-the-Project
 

a. 	The-Balance-of.Payments
 

The need to relieve Costa Rica's very serious
 
balance of payments situation and to help the country diversify its
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sources of foreign exchange constitutes the 	most important argument
in favor of the proposed project. The Central Bank's 
balance of
payments projection, summarized 
in Table 1, shows 
that the overall
balance of payments deficit increased from $41 million in 
1978 to
$82 	million in 1979 
and to $456 million in 1980. 
 The 	actual decline
in net international 
reserves was held down $173
to million in 1980
only due to the accumulation of arrears (i.e. the 
non-payment of
debts) to the tune of $281 
million in 1980. 
 The 	Central Bank very
optimistically projects the balance of payments deficit 
to disappear
in 1981. The authorities hope 
to pay off $96 million in arrears
1981 by means of IMF credits. Note, however, that this 
in
 

highly
optimistic projection is based on the following assumptions:
 

(1) A projected increase in the 
total value of
exports in spite of the drop in 
coffee prices between 1980 and
1981/ and 
the 	cutback the
in coffee 
export quota: The Central
Bank projects an increase of coffee exports 
to new markets to offset
 
the decline in price.
 

(2) A shlrp decline in imports: Imports 
are
projected to decline by 12 percent 
 in 	 current dollars, which
probably means a 20 to 25 percent drop in real terms. Import dataover the first four months of 1981 showed a 16 percent decline (incurrent dollars) 
over the same period last year. 
 Thus, Costa Rica's
Gross Domestic Product is to
bound decline significantly in 1980,
much-more than the 1.5 
percent decline that is currently projected.

by the Central Bank.
 

(3) Official 
capital inflows are projected at
$350 million 
in 1981. Given the reluctance 
of foreign commercial
banks to provide credit to Costa Rica, this 
figure is unlikely to be
attained, and could fall short 
of the target by as much as $100 to
 
$200 million.
 

. .	. .
 .. ..........
 

I/ This 
section borrows heavily from a report prepared on July 20,
1981, for the Mission by Clark Joel, 
ROCAP Regional Economist.

Joel's complete report is ANNEX F.
 

2/ 	The drop in prices takes into account recent frosts in Brazil
(next year, however, because of these frosts, 
quotas could
 
increase).
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TABLE I 

COSTA RICA: SUMMARY BALANCE OF PAYMENTS 
(In millions ofU.S. dollars)
 

Prel 
1978 1979 
 1980 1981
 

Current Account 
 -363 -566 
 -661 -460
 
Trade balance -3455 -51--2 -260

Exports f.o.b. (864) (942) 
 (1,017) (1,039)
Imports c.i.f. 
 (-1,166) (-1,397) (-1,529) 
 (-1,353)
Oil /113/ /184/ /223/ /230/
Non oil /1,053/ /1,213/ /1,306/ 
 /1,123/
 

Services and
 
Transfers (net) 
 -61 -111 -149 
 -200
 

Capital account
 
Private 
 319 459 
 182 454
 

Public 
 235 390 362 
 350
Nonfinancia12_ 
 (216) (187) 
 (209) (183)
Financial13/ 
 (19) (203) (153) (167)
 

SBRs and gold
revaluations 
 3 25 23
 

Overall balance 
 -41 -82 
 -456 --

Arrears 
 .... 283 -96
 

Official net inter
national reserves
 
(increase-) 
 41 82 
 173 96W/
 

I/ Determined as a residual; includes net errors 
and ommisions.
2/ Rest of Public Sector. i.e. all institutions other than those
 
listed under "Financial."


3/ Central Bank, commercial banks, INVU (Housing), INS (Insurance
Companies), INFOCOOP, 
Banco Popular, IFAM, DECAP. This item
excludes IMF assistance which 
finances the balance 
of payments
 
gap.
 

4/ To be covered by IMF funds.
 

Source: Central Bank (as agreed with IMF).
 



- 53 

(4) The net private capital outflow, which was 
$180 million in 1980, is projected to become a net inflow of $104 
million in 1981. Since this figure was obtained as a residual, it 
has little validity as a prediction. No net private capital in flow
 
is more likely.
 

In conclusion; while the Central Bank's balance
 
of payments forecast for 1981, with its 20 to 25 percent decline of 
imports in real terms, is a dismal prospect, the- reality- =-well 
prove-to-be-worse owing to the fact that the projection is based in 
highly optimistic assumptions with respect to exports and capital
flows on both private and official account. It is clear that Costa
 
Rica must give first priority to investment projects designed to
 
increase exports or reduce import requirements.
 

b. Expert-Diversifieation
 

The diversification trend over the past decade
 
has been very encouraging. Industrial exports increased from 23
 
percent to 36 percent (see Tables 2 and 3), while total exports of
 
the traditional products (coffee, bananas, meat and sugar) declined
 
from 73 percent in 1970 to 55 percent in 1980. Still, in 1980,

three export products --coffee, sugar and bananas-- together

accounted for 48 percent of total export earnings. Clearly, the
 
diversification trend must continue.
 

Between 1960 and 1979, the Central American
 
Common Market grew rapidly and provided an excellent outlet for
 
Costa Rica's nontraditional products. Beginning in 1978-79,
 
however, the CACM experienced major balance of payment difficulties
 
and a stagnant real GDP. 
 Over the next two to three years at least,
 
the CACM cannot be counted upon to provide significant underpinning
 
for Costa Rica's manufacturing industry. Thus, there appears to be
 
no alternative but to focus on outside markets.
 

c. Private-Sector-Working-Capital
 

While credit to the public sector expanded by 40
 
percent between the end of 1979 and 1980, the expansion of credit to
 
the private sector increased by only 13%. This means a substantial
 
reduction in real terms since the wholesale prices increased by

21.6% during the year. The loanable funds of the commercial
 
banking system had to be diverted to finance the public sector
 
deficit. Moreover, the commercial banking system has been plagued
 
by a very serious delinquency problem equal to between 40 and 50
 
percent of the total loan portfolio, which further restricts the
 
ability of the banks to provide credit. As a result, the private
 
sector is experiencing of a severe credit shortage. The proposed

project is designed to help relieve these problems by channeling

funds to an institution that is not part of the public banking
 
system.
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TABLE 2
 

COSTA RICA: EXPORTS FOB BY PRINCIPAL PRODUCT
 
-percentage shares

1970 1975 1978 1979 19801/
 

Total F.O.B. Exports 100.0 100;0 100.0 100.0 100;0
 

Traditional products 72;7 65;1 64;7 64;8 54;9
 

Coffee 31.6 19.6 36.3 33.8 24.2
 

Banana 28.9 29.2 19.6 20.4 19.8
 

Meat 7.8 7.0 6.9
6.5 8.7 


Sugar 4.4 9.8 1.8 1.9 4.0
 

Other 	products 27;3 34i9 35.3 35;2 45.1
 

Agricultural 4.2 7.2 9.4 8.2 
 8.7
 

Industrials 23.1 27.7 25.9 27.0 36.4
 

I/ Preliminaries
 

Source: Central Bank
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TABLE 3 

COSTA-RICA: -EXPORTS BY PRINCIPAL.PROBUCT 
(by millions of dollars) 

1970 1975 1978 1979 19801/ 

TOTAL F;O.B. EXPORTS 231;2 493;3 864;9 934.4 1.017.8 

COFFEE 73;1 96;9 313;7 315;4 246;2 
Volume (thousands 
of quintals) 1.502 1.673 1.817 2.117 1.551 
Price 48.66 57.93 167.10 148.95 158.81 

BANANA 66.8 144.3 169.9 190.5 201;2 
Volume (thousands -

of tons) 856 1.105 1.058 1.025 960 
Price 78.00 130.00 161.00 186.00 210.00 

MEAT 18.0 32;1 60.3 81;7 70;4 
Volume (millions 
of kilos) 17.5 29.8 34.5 31.6 25.9 
Price 1.03 1.08 1.75 2.59 2.72 

SUGAR 10.;1 48;2 15;9 175 40.5 
Volume (thousands
of quintals) 1.465 1.525 1.488 1.502 1.570 
Price 6.92 31.60 10.68 11.65 25.81 

OTHER PRODUCTS 63.2 172.0 305.0 329.3 459;2 

Agricultural 9.7 35.4 80.9 76.8 88.2 
Industrials 53.5 136.6 224.1 252.5 371.0 

I/ Preliminaries 

Source: Central Bank 
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TABLE 4
 

COSTA RICA: ZXPORTS OF M4ANUFACTURED PRODUCTS
 
(Including Foodstuffs but Excludin3 Fertilizers)
 

1971 

1972 

1973 

1974 

1975 

1976 

1977 

1978 

1979 

1980 


Average Annual Com
pound Growth Rate
 
1971-74 

1974-77 

1977-79 


Over 1971"80
 
(In-.millions'of gollars)
 

To.Outside
 
To-CACM CACH 
 Total
 

45.7 17.5 
 63.2
 
48.2 19.6 
 68.0
 
67.9 25.7 
 93.7
 
97.7 
 42.1 139.8
 
100.8 41.9 
 142.8
 
127.7 73.8 
 201.5
 
167.4 10'1.6 268.1
 
169.1 
 110 0 279.1
 
172.3 138.0 
 310.3
 
-
 - 444.8
 

28.8 34.0 
 30.3
 
19.7 33.7 
 24.2
 
1.5 17.1 7.6
 

Source: Direcci6n General de Estadistica y Censo.
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TABLE 5 

COSTA RICA: EXPORTS OF MANUFACTURED PRODUCTS 
(OTHER THAN FOODSTUFFS AND FERTILIZERS)

1971-1980 
(Inmillions of dollars)
 

1971 

1972 

1973 

1974 

1975 

1976 

1977 

1978 

1979 

1980 


Average Annual Compound Rate:
 

1971-74 

1974-77 

1977-80 


To-CACM 


42.9 

45.3 

64.0 

91,7 

93.7 


122.2 

155.2 

154.3 

164.7 

247.2 


28.8 

19.2 

16.8 


To Rest of 
World Total 

11.8 54.7 
13.3 58.6 
15.4 79.4 
27.4 119.1 
24.6 118.3 
45.5 167.6 
58.9 215.9 
58.9 213.2 
78.5 243.2 

117.2 364.4 

32.4 29.6 
30.9 21.9 
24.4 19.1 

Source: Direcci6n General de Estadistica y Censo
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d. E p o m n 

With a reduction of 20 to 25 percent or more in
 

the level of real imports, the GDP is bound to decline substantially
 

cannot be help but cause significant
in real terms; this 

accurate 
 statistics do not


unemployment. Although 	 unemployment 


there is no doubt that it has increased greatly. Between
exist, 

March 1978 and March 1981, the open unemployment rate is estimated
 

to have risen from 4.8 to 7.4 percent, while the total
 

sub-utilization rate (which includes underemployment) rose from 11.0
 
figures


to 15.9 percent. Because of measurement methodology theme 

of the unemployment
probably underestimate the actual seriousness 


to help
problem to 	a considerable degree. The project is expected 


problem --or prevent it from getting
alleviate 	the unemployment 

greatest growth potential for
 

worse --since many of the areas of 

also labor 	intensive. Because of the
nontraditional production are 


wages are 	competitive with other Central
devaluation, Costa Rica's 

America and Caribbean countries, particularly considering the
 

comparatively high level of training and literacy of the Costa Rican
 

labor force.
 

Potential--.or .x22nts..of- Nontraditional--todu-s to
2. 

eatside-the-UAeM
 

The growth trend in the exportation of manufactured
 

the past decade gives some indication of Costa Rica's
products over 

export potential in this area.
 

4 shows trend exports of manufactured
Table the of 

Table 5 excludes foodstuffs.
products including foodstuffs, while 


The following conclusions stand out:
 

The growth 	in the export of manufactured products
a. 

has been
 

to the CACM and the outside world over the past decade 


truly phenomenal. Total exports of manufactured products, including
 

foodstuffs, increased at an average annual rate of 30 percent during
 

percent 1974-77 However, the growth

1971-74 and 24 in the period. 


slowed to only 7.6 percent during 1977-79 (Table 4).
 

from the statistics
b. If foodstuffs are excluded 


the growth is no less impressive: 30 percent in the 1971-74 period,
 

22 percent in 1974-77 and 19 percent in 1977-80 (Table 5).
 

c. 	 The rate of growth of exports of manufactured
 

the world is even higher than to the CACM.
products to the rest of 


The reverse was the case during the decade of the 1960's.
 

that even 	during the troubled
d. It is remarkable 


year of 1980, exports of manufactured goods (other than foodstuffs)
 
(Table
the rest of the world increased by 50% in current dollars
to 


5,).
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Thus, there can be little question but that Costa
Rica's nontraditional 
 export industries, particularly for

manufactured products exported to outside the CACM, have made great
strides over 
the past decade, a trend that persisted through recent
 years (in spite of the overvalued exchange rate).
 

3. 	Identification-of-Areas-of-Greatest-Grewth Potential
 

On 	 the basis of analysis of trends in export
statistics, as well as interviews with major exporters conducted by
tie AID Mission's economic consultants, the following product
categories stand out 
as offering the greatest potential in the area

of nontraditional exports to outside the CACM
 

a. Foodstuffs, including fruits, 
vegetables, root
plants, spices, marine products and chocolate. There appears 
to be
 a substantial potential foreign market for both fresh and processed
fruit and 
vegetable products, although transportation difficulties

will have to be overcome in the case of shipping fresh produce.
 

b. 	Flowers, plants and seeds.
 

c. 	Textiles, including synthetic yarn and cloth.
 

d. 	Apparel.
 

e. 	Shoes and leather goods.
 

f. 	Wood and wood products, particularly furniture.
Costa Rican furniture is well 
made 	and enjoys a good reputation

internationally.
 

g. Fertilizer and chemicals, including 
insecticides
 
and fungicides.
 

h. 	Medicines and pharmaceutical products.
 

i. Plastic products including cellophane bags,

plastic bottles and plastic sheeting.
 

j. 	Electric batteries.
 

The diversity of the above products 
and 	their
upward sales trend suggests a strong potential, if the problems

discussed below can be solved.
 

4. 	 Major-Bottlenecks
 

Interviews with bankers 
 and 	 major industrialists
conducted by the Mission and its consultants, suggest that there 
are
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a number of serious bottlenecks constraining the continued expansion
of exports of nontraditional products to outside the CACM. 
 The main
 
ones are:
 

a. The- -t -foreign-exchane-shorne, which makes
it very difficult for business firms, including exporters, to obtain
foreign exchange for imports of essential raw materials and parts;
and has led to a cut-off from traditional sources of credit from
 
foreign banks and suppliers.
 

b. Uncertainty....with--- -regard ....to--- -governementintentions: this applies particularly in the area of the foreignexchange rate and the allocation of foreign exchange 
resources.

Over the past year, devaluation 
was followed by a dual exchange
rate, then by floating the colon. 
 At the time, of this analysis it
would appear that the authorities do not 
have the necessa, foreign
exchange reserves defend
to any fixed exchange rate. Clearer and
 more consistent government policy 
on taxation and interest 
rates is
 
also needed.
 

c. A--jerimm-credit- yqueeze: 
while credit extended
to the private sector increased in nominal 
terms (by 13.5%) in 1980,
the increase did not keep pace with 
inflation. Thus, domestic

credit declined in real terms. 
 The situation is much more 
serious
considering 
 sources
that foreign of bank and supplier credit were
cut off during this period. Bankers 
say the credit squeeze occurred
because available funds were divided to the public sector to finance

the 
large budget deficit; they also blame the very high delinquency
rate. They note that 40 

of 

to 50 percent of the total loan portfolio

the banking system is delinquent by more than 
six months, and
that non-recoverable loans may go as 
high as 25 percent of the total
portfolio. Thus, the banking system is facing 
a very serious
liquidity crisis and the private 
sector is bearing the brunt of the


shortage of loanable resources.
 

d. Failure- --the ' --system-to-7rvide-needed
services: 
 aside Irom its inability to accomodate the' credit
 
requirements of the 
private sector, the nationalized banking system
is faulted 
 for the low level of service it is providing to
exporters. For example, banks are 
very slow in collecting and
remitting the proceeds of Costa Rican exports; 
 they do not maintain
normal correspondent bank relations 
 and do not provide bank
references. These considerations were primary factors in the
private sector's decision to promote the establishment of BANEX.
 

e. The.-trift--structures 
 the common external
tariff of the Central American Common Market 
(CACM) provides a high
level of effective protection by applying high 
tariffs on finished
 consumer goods much tariff
and lower rates, including generous
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exemptions, 
 on intermediate 
 and capital goods. This
assembly-type favors
operations 
 and channels 
 resources 
 into
import-competing industries in lieu of export industries.
Bank strongly argues The World
for a revision 

Unfortunately, of the tariff structure.
this is 
 not a step that Costa 
Rica can adopt

unilaterally.
 

f. Transportation-oftl 

high freight rates
scarcity of transportation and
facilities, 
particularly of
facilities refrigerated
for perishable products, 
was indentified
obstacle to increasing exports bayond 

as a major

the CACM.
a problem even While transport is
in the 
case of Costa Rica's perishable products
the United States, to
it is particularly 
serious
Caribbean. There are no 

for exports to the
direct flights to 
the Caribbean islands 
and
all shipments must be channeled through Miami.
 

g. ether-_robiems;

private sector 

other problems identified by the
include its 
inabi ity
a sizeable market 
to produce large quantities for
(a major obstacle 
for sales
Europe); to the U.S. and
the lack of grading standards,
difficulties in quality control and
maintaining 
uniformity


technical of product; insufficient
know-how; 
and lack of knowledge 
on the part of most
potential exporters about export procedures, market requirements and
potential customers 
in the U.S. and Europe.
 

5. Rote-of-the.Preposed-Prpject
 

Significant 
progress 
has been
some of the made in dealing with
problems described above, 
but much remains to
While it be done.
cannot be claimed that 
the proposed project will
remal.ning obstacles, remove all
it addresses 
a number of
place, BANEX them. In the first
will get $10 million 
in additional 
foreign
resources, exchange
much of which will 
be used
which, along with 
to provide working capital,
foreign exchange, is 
probably what is
to substantially most needed
increase 
nontraditional 
exports.
estimate of An illustrative
the possible impact of such financing
attemped on exports will be
in the following section. 
 Second, the new
AID help institution that
capitalize
will (TRACO through BANEX) is expected to
provide a number of services currently not 
available.
research and These include
information 
regarding 
foreign markets;
development foreign market
including 
 product promotion, 
 technical
exchange, information
and buyer contacts; 
 technical 
 assistance
preparation, in pioduct
packaging, 


management 
and production scheduling; financial
guidance; 
 coordination 
of cooperative and
transportation; marketing,
and assistance 
with the
will export paper work.
provide BANEX
a number 
of banking services, including
collection special
services, 
 assistance 
 in opening letters 
 of credit,
negotiating lines of credit, and others.
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6. The-Projet's-Potential-Impact-on-Nontraditional-


Quantification of the likely increase in exports of
 
nontraditional products to world markets made possible by the
 
project was attemped by GAMCO INC, a private consulting firm
 
contracted by the Mission. GAMCO had interviewed 22 potential
 
sub-borrowers at the time of this writing. The GAMCO study reveals 
that short-term working capital constitutes the greatest single need 
of the potential project sub-borrowers. The interviewees estimate 
that each dollar in available working capital could generate two 
dollars of net export income. GAMCO explains these results by 
noting that all the other necessary factors of production are there 
--the labor, plant and equipment, the entrepreneurship -- so that 
the working capital is, in many cases, the only missing element. By 
providing credit for working capital, all the existing investment in 
fixed capital and human resources is taken advantage of. This 
abnormal situation is not likely to prevail over the fifteen-year 
AID loan repayment period. The illustrative estimates that are part
of this analysis therefore are based on much more conservative 
assumptions.
 

If a $10 million co-financing arrangement can be put

together, the combined AID-co-financed loan would be $20 million.
 
If two-thirds, or $13 million, of the total were placed in working
 
capital subloans which turn-over twice a year, and if each dollar
 
loan generates one dollar of net additional export earnings (instead
 
of the two dollars resulting from the GAMCO survey), we would obtain
 
an increase in net exports of $26 million a year. Assuming that
 
these favorable c-nditions prevail only over a five-year period, the
 
$20 million loan package would generate an additioial $130 million
 
of exports during just the first five years. Such favorable
 
conditions cannot be expected to continue indefinitely, so that a
 
less favorable ratio must be assumed in the following ten years. On
 
the other hand, the substantial increase in new exports projected

during the first five years would generate profits that would be
 
available for additional working and fixed capital investment. Even
 
if it is assumed that each dollar in loans would generate only $0.50
 
in new exports during the following 5 years, the total net exports
 
generated would be over $200 million during the first ten years
 
following disbursements.
 

Given the nature of the project, i.e., the fact that
 
the sub-borrowers and the export potential of their activities
 
cannot be precisely identified at this stage, the numbers cited
 
above are obviourly only illustrative. These figures strongly
 
support the conclusion that the project has great potential in terms
 
of foreign exchange earnings and export diversification, a top
 
priority need of the Costa Rican economy.
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7. ImPOrtanee.of.Ensurin 
Turnover.of.eredit
 

For BANEX lending to 
 have the
effect favorable
on multiplier
exports described above, it is essential that
permitted to repay the BANEX exporters be
foreign exchange
foreign exchange, loan promptly and 

relending. 

so that it will become immediately 
in
 

available
If the process gets caught for
 
foreign exchange control system, 

up in a changed Cosca Rican
 
example, if all 

it could easily break down. 
 For
foreign exchange proceeds from exports must be turned
over to 
the Central 
Bank which would
exciange in accordance with 
then proceed to ration out
its system of priorities, or
are forced to if exporters
repurchase the 
foreign exchange required
loan at a higher rate than the one to repay the
they receive from the Central Bank
for their export proceeds, 
the operation 
of the fund 
could suffer
substantial delays and could even become unprofitable. Fortunately, a
mechanism 
currently exists


This that would prevent this
is "the system of advances" from occurring.
 
been in force for some 

("sistema de adelantos") which has
time, was suspended earlier this year, and has
been reinstituted 
on July 
9. Under 
agrees to allow exporters 
this system, the Central Bank
 

suppliers before selling 
to repay their foreign loans from banks 
or
the remaining export proceeds to the Central
Bank. Thus, a loan 
from BANEX could
since only the net proceeds must 

be repaid to that institution
be turned over to
at the rate it sets. the Central Bank
 
monitor the 

It is clear that AID and BANEX must carefully
exchange rate 
regime to 
assure 
the continuing 
foreign
exchange liquidity of BANEX.
 

D. Social-Analysis
 

1. General -of-
th--Macro-Eonomic 
- Situatio--on-the
Poor
 

Costa Rica's 
current 
economic
detrimental to the poor. crisis is particularly
In addition
serious consequences to sharing inflation and other
of the crisis with the
the rest
poor also suffer of the population,
disproportionately

shrinking from unemployment
social services budgets. Although 

and
 
economic 
recovery 
is
necessary for the well-being of the entire population, it is critical
for the 
restoration 
of a rate of economic
support a desirable level of social services. 
growth sufficient to
 

resources By directing essential
to the producers 
 and manufacturers
exports, the project will of nontraditional
generate greater
contributing thereby production for export,
to overall 
economic 
recovery.
come more employment, higher real wages, and 
From that will
 

Thus Costa Rica's better
increasingly social services.
 numerous 
poor will 
be the ultimate
beneficiaries of the project.
 

In many lesser 
developed countries, 
the argument 
that
general economic growth will be equitably distributed 
to all sectors
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of society 
(including 
the poor), might
however, has long had 
not be valid. Costa Rica,
distribution a strong 
 commitment
of wealth. to


transcends History demonstrates the equitable

administrative that 
this
turnovers, commitment
short economic
term conditions. variables 
and other
is a part of the 

The Mission is confident that 
social 
concern
fabric of Costa Rican society, and that efforts 

better the country's economic status will also improve the 


to
 
life of its poor. quality of
 

2. Job-.reatio,
 

The project
significant is expected
impact on to have
employed. the country's a direct and
unemployed
The GAMCO survey and marginally
the following (See Annex D, Exhibitsemployment-related 
 1 and 2) reveals
statistics 
covering 
 twenty-eight
producers of nontraditional 
exports:
 
0 
 If the reported 
 credit 
 needs
million) (approximately
of all surveyed $10.5
firms
satisfied were to
today, be completely
approximately


becreated 1,500 new jobs
within these would
firms during
Additionally, much twelve months1 /.
of the reported
critical credit
to the need is
continued 
operation
firms surveyed. Thus, credit input of the 

of many 
of the
by the project would play type proposed
an important 
role
preservation of large numbers of existing jobs. 

in the
 

o Characteristic 

GAMCO is a 

of the firms which 
were surveyed
large percentage by
of
make up female workers.
over Women
half 
of 
the workforce 
of sixty-eight
percent of the firms surveyed.

3. tmato.ua.euaions
 

Many nontraditional
linkages 
 which product
are lines

populations of significance have backward


Agriculte to the country's

fisheries and 

) agro-busness_,wood rural
 
product
leather product industries industries,
materials and other inputs from the rural sector. 


are 
heavily dependent on 
raw

"-.... ......... Rural employment
 

.
 p o m n
 
1/ To put this number into perspective it will be recalled that from
 

1979 
to 1980 private 
employment
jobs. actually
Moreover, decreasedduring the by 4,000jobs 1976-1980per year an averagewere created of only
that these 1,500 

in the entire private sector. 
17,100 

jobs are added Giventhe multiplier effect directly to the employmentshould 
result another 3,000 
base, 

to 4,500 jobs
created indirectly.
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and 	the quality of rural life are, 
therefore, directly linked to

production of these potential sub-borrowersi/. 

the
 

4. 	 Other-Social-Benefits
 

Additional 
 social impact is expected from the
 
project.
 

o Jobs 	created by the manufacturing sector (which will
part.cipate 
heavily in the project) are often 
more
stable than those available 
 in 	other sectors.

Generally,salary levels 
are 	higher and fringe benefits
 
more comprehensive.
 

0 The country's 
tax base 	will be broadened both from
greater income, from export and from the 
 increased

production which is stimulated by 
the project. Given

the current 5% ad--valorum tax all
on exports, the
increase in exports which would result from meeting the
credit needs of the surveyed firms would generate a
minimum of one million additional tax dollars.
 

o Numerous "spin-off" businesses are likely to 
 be
developed as a result 
of the expected increase in
 
output generated by the project!/. Direct "feeder"
industries will expand, and related 
service industries

such as transportation, warehousing, printing 
 and
 
others will be stimulated.
 

. . . ..
. . . ......
 

I/ One of the businessmen interviewed, an ornamental plant grower
and 	exporter, reported a need for both short and long term credit
in 	order to significantly expand exports 
 to 	 nontraditional
markets. 	 His nursery currently employs over 150 farmers from a
nearby small community. Income from this 
employment supplements
their farm income and enables them to remain on their farms where
they continue to be agriculturally productive.
 

2/ 	Examples among the firms GAMCO surveyed include;
 

" Wood products 
 and their related forest management,

harvesting and wood processing activities;
 

o agrobusiness activities, 
 which require agricultural

production, transportation and 
 numerous supportive

activities; and
 

o two 	 manufacturers of plastic bags 
 which are used by
commodity brokers to 
 wrap agricultural products (e.g.

bananas).
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V. 	PROJEGT IMPLEMENTATION
 

A. 	Project-Hanagement
 

1. 	 Role-ef-AIB
 

The Mission Capital Development Office (CDO) will have
 
primary responsibility for monitoring the project. With the
 
assistance of the Mission Controller and when required Mission
 
managment, the CDO will;
 

o 	 review and forward for processing BANEX requests
 
for disbursements;
 

o 	 review and process applications for subloan which
 
require AID approval;
 

o 	 review BANEX reports and other related
 
correspondence, taking action as needed;
 

o 	 supervise project evaluation activities;
 

o 	 monitor project activity, ensuring compliance
 
with conditions and convenants, taking management
 
action as necessary; and,
 

o 	 report on the project to Mission Management and
 
AID/W as appropriate.
 

2. 	 Role-of-BANEX
 

a. 	 The-Credit-eomponent
 

BANEX will be responsible for fully developing
 
and installing of all sublending managment systems and procedures
 
(after obtaining AID's approval). BANEX will also develop and
 
formalize all sublending policies, in accordance with the conditions
 
of the AID loan. The policies, systems and procedures will include
 
those which govern!/:
 

o 	 business development and related outreach
 
activities;
 

-........................
 

I/ 	Most regulations, procedures, and systems have been designed and
 
submitted to the Mission for review and are included in Annex D,
 
Exhibit 3. They will be formally submitted and approved as a
 
condition precedert to disbursement.
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o 
 evaluation and approval of loan applications;
 

o 
 loan processing and formalization;
 

o 
 loan 	monitoring and,
 

o 	 collections.
 

b. 	The-ExportManagemen-Gempenent
 

BANEX will,
implementation, 	 during first quarter
develop and submit 	 of project

implementation plan 	

for AID review a detailed
for 	the 
Export Management Component. 
 The 	plan
will follow the preliminary designs contained in the Project Paper
 

BANEX will
capitalization 	 be fully responsible
and 	management for development,
of the
accordance with. the 	
Trading Company (TRACO), in
specifications 
 of 	 the loan agreement
supporting documents.	 and
 

c. 	Overall.Proect-Maagement
 

BANEX will 
 develop and 
 manage 
 all 	 systems
required to provide for overall project management.
 

In addition, BANEX will:
 

o 	 monitor sub-lender 
activities 

use 	 and report on the
ou loan funds by sub-borrowers 

to 	 as necessary
ensure compliance

regulations 	 with AID procurement


in 	accordance 
 with 
 the Loan
Agreement; and,
 
o 	 cooperate fully with AID project audits and joint


evaluations.
 

B. 	 S-m ory-Project-Imptementation.Schedule
 

1. 	Credit-Component
 

We expect that the
the first quarter 	 first subloans will be made within
of 	 project operation.
--conservatively--	 We estimate
that 	twenty-five percent
be used 	 (25%) of thefor 	making subloans by the end of the 
loan will 

of the loan will 	 first year. The restbe disbursed at the rate of 25% 	in year two and 50%iL year three.
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2. 	Banking-Serviees-eempanent
 

BANEX's banking services will also become available
 
during the first quarter. Although banking services will develop in
 
size and scope as the project grows, a full range of banking

services is expected to be available by the third quarter of project
 
operation.
 

3. 	Export-Management-6ompenent
 

While it is likely that TRACO will provide some export
 
management services during its early phases, full TRACO operations
 
are planned to begin during the second quarter of the second year of
 
project operation. (See Annex G, Exhibit 2). The entire basic
 
TRACO system, including possibly its first Export Company (EXCO),

will be in place and operational during the third quarter of the
 
second year.
 

C. 	Evaluation
 

The project will be evaluated through the periodic
 
measurement of the performance of each of its components against

corresponding objectives. Prior to any disbursement of Loan funds,
 
BANEX will develop baseline data and establish evaluation
 
methodologies, including data collection policies, procedures and
 
means. BANEX will also develop specific, measurable indicators of
 
component performance.
 

o 	 Credit Component performance indicators will focus on
 
portfolio size, impact of subloans on nontraditional
 
exports, characteristics of sub-borrowing enterprises

and various measures of subproject and portfolio
 
macro-economic and social impact.
 

o 	 Performance indicators related to the Banking Services
 
Component will measure of service volume and type, as
 
well as BANEX's "share" of the banking services
 
market; surveys of client opinion regarding service
 
expediency, quality and costs will also be made.
 

o 	 Export Management Component performance indicators
 
will show the nu-nbers of firms and export volume by
 
productive sector, and the impact of component
 
services on client enterprises and component profits.
 

BANEX will be responsible for continuous monitoring of the
 
activities of all three components. AID will receive from BANEX
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quarterly activity reports 
on the progress of each component in
relation 
to performance objectives. When $3.7 million have been

disbursed, AID and BANEX will 
evaluate the project; one in-depth

evaluation will 
be made when $5.7 million have been disbursed and

another will be done at 
the end of the project. (Draft performance

indicators for project evaluation are included inAnnex G).
 

D. Bisbursement-Procedures
 

AID will make a dollar advance to create a rotating fund

the balance of which will equal BANEX's 
projected sub-lending

disbursement or equity investment needs for a thirty day period.

This advance will be held by BANEX 
in a non-interest bearing

account. 
 The advance will be replenished by AID upon BANEX's
 
submission to AID of 
vouchers and supporting documentation which
 
evidence sub-loan disbursements or equity investments.
 

The dollar advance to BANEX is necessary to permit it to
make dollar-denominated 
 loans through its Panamanian
 
subsidiary!/. Sub-loans or portions 
thereof denominated in U.S.

dollars using the BANEX rotating fund will normally be used for

local currency financing. AID Letters of Commitment will normally

be used for the financing of imported items.
 

As explained under the 
Export Management Component, TRACO
plays a key role in the project. In addition to facilitating sales

for exporters, it must be able to efficienty by and sell products.

TRACO will be an important mechanism through which Costa Rican
 exporters will obtain supplier 
credits untainted by the general

Costa Rican risk. be
credit To 
 able to undertake these

transactions, TRACO must be well 
capitalized, and its assets must be
sufficiently liquid. Therefore, in addition to using AID loan funds
(and normal disbursement procedures) to finance TRACO operating
 
expenses, BANEX will use up to $350,000 of AID loan funds to
estabish TRACO's working capital. The $350,000 will be placed in 
an
account with a U.S. based financial institution.2/ and will be used
 

.. . .
 . . . . ........
 

I/ Dollar denominated loans 
must be made using the Panamanian
subsidiary because Costa Rican 
law allows payment of foreign

currency denominated obligations at the official exchange

(presently 8.60)
 

2/ The funds, held in 
escrow, will be placed in special short-term,

liquid financial investments. Monitoring and control mechanisms
 
governing use of 
the funds will be submitted for AID review and
 
approval. The controls will 
provide adequate safeguard of the

funds without handicapping their liquidity and efficient
 
u-ilization.
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by TRACO U.S. to purchase goods 
and 	guarantee supplier 
credit for
Costa Rican producers. 
 Thus, including the anticipated $350,000
first 	 in
year 	TRACO operating expenses and 
the 	$350,000
capital, BANEX 	 TRACO working
equity investment 
in TRACO 
will 	total $700,000 in
 
year one/.
 

As TRACO 
begins to generate profits,
investment 	 the initial BANEXmay 	 be returned to BANEX to be used for lending,as TRACO net worth does fall 	
as longnot below $350,0001/. (Theare currently projected 	 returnsto occur yearsin three and 	 four of project

operation.)
 

AID funds 
will 	be disbursed 
at a rate approximately ppswith the 
disbursement 
of funds supplied
co-financierj/. 	 by the commercial
However, given 
that 	the co-financing 
negotiation
may 	not be completed 
until several

begun, AID 	

weeks after the project has
funds initially may be 
disbursed ahead of corresponding
co-financed 
 funds. Disbursements 
 of 	AID funds in excess of
$3.200,000, however, will be contingent upon evidence that BANEX has
secured and disbursed co-financed funds of not 
less 	than $2,500,000
from 	an acceptable private commercial source.
 

Disbursements of AID funds in excess of $5,700,000 ani of
7,500,000 will be 
 conditioned 
 on 	 evidence
disbursements 	 of p
of 	 co-financed 
 funds and on satisfactory project
evaluation results.
 

E. 	 Procurement-Procedures
 

Procurements 
by BANEX, its subsidiaries 
and 	sub-borrowers
with 	AID loan funds will be made in conformance with AID procurement
policies as 
described 
in Handbook 1, Supplement
Intermediate 	 B, Chapter 19,
Credit Institutions. 
 The 	provisions 
of Handbook 
11
will 	govern purchases made by BANEX and 
its 	subsidiaries for its own
account, except as 
follows:
 

........ 
 .......
 

I/ This $700,000 is in 
addition to AID
the loan spread profits
which will also be 
transferred 
into TRACO as established in the
Financial Plan and Covenants.
 

2/ 
$350,000 is estimated to 
be the minimum amount 
of capital TRACO
will 	require 
to perform its purchasing and supplier guarantee

functions.
 

3/ 	See Financial Plan Section 
for discussion regarding feasibility

of co-financing.
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o 	 Requirements will not apply to subloans of less than
 
$25,000.
 

o 	 Dollar procurement of agricultural com odities will be
 
permitted by BANEX, its subsidiaries, and subborrowers.
 

0 	 BANEX or TRACO may use up to $300,000 of loan funds to 
contract with the World Trade Institute on a
 
predominant capability basis.
 

The 	above exceptions require specific waivers which are
 
discussed below in the waiver section. In addition, because the
 
credit demand analysis indicates that pharmaceutical products are an
 
important potential nontraditional export, importing bulk
 
pharmaceuticals by a subborrower could be justified. Any dollar
 
procurement of bulk pharmaceuticals would be carried out in
 
accordance with Section 4c 3a (2) of Handbook 1, Sup. B, except that
 
in accordance with Section 19 A 3(d) 4 of Handbook 1, Sup. B, any

such procurement would probably follow negotiated procurement
 
procedures.
 

The source and origin of all loan-funded procurements,
 
except shelf items, will be restricted to Code 941 of the AID
 
Geographic Code Book and the cooperating country (CACM).
 

Banex management will have responsibility for monitoring
 
procurement and regular reports will be rendered to USAID/CR. BANEX
 
will advise its sub-borrowers of the restrictions on loan-financed
 
dollar and local currency procurement and these purchases will be
 
monitored using Letter of Comnitment-Letter of Credit procedures.
 
BANEX will set up a special system to monitor sub-borrower
 
loan-funded shelf-item procurement of Code 899 origin to assure that
 
the total amount of those purchases made with the proceeds of
 
subloans exceeding $25,000 does not exceed $250,000 unless a
 
specific waiver is granted.
 

F. 	Conditions-and-Covenants
 

The following conditions and covenants will be included in
 
the loan agreemenL. These conditions and covenants are similar to
 
those utilized with other private borrowers such as COFISA and LAD.
 

1. 	Conditions-Precedent-to-lnitial-Bisbnrsement
 

Except as AID may otherwise agree in writing, the
 
following are conditions precedent to initial disbursements of AID
 
funds*
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a. an opinion 
of counsel acceptable
effect that this Agreement to AID to thehas been duly authorized by the Board ofDirectors 
of the Borrower 
and duly executed
Borrower, on behalf of the
and that 
 it constitutes 
a valid and legally binding
obligation of the Borrower in accordance with all its 
terms;
 

b. a statement, 
duly authenticated,
the person holding or acting in 
of the name of
the office
any of the Borrower
additional representatives, and of
together with 
a specimen signature
of each person named in such statement;
 

c. an opinion 
of counsel acceptable
Borrower has been duly organized under 
to AID that


the laws
Borrower has of Costa Rica, that
taken all corporate and legal action required under the
laws of Costa Rica and has 
full powers essential
project, that to implement the
there are legal
no 
 inhibitions
of the project and to the implementation
that capital has been subscribed in the amount of
20.7 millioa colones;
 

d. a statement 
from the Borrower setting forth the
basic policies, rules, regulations, procedures, 
terms,
rates eligibility criteria and interest
 
subloans, to be used in making investments and
and such other statements concerning 
 th, status and
operations of Borrower as appropriate.
 

e. a statement from the
procedures Borrower settini;
it will follow in reviewing, analyzing vad 
forth the
 

investments and subloans to be made by the Borrower; 
administering
 

f. certified copies 
of Borrower's
and operating policies which have been approved by 
charter, by-laws

Borrower's Board
of Directors;
 

g. evidence that the Borrower has hired managersstaff satisfactory to AID; 
and 

h. 
a plan for the periodic audit of subloans by 
the
Borrower;
 

i. evidence 
 that the 
 Borrower
guarantee has obtainedof repayment agreement afrom the Government of Costa Ricaor from an agency thereof.
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2. 	 Gonditions - Precedent -oOisbu~etst- in--ExCcss-of. 
$320e000 

a. 	 Prior to any disbursement under the Project
 

Agreement or the issuance of any coimnitment 	 in excess of $3,200,000, 
as AID may otherwise agree
the Borrower shall furnish tv AID, except 


in writing, evidence that the Borrower has 	 disbursed as subloans no 

lc's 	than $2,500,000 of funds obtained from private sources.
 

b. 	 Prior to any disbursement under the loan in
 

excess 	of $3,200,000, satisfactory progress toward achievement of
 
to been made, as
the project's sub-goal and purpose has have 


determined by AID.
 

3. 	 eonditions- -Precedent--to- -Disbursements in--Excess--of
 

a. 	 Prior to any disbursement under the Loan in
 

the will AID, except
excess of $5,700,000, Borrower furnish to as
 

AID may otherwise agree in writing, evidence that Borrower has
 
to
obtained additional paid-in capital raising total paid-in capital 


the equivalent of $2,000,000.
 

Additionally, the Borrower will furnish to AID
 
from private sources and
evidence that the Borrower has obtained 


disbursed in sublendings from those sources no less than $5,700,000.
 

b. 	Prior to any disbursement under the loan in
 

excess 	of $5,700,000, satisfactory progress toward achievement of
 
to judged
the project's sub-goal and purpose has have been made, as 


by AID.
 

4. 	 eonditions-Precedent-to-Disbnrsements'in-ExCess-of
 

a. Prior to making any disbursem%.,Lt under the loan
 

in excess of $8,300,000, the Borrower shall, except as AID may
 

otherwise agree in writing, furnish to AID evidence that the
 

Borrower has disbursed as subloans no less than $8,300,000 of funds
 

obtained from private sources.
 

5. 	 Special-Covenants
 

a. 	 Project-Ealuation
 

The Parties agree to establish an evaluation
 
Project. Except as the Parties otherwise
program as part of the 


agree in writing, during Project implementation this program will
 

follow the guidelines set out below. Evaluations will be carried
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out whenever the Parties judge 
it to be necessary, but at a minimum
will be done before disbursements over 
a total of $3,200,000 and of
$5,700,000 are allowed, and at the end of project. 
Guidelines:
 

o 	 an assessment of progress toward attainment
 
of the objectives of the project;
 

" 	 identification and examination of problem
 
areas or obstacles which may stand in the
 
way of reaching the project's objectives.
 

o 	 evaluation, 
to the degree feasible, of the
 
overall development impact of the Project;
 

" 	 review of the timing of disbursements of 
funds provided by this Loan, private banks

and the Borrower.
 

b. 	 Limitation&.on.Barrower
 

(1) 	Except 
 as AID may otherwise agree in
writing, the Borrower shall not:
 

(a) use AID Loan funds to pay

administrative or operating 
expenses of
 
the Borrower;
 

(b) permit the use 
of AID funds to finance
 
any subproject to to
or make subloans 

any 	 sub-borrower in excess of the
 
equivalent of hundred
two 	 fifty

thousand United 
 States Dollars
 
($250,000);
 

(c) make, without prior AID approval, an
 
equity investment 
 in or subloans to

businesses 
or other activities in which
 
any officer or employee of the Borrower
 
has controlling financial interest;
 

(d) make subloans or investments in any

single enterprise in excess of $500,000;
 

(e) 	maintain a reserve bad
for debts that
 
is less than one percent (1%) of all
 
outstanding loans;
 

(f) 	appoint as the manager any
of 

subsidiary a 
person whose appointment
 
has not been approved in advance and in
 
writing by AID;
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(g) 	declare or pay dividends on any class
 
of stock of the Borrower from sources
 
other than accrued earnings (after
 
providing adequate reserves for bad
 
debts);
 

(h) 	declare or pay dividends on any class
 
of stock of the Borrower prior to July
 
1, 1983;
 

(i) 	declare or pay cash dividends on any
 
class of stock exceeding eighteen
 
percent (18%) of Borrower's net worth;
 
or
 

(j) 	incur any indebtedness which would
 
enjoy a position superior to the
 
obligation incurred under the AID Loan.
 

(2) Except as AID may otherwise agree in
 
writing, the Borrower covenants that utilization of repayments of
 
subloans will conform with the purposes of the Project as set forth
 
in Annex I of the Loan Agreement until the Loan from AID is repaid
 
in full.
 

(3) Except as AID may otherwise agree in
 
writing, the Borrower covenants that it will not permit its debt to
 
net worth ratio to exceed 6:1 during year one, 7:1 during year two,
 
8:1 during year three; 9.1 during year four and 10:1 during years
 
five through fifteen of the loan agreement.
 

(4) 	Use repayments of principal of loans made
 
using AID resources for purposes other than those for which AID loan
 
funds were originally intended until the AID Loan is fully paid.
 

(5) Except as AID may otherwise agree in
 
writing, the Borrower covenants to submit a report to AID each
 
quarter during the life of this Agreement. These reports will cover
 
events that occurred during the previous three months, and contain a
 
breakdown of subprojects, showing types of industry, commitments and
 
disbursements, terms and conditions of financing, uses of Borrower
 
and AID funds and other comments as appropriate.
 

(6) Except as AID may otherwise agree in
 
writing, the Borrower covenants to utilize at least one hundred
 
percent during the first three years, and at least 50% thereafter,
 
of the interest income from subloans made using AID funds less the
 
following: interest paid on the AID loan; allowable operating
 
expenses (per covenant "c", below); social benefits and tax payments
 
required by law; and bad debt losses; to establish and operate the
 
Export Management Component of the Project.
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c. Aklowable-Beduetiona-of-BANEX-9peratng-and
 
Legally-RequiredExpensea
 

(1) AID will not allow deductions of BANEX
 
operating expenses from the interest income generated by the
 
AID-financed subloan portfolio to exceed the following percentage of
 
said portfolio, unless AID agrees otherwise beforehand and in
 
writing:
 

Allowed Annual Operating 
Expenses as a Percentage 

Average Outstanding of Average Outstanding 
.-..Portfolio .. ... - Portfolio ...... 

Up to $3.2 million 5.0%
 
From $3.2 million to $5.7 million 4.0%
 
Over $5.7 million 2.5%
 

(2) On a yearly basis, the percentage of taxes
 
and other payments required by law that AID will allow to be charged
 
against the income BANEX obtains from lending AID funds will equal
 
the percentage of such income in relation to BANEX's total income
 
(including that from banking services); however, this percentage
 
must not exceed fifty percent.
 

d. Except as AID may otherwise agree in writing,
 
BANEX will at no time during the period of the loan agreement allow
 
the net worth of TRACO to fall below $350,000.
 

e. Except as AID may othersise agree in writing, 
TRACO will pay no cash dividends during its first five years of 
operation. 

f. Negative-Pledge
 

So long as the Borrower shall owe any amounts to
 
AID hereunder, the Borrower shall not, without the prior written
 
consent of AID, mortgage, pledge, otherwise hypothecate or encumber
 
any of its assets or properties (promissory notes, acceptances,
 
accounts receivable, contractual rights, shares, securities, any
 
collateral, etc.) obtained through, or evidencing financing made by
 
the Borrower with funds obtained from AID hereunder; provided,
 
however, that, at the request of AID, the Borrower shall grant
 
security interest in such assets and properties in favor of AID
 
necessary to create, perfect and preserve such valid security
 
interest in favor of AID; provided, further, that this Section shall
 
not apply to the assets or properties of the Borrower initially
 
obtained through, or evidencing, financings made by the Borrower
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with funds from AID hereunder if and when such funds have been
 
repaid to AID, to the extent of such repayment; and provided,
 
finally, that should the situation stated in the second proviso of
 
this Section occur after the security interest in the respective
 
asset or property, or any part thereof, has been granted, then at
 
the request of the Borrower, AID shall do whatever is necessary to
 
cancel such security interest.
 

g. eonsultations
 

Borrower agrees to consult from time to time with
 
AID concerning the steps taken by Borrower to seek cofinancing from
 
private banking sources.
 

h. Availability- -of-BANEX- -Stomc--for.Purchase- -by -the 
Public
 

As long as the Borrower shall owe any amounts to
 
AID hereunder, except as AID may otherwise agree in writing, BANEX
 
will increase annually the amount of ne~i y issued stock which is
 
available for public subscription by at least ten percent of the
 
total amount of subscribed stock.
 

i. Negotiating-Status
 

(1) BANEX
 

This project has been developed in close
 
coordination with BANEX management and staff. BANEX's management
 
and Board of Directors have reviewed the proposed conditions and
 
covenants and find them acceptable. It is therefore expected that
 
loan negotiations will be accomplished rapidly and that loan signing
 
could take placo within seven to ten days after authorization.
 

(2) Goverment-of-6osta-Rica
 

After loan signing, and as a condition
 
precedent to disbursement, a Special Repayment and Loan Guarantee
 
Agreement will be negotiated with the Government of Costa Rica. As
 
discussed in the Financial Plan, the Legislative Assembly will have
 
to ratify such a guarantee. This project and the need for a GOCR
 
guarantee have been discussed with the National Planning Office
 
(OFIPLAN), with high level officials the Costa Rican Goverment, and
 
with leaders in the Legislative Assembly; all of thase individuals
 
agree that it would be desirable for the GOCR to issue this
 
guarantee. The specific terms of a repayment agreement and
 
guarantee, however, have yet to be negotiated. Ratification by the
 
Legislative Assembly of Loan Agreements with AID and other lenders
 
has in the past held up the start of the activities to be financed
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Zor many months. Since February, 1981, however, the Assembly has
approved nine loans
foreign totalling $155 million due to an
apparent realignment of forces within the Assembly. 
The AID Mission
has 	received assurance that Legislative Assembly approval be
can

speedily secured (See San Jose 5048).
 

j. 	 Waivers
 

The Mission is seeking three exceptions to AID
 
procurement policy.
 

(1) eontract- -with- -World --raqde -Ins t -on--

Predleminani-Mapa i ty-Basisc
 

It 	 is requested that BANEX or its
subsidiaries be allowed 
to use up to $300,000 of loan funds to
negotiate a with World
contract the 
 Trade Institute (WTI). WTI

assists producers and manufacturers in developing countries to
export their products. WTI, 
an agency of the Port Authority of New
York, has specialized personnel, facilities 
the right location, and
the in the export management field to permit it to give BANEX the

technical assistance it will require 
to organize TRACO. WTI's
expertize in this area has been developed and maintained during the
 
many years that it has received grant support from AID through PPC.
As far as we can tell, WTI's capability in the area of developing

country export management is unique.
 

This 	waiver is requested pursuant to Section
2.4.2(d) of Handbook 11 and 
 can 	 be granted by AA/LAC, in
 
consultation with AA/SER.
 

(2) Dotta---Proeurementof-Agricultural
 

The studies carried 
out 	in preparing this
project indicate that there 
 are several possible exporters of

processed foods, principally snacks. These 
 firms may require
working capital to import 
agricultural commodities 
such 	as corn,
beans, or vegetable oils to supplement the domestic production of
these items which 
they 	buy locally. Dollar procurement of these

commodities by the subborrower 
or TRACO would be limited to the
United States; the most likely markets the
for snack foods are in
 
the Caribbean.
 

The 	following 
are additional considerations

regarding this waiver request:
 

0 	 Although a possible PL 480, Title I program
is under discussion, it has yet to be 



- 79 

approved and would, 
in any case, involve
 
commodities for internal 
 domestic
 
consumption, principally wheat.
 

o 	 The volumes to be imported would not
 
significantly affect U.S.
the availability
 
or prices of the commodities.
 

o 
 There 	is no likely other donor financing.
 

Pursuant to Section 4C la(l)(a) of Handbook
1, Sup B, dollar-financed 
imports of the types of agricultural

commodities which might 
be paid for by subloans requires AID/W

approval. In accordance with 4C ld of Handbook 1, Sup. B, these
policies can be waived by the Assistant Administrator having program

responsibility. 
 Such 	a waiver is hereby requested.
 

(3) 	Applicability-ei-Special-Procurement 
Policies -to- Subloans-of Less-than -$25 ;GOO 

Pursuant to Section 19A 3a(l) of Handbook 1,
Sup. B, AID does not require adherence to any special procurement

policies on ICI subloans of 
 less 	 than $5,000. Among the
 
considerations given in setting this $5,000 limit is the recognition

that 	AID could not easily monitor small subborrower compliance with
 
procurement 
policies. If BANEX, a new institution, were to

effectively monitor procurements of its smaller subborrowers, its

3perating costs would go up significantly, and the speed with which

it could approve and disburse subloans would go way 
down. One of

the fund3mental reasons for this project is to help set up an
organization that channel
can credit to productive enterprises

efficiently and quickly. Given 
the economic crisis facing Costa
 
Rica and a credit-starved private sector, is a
time critical
element. We therefore strongly recommend that AID not require any

special procurement policies on "local currency" loans of $25,000 or
less. According to 19D 
I of 	Handbook I, the Geographic Assistant

Administrator has 
 the 	 authority to waive the application of
 
procurement requirements to subloans under a certain amount.
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BANEX
 
BANCO AGRO INDUSTRIAL Y DE EXPORTACIONES S.A 

Agosto 14, 1981
 

Sefior
 
Stephen P. Knaebel
 
Director
 
Agencia para el Desarrollo Internacional 
Presente
 

Estimado Sr. Knaebel: 

Sirva la presente para dirigir a usted y a 
la Agencia que representa, solicitud fornal de un pr~stam 
de diez millones de d6lares (U.S.$10.000,000.oo), para llevar a cabo un programa de apoyo y facento a 
la exportaci6n de productos no
tradicionales, a mercados no tradicionales, fuera del Area, seg m prcyecto ya estudiado por ustedes.
 

Es del conocimiento general que Costa Rica debe incrementr sus exportaciones en corto plazo, ocro una de las pocas alternativas de que dispone para resolver su prcblema de balanza de pagos, y sus efectos.
 

Ahora bien, para exportar el pals necesita de cr6dito, de una estructura
bancaria de exportaci6n, y de empresas cumercializadoras que tengan la especializaci6n para lograr el 6xito en mercados mundiales. Actualhente Costa Rica carece de esa infraestructura necesaria para exportar.
 

Nuestro proyecto pretende ayudar a 
resolver esos tres escollos.
 
Tenemos la certeza de que A.I.D. ccxrarte nuestras ideas sobre este tem.
Su apoyo en esta etapa con fondos semilla, es crucial para permitir su efectiva
y pronta realizaci6n. 
Ademds, segn las evaluaciones ya en sus manos, estamos
seguros que el monto solicitado tendr 
un excelente eP.ecto multiplicador com recursos de desarrollo.
 
Confiamos en que esta soliitud sea resuelta en forma favorable para Banex
 

y Costa Rica.
 

Atentamnnte, 

BANQ) AGRD INDUSTRIAL Y 
DE FM)ORICNES S.A. 

Guillermo von Br
 
Gerente GeneralGvB/reI ELEFONC 33-4:1-01 TELEX;.3065 flANr.X C. H APArTAIW) ;.P4 4 '. N .,,r c . A 

http:U.S.$10.000,000.oo
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PROJECT. AUTHORIZATION 

Name of Country: Costa Rica
 

Name of Entity; Banco Agro-Industrial y de Exportaciones (BANEX)
 

Name of Project: Private Sector Productivity
 

Number of Project: 515-0176
 

Number of Loan; 515-W-035
 

1. Pursuant to Section 106 of the Foreign Assistant of 1961, as 
amended, I hereby authorize the Private Sector Project for Costa 
Rica involving planned obligations of not to exceed ten million 
($10,000,000) United States dollars in Loan Funds over a three year 
period from the date of authorization, subject to the availability
 
of funds in accordance with AID OYB/allotment process, to help in
 
financing foreign currency and local currency 
costs of the project.
 

2. The project ("Project") consists of establishing an integrated 
program of credit, export management assistance and export oriented 
banking services for producers, manufacturers and exporters of
 
nontraditional extra CACM exports.
 

3. The Project Agreement, which may be negotiated and executed by 
the officer to whom such authority is delegated in accordance with 
A.I.D. regulations and Delegations of Authority, shall be subject to 
the following essential terms, covenants and major conditions,
 
together with such other terms and conditions A.I.D. may deem
 
appropriate;
 

a. Interest-Rate-and-Terms of:Repayment 

The Borrower (BANEX) shall repay the loan to A.I.D. in U.S. 
dollars within fifteen (15) years from the date of first 
disbursement of the loan, including a grace period of not to exceed 
five (5) years. The Borrower shall pay to A.l.D. in U.S. dollars, 
interest from the date of first disbursement of the loan at the rate 
of five percent (5%) per annum, on the outstanding disbursed balance 
of the loan and on any due and unpaid interest accrued thereon. 

(1) If, prior to the first interest payment under the loan
 
is due, the Government of Costa Rica so elects, Borrower shall
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fulfill its United States dollar obligation under the loan by paying
 
to the Government 
in the currency
determined of Costaof a time and Rica, the equivalent,as in a mannertile United States satisfactorydollar amounts payable to A.I.D., ofto A.I.D. under 
(a) above,
and, in such event, the Goverment shall pay to A.I.D.:
 

(i) the 
equivalent 
in United 
States
amounts, dollarspaid to of allthe Government by the Borrower,as follows:
 

(a) all 
 interest 
 immediately 
 upon
subject receipt
to the Goverment's

all right topayments retainin excess of two (2%) percentper annum during a grace period of notexceed toten (10) years from thefirst datedisbursement of the

under 
 the 
 loan
("Government grace period"). 
(b) Principal within twenty (20) years includinggrace period
a of not 
to exceed
years from ten (10)

date
disbursement 
the of the first
under 
 the loan ("Government


grace period"); 
(ii) Interest 
in United 
States 
dollars
percent per of two (2%)
annum 
during


period, the Government
and grace
three

thereafter, (3%) percent per annum
on all 
 amounts
principal of outstandingpaid by Borrowerthe respective to the Goverment fromdates 
 of such payments 
 of
principal.


b. Source-and -origin'°f'Goods-anid-Services 

Goods and services,A.I.D. exceptunder the loan shall 
for ocean shipping, financed byhave
countries their
included source 
and origin
that in A.l.D. Geographic in are members Code 941,of the Central or in countriesA.I.D. Americanmay otherwise Common Market,agree exceptAID in writing. asunder the loan shall, Ocean shipping financedexcept bywriting be financed only on 

as A.I.D. may otherwise agreeof countries that 
flag vessels of inthe United States, or
are members of the Central American Common Market.
 

co Conditions"Precedn. 

_to.initial.__isburseent
 

Prior 
 to any disbursement,
commitment 
 documents or the issuanceunder of
the Project any
Agreement, 
 the Borrower
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shall,- except 
as A.I.D. may otherwise 
agree in writing, furnish to
A.I.D. in form and substance satisfactory to A.I.D.:
 

1. 	 a statement 
from 	the Borrower setting forth the 
basic
policies, rules, regulations, procedures, 
terms, interest rates anq
eligibility criteria to be used 
in making investments and subloans,
and such other statements concerning 
the status and operations of
 
Borrower as appropriate.
 

2. 	 a statement 
 from the Borrower setting forth the
procedures 
it will follow in reviewing, analyzing 
and 	administering

investment and subloans to be made by 
the 	Borrower;
 

3. 	 certified copies of 
Borrower's charter, 
by-laws and
operating policies which 
have been approved by Borrower's Board of
 
Directors;
 

4. 	 evidence 
that the Borrower has 
maployed management and
 
staff satisfactory to A.I.D.;
 

5. a plan for the periodic audit of subloans by the
 
Borrower;
 

6. 	 evidence that the Borrower has obtained a guarantee of
repayment agreement from the 	 Government of Costa Rica or fro, an 
agency thereof acceptable to A.I.D.
 

6ondition ... Precedent--d. 	 -to- --Disbursements "q ''-Excess--- of 

Prior to any disbursement under 
the 	Project Agreement or the
issuance of 
any 	commitment documents 
in excess of $3,200,000, the
Borrower shall, except as A.I.D. may 
otherwise agree in writing,
furnish 
to A.I.D., evidence 
that 	 the Borrower has disbursed as
subloans no less than 
$2,500,000 of funds 
obtained from private
 
sources.
 

e. 	 Condition-Precedent-to-Disbursements in Excess-of$5 700;000
 

Prior to 
 any 	 disbursement, 
 or 	 the issuance of and
commitment documents 
under Project Agreement the Loan 
in excess of
$5,700,000, the Borrower shall, except 
as AID may otherwise agree in
writing, furnish to A.I.D, 
evidence that Borrower has obtained

additional paid in-capital raising total 
 paid-in capital to 
 the
 
equivalent of $2,000,000.
 

Additionally, 
the Borrower will furnish to A.I.D., except
as AID may otherwise agree in writing evidence that 
the 	Borrower has
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obtained 
from 	 private sources 
and 	disbursed 
in sublendings
those sources no 	 from
less 	than $5,700,000.
 

f. 	 Gondition-Preredenteto-Disbursements.in-Exeessof
 

. ;200;000
 

Prior 
 to 	 any disbursement,

commitment 	 or the issuance of
documents 	 any
under the

$8,200,000, 	 Project Agreement in excess
the 	Borrower, shall, except as 

of
 
A.I.D.
agree 	 may otherwise
in writing, furnish to 
A.I.D. evidence that
disbursed as 	 the Borrower has
subloans 
no less 
than $8,200,000 of funds obtained from
private sources.
 

g. 	 Covenants
 

The Borrower 
shall covenant 
that, unless A.I.D. 
otherwise
agress in writing, it will:
 

(1) 	establish 
 an 	 evaluation 
 program 
 as 	 part of
Project. 	 the
The 	 program 
 will include, during
implementation 	 the
of the Project and at 
 one 	or
points including prior to 	
more
 

disbursements of 
amounts
excess 
of $3,200,000, $5,700,000 and 	
in
 

at the end of the

project, the following:
 

(i) 	an assessment 
of progress 
toward attaintment 
of
the objectives of the Project;
 

(ii) 	identification 
and 	examination 
of problem areas
or 	 obstacles 
 to 	 accomplishment 
 of 	 project

objectives;
 

(iii)evaluation, to 
the degree feasible, of the
overall development impact of the Project;
 

(iv) 	review 
 the 	 timing 
 of 	 disbursements 
 of funds
provided by this 	 Loan, private sources and 	the
 
Borrower.
 

(2) 	 not utilize A.L.D. Loan funds to pay administrativeoperating expenses 	 orof the Borrower, excepting start-upexpenses of the 
Borrower's Trading Company Subsidiary;
 

(3) 	not permit use of 
 A.I.D. 
 funds 
 to 	 finance 
 any
subproject 
or to make subloans 
to any sub-borrower in
excess of 
the equivalent of 
two hundred 
fifty thousand

United States Dollars ($250,000);
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(4) 
without prior A.I.D. approval, make no subloans 
to, or
equity investments in, business or other activities inwhich any officer or 
employee of the Borrower or 
their
immediate 
family has a controlling financial interest;
 

(5) not 
 make subloans 
 or investments 
 in any single
enterpise except 
its wholly-owned trading company 
in
 
excess of $500,000;
 

(6) not maintain a reserve 
for bad debts ot less 
than one
 
percent (1%) 
of all outstanding loans;
 

(7) not appoint as the manager of any subsidiary a personwhose appointment has not been approved in advance in 
writing by A.I.D.;
 

(8) not declare or 
pay cash dividends 
on any class of
stock of the 
Borrower 
from sources other than 
accrued
earniigs (after providing adequate reserves for bad 
debts);
 

(9) not declare or pay diviciends on any class of stock of
the Borrower prior to July 1, 1983; 

(10) not declare or pay dividends on any class of stockexceeding eighteen 
percent (18%) 
 of Borrower's 
net
 
worth;
 

(11) not incur any indebtedness which would enjoy a positionsuperior 
to the obligation incurred 
under the A.I.D
 
Loan.
 

(12) Not permit its debt to net worth ratio to exceed 6:1during year one, 
7:1 during year two, 
8:1 during

three, 9:1 during year four and 

year
 
1O:l during years five
 

through fifteen of the loan agreement.
 

(13) Not use repayments of principal from the A.I.D. loanfor purposes other than those for which A.I.D. loan 
funds were originally made.
 

(14) Utilize repayments of subloans in conformance with the purposes of the Project as set forth in Annex I of the 
Loan Agreement.
 

(15) Submit a report 
to A.I.D. each quarter during the life
of this Agreement. 
 Each report will contain a
breakdown 
of subprojects, 
showing 
types of industry,
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commitments and disbursements, terms and conditions of
financing, uses of Borrower and A.I.D. an
funds, aging

of accounts and other comments as 
appropriate.
 

(i6)Utilize at least one hundred percent (100%) during the

first three years, and at least fifty percent (50%)thereafter, of the interest income from subloans made
using A.I.D. funds less the following: interest paidon the A.I.D. loan; allowable operating expenses
defined in Annex I, legal deducations and tax payments 

as 

required by law; bad
and debt-expenses; to establish
and operate the Export Minnagement Component of the 
project as described in Annex I.
 

(17) Not 
as long as it shall owe any amounts to A.I.D.

hereunder, mortgage, 
pledge, otherwise hypothecate- or
encumber any of its assets or properties (promissory
notes, acceptances, accounts 
receivable, contractual.
 
rights, shares, securities, any collateral, etc.)
obtained through, or evidencing financing made 
by the

Borrower with fuxhds obtained from A.I.D. hereunder;
provided, however, that, at the request of A.I.D. theBorrower 
shall grant security interest 
in such assets

and properties 
in favor of A.I.D. necessary to create,

perfect and preserve such valid 
security interest
favor of A.I.D.; provided, further, 

in 
that this Sectionshall not apply 
to the assets or properties of the


Borrower initially obtained through, 
or evidencing,
financings made theby Borrower with funds from A.I.D.
hereunder if and when such funds have been repaid toA.I.D., to the 
extent of such repayment; and provided,
finally, that should 
 the situation stated insecond proviso of this Section occur after 

the 

security interest in the respective 
the
 

asset or property,

or any part thereof, has been granted, then at therequest of the Borrower, A.I.D. shall 
do whatever is
 
necessary to 
cancel such security interest.
 

(18) consult from to withtime time A.l.D. concerning thesteps taken by Borrower 
to seek cofinancing from
 
private banking sources.
 

h. Waivers
 

The following waivers 
are hereby approved:
 

(I) The Borrower or its subsidiaries may contract for 
technical assistance, training and other services with 
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the World Trade Institute on a predominant capability
 
basis.
 

(2) 	The Borrower, its subsidiaries and its subborrowers may

use A.I.D. loan funds for 
dollar purchases of the
 
agricultural commodities of 
 United States origin

described 
 in Section 4C la(l)(a) of Handbook I,
 
Supplement B, without prior A.I.D. approval.
 

(3) 	No special procurement policies 
will be required on
 
local currency subloans of $25,000 or 
less.
 

Assistant -T o
 
Bureau for Latin America
 

and Caribbean
 

1981
 

Clearances;
 

RLA;J.R.Clyne 7/30/81 
 Lif1AJf3[btIM 
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h i~~) 	 5CC 1 COUN1 Y CIIECKL,1i' 

Listed below are, 
first, statutory criteria applicable generally to F'AA funds,

and then criteria applicable to individual 
fund 	sources: Development
 
Assistance and Economic Support Fund.
 

A. 
GENERAL CRITERIA.FOR COUNTRY ELIGIBILITY
 

1. 	 FAA Sec. 116. Has the Department of 

State detennined that this government 

has engaged in a consistent pattern of 
gross violations of internationally 
recognized human rights? If so, can it 
be demonstrated that contemplated 
assistance will uirectly benefit the
 
needy?
 

2. 	 FAA SEC; 113. Has particular attention 

been given those programs, projects, 

and activities which tend to integrate 

women into the national economics of
 
developing countries, tnus improving
 
their status and assisting the total
 
development effort?
 

3. FAA Sec. 481. Has it been determined 

tnat the government of the recipient 
country has failed to take adequate 
steps to prevent narcotics drugs and 
other controlled substances (as defined 
by the Comprehensive Drug Abuse 
Prevention and Control Act of 1970)
 
produced or processed, in whole or in
 
part, in such country, or transported
 
through such country, from being sold
 
illegally within the jurisdiction of
 
such country to U.S. Government
 
personnel or their dependents, or from
 
entering the U.S. unlawfully?
 

4. 	 FAA Sec. b20(h). Lt assLstancu is Lo a 

government, is Lil .-ecrOLary ,lIofnte
 
detenn iined Lhzil it is not domiiiated or 
controlled by the internationaL 
Communist movement? 

The Department of State
 
has not so determined
 

Subprojects are expected to
 
create a significant number
 
of new jobs for women.
 

No.
 

Yes.
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5. FAA Sec. 620(c). If assistance is to No. 
th& governmnt liable as debtor or 
unconditiolal 1,uarantor on any delL to 
a U.S. citizen or goods or services 
furnished or ordered where (a) such 
citizen has exhausted available legal 
remedies and (b) the debt is not denied 
or contested by such governent? 

6. FAA Sec. b20(e)(1). If assistance is No. 
to a governent, has it (including 
governent agencies or subdivisions) 
taken any action which has the effect 
of nationalizing, expropriating, or 
otherwise seizing ownerhsip or control 
of property of U.S. citizens or 
entities beneficially owned by them 
without raking steps to discharge its 
obligations t?ward such citizens or 
entities? 

7. FAA Sec. b20(f), bO0D; Continuing No. 
Resolution Sec. 511, 512-and 513; ISUCA 
of 1900 Secs. 717 anti 721. is 
recipient country a Communist country? 
Will assistance be provided to Angola, 
Cambodia, Laos or Vietian? (Food and 
humanitarian assistance distributed 
directly to tite people of Cambodia are 
excepted). Will assistance be provided 
to Afganistan or Nozanbique without a 
waiver? Are funds for iL Salvador to 
be used for planning for compensation, 
or for the purpose of compensation, for 
the confiscation nationalization, 
acquisition or expropriation of any 
agricultural or banking enterprise, or 
property or stock thereof? 

8. FAA Sec..620(i). Is recipient country No. 
in any way involved in (a' subversion 
of, or military aggression against, the 
United States or any country receiving 
U.S. assistance, or (b) the plinning of 
such subversion or aggression? 

9. FAA Sec..620(j). Has the country No. 
permitted, or failed to take adequate 



tileasures LU p reVV'll, the d 1mcgvl or 
destruction, by mob action, of U.S. 
prdperty? 

10. FAA Sec. 620(k). Does the program 
furuh ass:SL.alice in -xct-ss to 

$1UO,OO),UOO for the constructiou of a 
productive enterprise, except for 
productive enterprises in Egypt that 
were described in the Congressional 
Presentation materials for FY 1977, FY 
1980 or FY 1981? 

No. 

11. FAA Sec. b20(t), It the country has 
failed ro institute the investment 
guaranty program for the specific 
risksof expropriation, inconvertibility 
or contiscation, lias the AID 
Adifilnistrator within tne past year
considered denying assistance to such 
goveriunent for this reason? 

The Administrator has not 
considered such an action. 

12. FAA Sec. b20(m). Is the country an 
economically developed nation capable
of sustaining its own defense burden 
and economic growth and, if so, coes it 
meet any of the exceptions to FAA 
Section 620(m)? 

No. 

13. FAA Sec. 620(o); Fisherihen's Protective 
Act ot 1967i as amendedi Sec. 5. If 
country has seized, or imposed any 
penalty or sanction agains, any U.S. 
fishing activities in international 
waters, 

a. has any deduction required by the 
Fishenen's Protective Act been 
made? 

No. 

b. h1.1s Compl Lte denial of assisLance 
be:n cons kdured by AID 
Administrator? 

No. 

14. FAA Sec. 6 20(q); Continuing Resolution 
Sec. 516. (aY Is the governmntofL he 
rqcipient country in default for more 
than six months on interest or 
principal of any AID loan to the 

No. 
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country? (b) is tile country in default No. 
exceeding one year on interest or 
principal on any U.b. loan under a
 
prograin [or wlich Cont i nu i
t he tii
 
ResoluLiun appropriates lunds?
 

15. FAA Sec. b2U(s). If contemplated Yes, taken into account by

assistance is dev,.loplmeIt loan or from the Administrator at the time
Economic Supporl Fund, has tile of approval of Agency OYB.
 
Administrator Laken iito accont the
 
percentage of tile country's budget

which is for military expenditures, the
 
amount of toreign exchange spent on 
military equipment and the amount spent

for the purchase of sophisticated
 
weapons systems? (An affirmative
 
answer may to recordrefer tile of the 
annual "Taking into Cousidecation"
 
memo; "Yes, taken into account by the
 
Administratorat time of approval of

Agency OYB." This approval by the
 
Administrator of the Operational Year
 
Budget can be the basis for an
 
affirmative answer the
during fiscal 
year unless signiiicant changes in
 
circumstance occur).
 

lb. FAA-Sec; 620(L). Ilas 
the country Costa Rica has not severed
severed diplomaLic relations with tile 
 relations with the U.S.
 
United States? If so, have they been
 
resumed and have new bilateral 
assistance agreements been negotiated
and entered into since such resumption? 

17. FAA-Sec; 620(u). What is the payment Costa Rica is meeting itsstatus of tie country's U.N. U.N. obligations.
obligations? If the cuuntry is in
 
arrears, werc such arrearages taken 
into account oy Lie AID Administrator
 
in detenining the current AID
 
Operational Year Budget?
 

18. FAA Sec. b2(A; ConLinuing Resol'tion No. 
Sec. 521. Ilas the country aided or
 
abetted, by gran.ting sancLuary from
 
prosecution to, any individual or group

which has committed an act of
 
international terrorism? 
 Has the
 
country aided or abetted, by granting
 



sanctuary from prosecution to, any 
individuaL or group which has committed 
a war crime? 

19. FAA Sec. b66. Dues OW,country ubject, 
on basis o1 race, ruli g ion, na tional. 
origin oIr sex, to the presence of lily 
ofticer or eUiployue olL.the U.S. who0 is 
present in suclh country to carry out 
economic development programs under the 
FAA? 

No. 

20. FAA-Sec. 669, 67U. Has the country, 
after August 3, 1977, delivered or 
recieved nuclear enricnment or 
reprocessing equipment, materials, or 
technology, without specified 
arrangements or safeguards? las it 
detonated a nuclear device after August 
3, 1977, althougn not a "nuclear-weapon 
SLate" under the nonproliferation 
treaty? 

No. 

B. FUNDING-SOURCE CRITERIA FORCUUNTRY 
ELIGIBILITY 

1. Development•AssisLance Country-Criteria 

a. FAA Sec. 1O2(b)(4). Have criteria 
been established and taken into 

Yen. 

account to assess commitment 
progress of the country in 
effectively involving the poor in 
development, on such indexes as: 
(1) increase in agricultural 
productivity through small-farm 
labor intensive agriculture, (2) 
reduced intant mortality, (3) 
control of population growth, (4) 
equality of income distribution, 
(5) reducLion of unumtployient and 
(b) increised lituracy. 

b. FAA Sec. 104(d)(L). If 
allropriaLe, is tLhis dveLoluient 
(including Sahed) activity 
desigmid to 0uuild mtotivataon for 
snaller fanilies tirougi 
modific'ation of economic and 

Not specifically although 
greater employment of women 
may have such an effect. 
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social conditions supportive of 
the desire for large families Ln 
programs such as education in and 
out of school, nutrition, disease 
control, maternal and child health 
services, agricultural production, 
rural development, assistance to 
urban poor iind through community
based development programs which 
give recognition to people 
motivated to limit the size of 
their families? 

1 Economic Support Fund Country Criteria. 

a. FAA Sec..502B; Has the country 

T-"engaged in a consistent 
pattern of gross violations of 
internationally recognized human 
rights or (b) made such 
significant improvements in its 
human rights record that 
turinishLng such assistance is in 
tne national interest? 

N/A 

b. FAA Sec..532(f). Will 1SF 
assistance be provided to Syria? N/A 

c. FAASec. b09. If commodities are 
to be granted so that sale 
proceeds will accrue to the 
recipient country, have Special 
Account (counterpart) arrangements 
been made? 

N/A 

d. FAA-Sac..bZUB. Will BSF be 
Turnisied to Argentina? 

N/A 
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5C(2)- PROJECT'ClECKLIST 

Listed below are statutory criteria applicable generally to projects with FAA 
funds and project criteria applicable to individual ftinding sources: 
Development Assistance (witlh a subcatelory tr criteria applicable onLy to 
loans); and Economic Support Fund. 

CROSS REFERENCES: 	 IS COUNTRY CHECKLIST UP TO DATE? 
11AS STANDARD ITEM CHECKLIST BEEN 
REVIEWED FOR THIS PROJECT? 

A. GENEFAL'CRITERIA"FOR*PROJECT
 

1. 	 Continuing.Resolution Unnuinbered;.FAA
 
Sec; 634A; Sec. 653--b -.
 

(a)-	 Describe how authorizing and The Committees on appropria
appropriations Committees of tions of the Senate and the
 
Senace and Iluuse have been or will House were notified of this
 
be notified concerning the project through the Congres
project; (b) is assistance within sional Presentation, and a
 
(Operational Year Budgec) country Congressional Notification
 
or international organization advising them of IAD's inten
allocation reported to Congress tion to increase the size of
 
(or not more than $1 million over the loan and eliminate a grant
 
that figure)? component.
 

2. 	 FAA.Sec;•l i(a)(1). Prior to
 
obligation in excess of $100,000, will Yes.
 
there be (a) engineering, financial
 
other plans necessary to carry out the
 
assistance and (b) a reasonably finn
 
estimate of the cost to the U.S. of the
 
assistance?
 

3. 	 FAA Sec; 61l(a)(2); If further Legislative approval is required
 
legislativerecipient countryaction ii required within if the loan is to receive a
what 	is basis for 
 Government Guarantee.
reasonable cxoUCtto, that such 	

While 

will be 
orderly 

COexpuctd in tiLh 
ccp,,l i nhiiI'ilt 

aictio 
to acOrtit 
to -ri of 

difficulties with the ratifi
catior process have interfered 
with an AID loan, recent loans 

Lhe ;issisLaince. have been quickly ratified. No 
difficulty is anticipated with 

4. FAA Sec. 61 (b); ContinuinLHLsolution this loan. 
Sec; 501. IL for waler or water- N/A 
related land resource construction, has 
project mieL 'th! stLandards and cLiteria 



as set forth in the Principles nnd
 
Standards for Planning Water and 
Related Land Resources, dated October
 
25, 1973?
 

5. 	 FAA Sec..611(e). If project is capital 

assistance (e.g., construction), and 
all U.S. assistance or it will exceed
 
$1 million, has Mission Director
 
certified and Regional Assistant
 
Administrator taken into consideration
 
tWe country's capability effectively to
 
maintain and utilize the project?
 

6. FAASec;209. Is project susceptible 

T execution as part of regional or
 
multilateral project? It 
so why is
 
project 
not so executed? Information
 
and conclusion whether assistance will
 
encourage regional development programs.
 

7. 	 FAA'Sec;.60i(a); Information and 
conclusions whether project will 
encourage efforts of the country to: 
(a) increase the flow of international 

trade; (b) foster private initiative 

and competition; and (c) encourage
 
development and use of cooperatives,
 
and credit unions, and savings and loan
 
associations; (d) discourage
 
monopolistic practices; (e) improve
 
technical efficiency of industry,
 
agriculture arid commerce; and (f)
 
strengthen free labor unions.
 

8. 	 FAA Sec;-601(b). information and

.onclusion on how project will 

encourage U.S. private trade 
and 

investment abroad and encourage private 

U.S. participation in foreign 

assistance programs (including use of 

private trade channels and the services 

of U.S. private enterprise).
 

9. 	 FAA Sec; 6 [2(b),'636(h);.Continuing 
Riesolut~on. Sc;.5U8O DescribeT steps 
taken to assure that, to the maximum 

extent possibie, tne country is 

contributing local currencies 
to meet 


Yes.
 

No.
 

The project is specifically
 
designed to encourage a, b
 
and c. Items c, d and f are
 
likely to be indirectly
 
encouraged.
 

The project contemplates an
 
AID cofinancing relationship
 
with a U.S. private lender.
 
The required technical assis
tance and training-is scheduled
 
to be secured through U.S.
 
private sources.
 

A subsequent condition pre
cedent will encourage the in
vestment of additional local
 
capital; the U.S. owns no local
 
currencies in Costa Rica.
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the cost of contractual and otherservices, and foreign currencies ownedby the U.S. are utilized in lieu uf
dollars. 

10. FAA Sec. b12(1), Doe!s tile ll.S. owu excess1 or1d i- curre.-ncy ()I' tht! Cojllt rya, if so, what.I arran..i eis haveben 
made for iLs release? 

N/A 

11. FAA-Sec. 601(e). Will the project 
utilize compeTItive selectionprocedures for the awarding ofcontracts, except where applicable
procurement rules allow otherwise? 

Yes. 

12. Continuing ResolutionSec. . ifasss ance is for the productin of anycommodity for export, is the commoditylikely to be in surplus on worldmarkets at the time the resultingproductive capacity becomes operative,and is such assistance likely to causesubstantial injury to U.S. producers ofthe same, similar or competing 
commodity? 

N/A 

B. FUNDING CRITERIA FOR PROJECT 

Developmnent.Assistane-ProjectCriteria 

a. FAASec. i02()~).~ Il,. 
2 8 1(a).Nj'ento whch1activityillr(a) effectively involve the poor in development, by extendingaccess to economy at local level,increasing labor-intensive 

production and the use ofappropriate technology, spreadinginvestment out from cities tosmall towns and rural areas, and 
insuring wide part icip:iLion of L1hte 
poor in the benefits of 
de:velopiitami l .uIlid )I)alsis,
Usin, the appropriate U.S.itstitutions; (b) help develop
cooperatives, especially bytechnical. assist~ace, to assistrural and urban poor to help 

Analysis predict that the 
project will: 
o Substantially generate new

and preserve existing employment, including areas 
of employment having large
f emal e ork large 
female work forces; 

o increase labor intensive 
production; and 

0 improve the quality of life
of rural as well as urban 
dwellers. 
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themselves toward better life, aridotherwise encourage democratic
private and local gover,-miental
institutions; 

(c) support the
self-help efforts of developing
countries; (d) promote tileParticipiltion 

of wornen in thenational economies of developing
countries and the improvement
women's ofstatus; and (e) utilize
and encourage regional cooperation
by developiig Countries? 

b. FAA Sec.i1031 103A, 4-10;
0 6
07;is -a'LsTancebeing madeavailable: 
 (include only
applicable paragraph wihichcorresponds to source

used. of fundsIf more than one fundsource is used for project,
include 
relevant paragraph for
each fund 
 source.)
 

(1) (103) 
for agriculture, 

rural
development N/A


or nutrition; 

so (a) extent to 

if 
which 

activity is 
specifically
 
designed to increase 
productivity 


and income of
rural poor; 103A if foragriculturai :esearch, lulliccount Sh.ll1 be takvn of theneeds of small farmers andextensive use of fieldtCsli.ng to adapt basicresearch to local couditionssha  be made; (b) Cx tent towhich assistance is 
used in
coordination with programs
carried out umder Sec. 104help improve to 
pe-olte imcritioi ot.fof' (Jrv olping the 

couit rieS tLhrougi
encourigeietit of increaised
productiorl of crops withgreater nutritional value,inprovull(t o fp lan ini,research, and education withrespect to ,iutriLion, 

http:tCsli.ng


- II 

particularly with reference 
to improvement and expanded 
use of indigenously produced 
Loodstufis; and the 
undertaking o1 pilot or 
demonstration of programs 
explicitly addressing the 
prublum oi malnutrition oi 
poor and vulnerable people; 
and (c) extent to which 
activity increases national 
food security by improving 
food policies and managemen' 
and by strengthening national 
.food reserves, with 
particular concern for the 
needs of the poor, through 
measures encouraging domestic 
production, building national 
food reserves, expanding 
available storage facilities, 
reducing post harvest food 
losses, and improving food 
distribution. 

(2) (104) for population planning 
under sec. 104(b).or healch 

N/A 

under sec. 104(c); if so, i) 
extent to which activity 
emphasizes low-cost, 
integrated delivery systems, 
for health, nutrition and 
family planning for the 
poorest people, with 
particular attention to the 
needs of mothers and young 
children, using paramedical 
and auxiliary medical 
personnel, clinics and health 
posts, commercial 
distribution systems and ther 
modes of community research. 

(4) (105) for educati.on, public 
adImListration, or human 

N/A 

resources development; if so, 
extent to which activity 
strengthens nonformnl 
education, makes Lonal 
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education more relevant, 
especially tor rural families 
arid urban poor, or 
strengthens management 
Cal)ability of institLutions 
efabl ing the poor to 
parL ic ipate in deveIoiIMeInt; 
and (ii) exLent to which 
assisL-ance provides advanced 
education and training of
 
people in developing
 
countries in such disciplines
 
as are required for planning
 
and implementation of public 
and private development
 
activities.
 

(5) (106; ISDCA of 1980, Sec. 
304).for energy, private
 
voluntary organizations, and
 
selected development
 
activities; if so, extenC 
 to 
which activity is. (i) (a) 
concerned with data 
collection and analysis, the
 
training of skilled 
personnel, research on and
 
development of suitable
 
energy sources, and pilot
 
projects to test new methods
 
of energy production; (b)
 
facilitative of geological
 
and geophysical survey work
 
to locate p)otential oil,
 
natural gas, and coal
 
reserves and to encourage 
exploration for potential
 
oil, natural gas, and coal
 
reserves; and (c) a 
cooperative program in energy 
production and conservation 
thrutigh rr soarcli nd 
deveiopmen t and use ofITlia 1 
scale, decentral.izeld, 
renewable energy sources for 
rural areas;
 

(ii) technical cooperation 
and development, especially 



with U.S. I)rivate and 
voluntary of regional and 
internati onal development, 
oriin i za LOl.R 

(iii) researclh into, and
 
evaluation of, cconomic
 
development process aiid 
techniques; 

(iv) reconstruction after
 
natural or inanimade disaster;
 

(v) 	for special development 


problems, and to enable 

proper utilization of earlier 

U.S. infrastructure, etc., 

assistance;
 

(vi) for programs of urban 

development, especially 
 .all 

labor-intensive enterprises, 

marketing systems, and 

financial 
or other
 
institutions to help urban
 
poor participate in economic
 
and social development.
 

c. 	 (107) is appcopriate effort placed 

on use of appropriarte technology?

(relatively smaller, cost-saving,
 
labor using technologies that 
are
 
generally most appropriate for the
 
small farms, small businesses, and 
small incomes of the poor.) 

d. 	 FAA Sec.*ll0(a). Will the 
recipient country provide at least
 
25% of the costs of the program,
 
project, or activity with respect
 
to which the assistance is to be
 
furnished (or has tihe otLter 
cost-sharing re(limirement ben 
waived for a "rt.I aLively leaat 
devuloped" cUunLry)? 

e. 	 FAA.Se;-IiO(b); Will 	grant 

Z;pital, iIfL."mcu be disbursed 
for project over miore than :1 

The project will address a
 
critical credit shortage
 
and facilitate nontraditional
 
export growth.
 

The project will extend credit,
 
management and marketing as
sistance to Costa Rican produ
cers.
 

N/A
 

N/A
 

N/A
 



ye,'a rs? I.I ion, s ju i i i cat LO l
SatisLactuL.y Lo Congress been 
made, and efforts for other 
financing, or is the recipient 
country "relatively least 
developed"? 

f. FAA'Sec.-281(h). Describe extonL 
to which program recognizes Lite 
particular needs, desires, and 
capacities of the people of the 
country; utilizes the country's
intellectual resources to 

The program supports a Costa 
Rican initiative. 

encourage institutional 
development; and support civil 
education and training in skills 
required for effective 
participation in governmental 
processes essential to 
self-governent. 

g. FAA'Sec.-122(b); Does che 
activity give reasonable promise
of contributing to the development
of economic resources, or to the 
increase of productive capacities
and self-sustaining economic 

Yes. 

growth? 

2. Development'Assistanceroject
Criteria(Loans-unL-Y) " 

a. 

b. 

FAA-Sec;-122(b). Infonrtation and 
conclusion on capacity of thecountry to repay the loan, at areasonable rate o interest, 

FAA-Sec;.620(d); if assistance is 
for any produ,-'' -% enterprise 
which will L. with U.S. 
enterprises, is there an agreement
by the recipient country to 
prevent expurt Lo the U.S. of more 
thanl 207 of1L'hCherLerprise,:n 
annual production during the Life 
of the loan? 

The country is undergoing severe 
economic problems. Nevertheless 
it appears quite capable of repaying the Loan no previous AIDloan made to Costa Rica has been 
in arrears for longer than two 
months. 

N/A 



. Project'Critria.Sulely. orEconomic 
Supeort Fund 

a. FAA Sec;531(a); Will this 
assistance proalote economic or 
political stability? To the 
extent possible, does it reflect 
the policy directions of FAA 
Section 102? 

N/A 

b. FAASec;531(c); Will assistance 
under this chapter be used for 
military, or paramilitary 
activities? 

N/A 



5UM(3).STANDARD- ITEM.CHEEKLIST 

Listed below are the statutory items which normally be covered routinely inthose provisions of an assistance agreement dealing itswith implenentation,
or covered in the agruenicnt by impouing limits on certain ofuses funds. 

These items are arranged under the general headings of (A) Procurement, (B)

Construction, and (C) Other Restrictions.
 

A. Procurement 

i. 	 FAA Sec;-W62. Are there arrangcments Yes.
 
to permiLt U.S. small business to
 
participate equitably in 
the furnishing 
of counodities and services finance?
 

2. 	 FAA.Sec; b4(a); Will all procurement Yes.
 
be from the U.. except as otherwise
 
detenined by the President or under
 
delegation front him?
 

3. 
 FAA Sec; 6U4(d); If the cooperating The country does not so 
country discriminates against U.S. discriminate
 
marine risk 	witli a company or companies 
authorized to do a marine insurance
 
business in the U.S.?
 

4. 	 FAA Sec. 604(e); 1SDCA of 1980.Sec.
 
7 0SaTFIf offshore procurement of 
 No such procurement is
agricultural commodity or 
product is to anticipated. 
be financed, is there provision against 
such procurement when the domestic 
price of such commnodity is less than 
parity? (Exception where commodity 
financed could not reasonably procured 
in U.S.)
 

5. 	 FAA.Sec; b03. Is the shipping excluded 
 No.
 
from compliance with requirement in
 
section 901(b) of the ierchant Marine
 
Act ut 193b, as a'ended, that at least
 
5U per centum of Lhe gross tonnage of
 
commodities (computed separately for 
bulk 	carriers, dry cargo liners, and
 
tankers) financed shall be transported
 
on privately, owned U.S.-flag commercial
 
vessels to the 
extent that such vessels
 



are. available 
rates? 

at fair and reasonable 

7. FAA.Sec.62I; Ii technical assistance 
is financed, to the fullest extent 
practicable will such assistance, goods 
and professional and other services be 
furnished from private enterprise on a 
contract basis? If the facilities of 
other Federal agencies will be 
utilized, are they particularly 
suitable, not competitive with private 
enterprise, and made available without 
undue interference with donestic 

Yes. 

prograns? 

8. International-Air.Transport;.Fair 
Compettve Practices Act, 1974. If 
air' transportation of persons or 
property is financed on grant basis, 
will provision be made that U.S. 
carriers will be utilized to the extent 

N/A 

such service is available? 

9. Continuing Resolution Scc.'505; If 
U.S. Governmenit is a party to a 
contract for procurement, does the 
contract contain a provision 
authorizing termination of such 
contract for the convenience of tie 
United States? 

the N/A 

B. Construction 

1. FAA'Sec;.6Ol(d); If capital (e.g., 
construction) project, are engineering 
and professional services of U.S. finns 
and their affiliates to be used to the 
maximum extent consistent with the 
national interests? 

N/A 

2. FAA Sec. blL(c); it conLracLs Lor 
consLruc tiLo are Lo be 'i nanced , will 
they be let oil .1competitive basis to 
maxinmum extent practicable? 

Yes. 

3. FAA'Sec;.62U(k); if for construction 
of productive enterprise, will 
aggregate value of assistance to be 

It will not. 



furnished by the U.S. not exceed $UO0 
million? 

C. Other-Restrictions 

1. FAA Sec;-122(b); If 
is Interesl rale ii' 
during grace period 
annum thereafter? 

developmpnt loan, 
leaut 24 per aimnuu 
and at least 3% per 

Yes. 

2. FAA.Sec;.301(d); It fund is establish 
solely by U.S. contributions and 
administered by an international 
organization, does Comptroller General 
have audit rights? 

N/A 

3. FAA Sec. 620(h). Do arrangements exist 
to insure that Utiited States foreign 
aid is not used in a inanner which, 
contrary to the best interests of the 
United States, promotes for assists the 
foreign aid projects or activities of 

Yes. 

the Communist-bloc countries? 

4. Continuing Resotution.Sec;.5l4; If 
participants will be trained in the 
United States with funds obligated in 
FY 1981, has it been determined either 
(a) that such participants will be 
selected otherwise than by their h(Nmm 
govert nents, or (b) Lhaz at least 20% 
of the FY 1981 tiscal year's funds 
appropriated for participant training 
will oe for participants selected 
otherwise than by their home 
governments? 

No participant will be selec
ted by the host government. 

5. Will arrangements 
financing: 

preclude use of 

a. FAA Sec;.IU4(f); To pay for 
)er onmancu uL aborLions as a 

method of family planning or to, 
motivate or coerce persons to 
practice abortions; to pay for 
perfornmance ot involuntary 
sterilization as a method of 
family planning, or to coerce or 
provide' financial incentive to any 
person to undergo sterilization? 

Yes. 



b. FAASec;bO(q). To compensate 

owners for expropriated 
nationalized property? 

Yes 

c. FAA.Sec;.660; To provide training 

or advice or provide any financial 
support for police, prisons, or 

other law enforcement forces, 

Yes 

except for narcotics programs? 

d. FAASec.-662. For CIA activities? Yes 

e. FAA Sec;63b(i); For purchase, 

sale, long-term lease, exchange 

guaranty of the sale of motor 
vehicles manufactured outside 

or 

Yes 

U.S., unlLss a waiver is obtained. 

f. Continuing Resolution Sec. 504. 
To pay pensions, annuities 
retirement pay, or adjusted 
service compensation for military 

personnel? 

Yes 

g. (ontinuing-Resolution-Sec;-506; 

To pay U.N. assessments, 

arrearages or clues. 

Yes 

11. Continuing Resolution Sec. 507; 
To carry out provisions of FAA 

section 209(d) (Transfer of FAA 
funds to multilateral 

Yes 

organizations for lending.) 

i. Gontining Hesolut Lon- Sec - 509; 
To finance the export of nuclear 

equipment fuel, or technology or 
to train foreign nationals in 

nuclear fields? 

Yes 

j. Cont iiing I<c.nlitinn Sec. 510. 
Will ass| .BS (t;ilIc . be providIrd for 

Lime lmirlpo!;,- flolaiding Lmo l .llort.:; 
of Lira gove rnciment of such counLry 
to repress the legitimaLte rights 
of tmte population of such country 
contrary to tmme Universal 
Declaration of Human Rights? 

N/A 



- 2o 

k. 	 Continiiing ResolutionSece; 516. 
To be used tor publicity or Yes 
propaganda purposes within U.S. 
not authorized by Congress? 
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C R O N 1".. UNCLAS.€ 	 H.... 
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F'AGS: 

F"i JEC r DAEC JV*~)OF 14i'l~VAT-7 SILCroJ) PRiODIcrVITY 
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*CHANGEC' NJILL ;NOST LTKTKLY JLE EXTR~EMELY SL 1,1TO T RA " L1 F 


r' w 	 Tc 	 DI AS C*FI.-',/ OFA rq,,- FACT THAT TI XPOHT-O.?I
.ir ~r, 7TRATr GY P;?OPOS?;-D I,?i TfHE 	 PID IS ALS(. A NFI'~DIWECTION* OR~ COFTA RICA, T'4*- PP SHOULD: INCLIME) A CO-'lPR EH IV D

* 4()15IO AS TO tfO;,' VTfh- SflATL--C. WILL FIT INITO TH- N7. 
EN 0D 101 ULIMCAYtilJIBrP11:--N f ADIPTION, T,1!". LEVELOOF on 

MV%;7) * SPECI FCALLY, ou-sTioos cowCvmINS GOVARNMf"NT' S 

*L.IULITY A WILLT"IGPI, To PALTR T.1E7 IIPORT-S ITU.TIOf
F.AS OF miz E..CO'Jr( Aso) 10 PROVIDE ADE IJATE'~ ~TV~ FOR

* EXPOJRTING SHOUL!) BEC -A0) R-SS.::D. 
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UNCLA":S' 1IED 1AG 

5. 	 G'JAR rE. G.IV.'!J TWE CORR;ELATIONJ IN VT PAST OF NOt-
lI'ARANTZED LOANIS A~ND )DTFAIJL'r ON LOANS, .IR VIE'1-S GOVTr.
GJ A ?A['f E !OR PflOPOE) LOAN'j S ESFENTIAL. SIIGGTST BAN ---
FRI -!CIPALS PUR7SUE~ GU(~lAWH;-' WITH C'EN('rRAL BAVKr'. 

(* LEGAL CONSIDERATIONS. THE FOL L 0 ,-ING L' GAL CO11SI Dr.RA 
'I100F SHOULD r ADDRESS D IN THE PP: (A) TlfF. L7-G.AL AND
FINANCIAL R;;LATIO'-Is,',(IP 27.Vel-.EN BAP)--/X AND TH!.- TRADIN;G

* (Wlr'NY; AND (B3) TlH(- LOAN~ GEE~I SHOULD I NCIlDE.. A nO N
!7fhpORDI-'.ATION CLAUSF 114 ORDEl TO IN!DICA~TE AIP'S P2IORITY
VI9S-A-VJIS 0ffl{Er C IT% AMY "OsTA RICAN3 LA'S P;-"RTAI rV-
I-'J TO THIS ISSUJE SI(OILD BE" DISCUSS!:D 1IN TTi-- PP. 

iLrII: 
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9. T9)Y ASSIcTA!NCi-. I :!nl'jlfY WAS NAPE TO LA, Co1011RnOLLEfl
00 C!.iA?NI G POSSI-,BILIrY OF I')CREASING Nl.ISSION TriAVEL
i21T I.'I IS IJ9.LIV,2LY; THTNFOHW ECO(1 riIsSION7-S 

RVE''A.'1,3 P11IO7?TIZ FUTURE TRA VEL COf'IIT tIENTS AND Ar)VI S!-
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ANNEX C 
ExhibLt 2 

Page 1 of 1 

SUMMARY OF REPORTED CHARACTERISTICS OF SURVEYED FIRMS 

POTENTIAL 

POTENTIAL NET FOREIGN 

NONTRADITIONAL SHORT-TERM LONGER-TERM EMPLOYMENT EXCHANGE 

No PRODUCT CREDIT NEEDED CREDIT NEEDED IMPACT IMPACT 

1 Ornamental Plants 
1st Project 200,000 25 400,000 

2nd Project 500,000 150 1,000,000 

2 Pineapples & H.arts of Palm 

ist Project 300,000 18 1,000,000 

3 
2nd Project 
Frozen Yuca & Tropical Fruits 

220,000 
100,000 

40 
245 

400,000 
1,200,000 

4 Breakfast Cereals & snacks 500,000 75 450,000 

5 Corn & Potatoes snacks 200,000 52 918,000 

6 Cacao Products 500,000 800000 

7 Baby Garnents 100,000 220,000 

8 Men's knit shirts 

9 

1st Project 
2nd Project 

Women's Undergarments 

500,000 

200,000 

500,000 125 
40 

650,000 
864,000 
420,000 

10 Wood Furniture 300,000 24 1,200,000 

11 Educational. toys 40,000 7 90,000 

12 Wood Doors 400,000 100,000 75 1,600,000 

.13 Sail Boats 350,000 150,000 45 720,000 

14 Leather Furniture 400,UOO 25 1,020,000 

15 Canned Seafood 500,000 125 2,000,000 

16 Women's shoe bottoms 240,000 40 1,350,000 

17 Polyethelene and Cellophlane 

18 
Bags & Sheets 
Miscellaneous Plastic Products 

250,000 
500,000 

500,000 20 
17 

850,000 
900,000 

19 Miscellaneous Footware 450,000 27 864,000 

20 Rubber Sandals and shoes 400,000 120 720,000 

21 Polyethelene Bags and sheets 325,000 60 500,000 

22 Miscellaneous Plastic Products 450,000 38 675,000 

23 
24 

Eye glass Lenses 
Stoves and Refrigerators 

150,000 
500,000 

11 
35 

205,000 
720,000 

25 Carbon pages & Typewriters 
Ribbons 250,000 30 450,000 

26 Writing Pads 375,000 30 520,000 

TOTALS 6,555,000 3,895,000 1,499 22,706,000 



ANNEX C 
Exhibit 3 
Page 	1 of 8 

P RODUCT: ORNAMENTAL- P LANTS 

'[lie firm has buen in business since 1978. iL produces 15 
varielies of ornamentLal plants, all of which are exported to the 
U.S. The present annual 'xporL volume is 3 nit lion "cuttinip-" that 
generate $6U0,000 in salS. 'Tihe operation involves two different 
laciLiLius;
 

* 	 A farm in San Carlos Province where the soil and climate 
conditions are ideal for successful growth of plant
 
stocks. The fan employs 150 people (high labor intensity) 
which represents the entire available labor force of the 
nearby rural community; and, 

* 	 A greenhouse and packing facility in Alajuela (close 
proximity to International Airport), where the cuttings 
(after developing roots) are packed and shipped to the U.S. 
by air. This facility employs 50 people. 

A. 	 Financial- Needs: Current plans include two different
 
expansion projects that would increment exports to the U.S. regional 
(southwest and southeast) markets. The first project requires an 
investment of $200,000, to expand the Alajuela packing facility. 
The funds would be used for infrastructure items, such as greenhouse 
structures and space, packing area ano related equipment, and
 
work-bench areas. A four year term loan would be required for the 
repayment of this investment. If funds are available, this 
expansion could take place within 6 months. 

The second expansion could take place within lo months. Ic 
would require a $500,000 subloan and a repayment period of 7 to 8 
years, including a one year grace period. The funds would be as
 
utilized follows:
 

$375,000 to acquire fani land, and to buy aLld buila tne 
necessary infrastructurc (e.g. farm equipment, irrigation 
system, farm structures). 

o 	 $125,00U tor penmanent working capital, part of which would 
De usea to contracL production with other farmer.- for the 
growth of specific plant varieties.
 

B, Development -inpact: The first ($200,000) expansion would 
increase production from 3 to 5 million cuttings which would result 
in approximately $400,000 in additional export sales (a 66% increase 
over 	 present levels). It would also result in the employment: of 25 
additional workers, a 50/ increase over the present labor force.
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Tile $500,000 expansion would double the 5 million cuttings 
production level. would in $1 million ofThis result additional 
export sales, and the eMploymiielt of approximately L50 more farmers. 

C. Constraints: Three additional constraints to expansion were 
reported. The San Carlos fann production cannot be expanded past 
the 5 million cuttings production levels due insulficlent land and a 
shortage of farm labor within the area. It was also reported that 
there are no reliable air cargo facilities at the present time. 
This has an adverse effect on shipping schedules, and carries 
additional risks due the perishable nature of the products. 

D. Addit-ional Comments: There is excellent growth potential 
for this type of activity. Ideal soils and climatic conditions as 
well as the country's nearness to the U.S. makes this a viable 
investment. There are at least four other enterprises that BANEX 
could assist, including the largest ornamental plants grower in 
Latin America. It BANEX maximum subloan size cannot provide all the 
financing that is required, it could perhaps act as an intemediate 
credit institution tor two other AID related regional programs: 
LAAD's agribusiness expansion programs, and/or CABEI's rural 
enterprises project. 

PRODUL:T:" WOOD FURNITURE 

The finit started operations four yeats ago. During its initial
 
stage, it was more o, an artisan activity than its present

"production line" type ot manufacturing. The product line includes:
 
beds, sofas, chairs, and dining room tables. The installea 
production capacity can process 330m 3 of raw materials every 
month. Presently, only 80 m3 are being processed. Ninety percent 
of the raw materials are processed into furniture that is exported 
to Puerto Rico and Santo Domingo. Exports are vital to the firm 
because the domestic market is much too small to support its 
operation. The firm's current export volume is $60,000 per month. 
it employs 65 people, 60 of which are production workers (25 
females). 

A. Financial Needs: A $300,00 line of credit is needed for 
working capital pur,-,ses and to provide 60 to 90 days credit to 
foreign buyers. The production cycle is 180 days long because wood 
ha:; to be pre-driud for a pe riod )f 3 to 4 months. In addition, 
wood has to be purchased and inventoried in a large enough quantity 
so as to assure the supply of raw materials during the three mo'nth 
rainy season. 

B. Oeve lopment impacL: Tiie I ine of credit would iticreuse 
monthly exporLs by 11UU , (1(o. Since no imported raw maLer als are 
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required, this increase ii exports would result in an annual 

increase in net foreign exchange earnings of $1.2 million. It would 

also allow for utilizatioll ot 85% of installed plant capacity, and 

the creaLion of 24 additional jobs. 

C. Constraints: The lack ot credit is only constraint that 

restricts thie expansion of exports. 

D. Additional Comments 

The growth potential of the fin is excellent. The Puerto 

Rican market is very large and can absorb at least three times the 

present production capacity. A potential U.S. client could buy 

25,U00 chairs per month if the f in could produce them. 

Transportation to Puerto Rico is not a problen%, Decause the Sea Land 

transportation coim-pany oflers regular rool-on/roll-of services, and 

charges preLerential rates for furniture items.
 

PRODUCT: "EDUCATIONAI' TOYS 

The fin was established two and a half years ago, and has been
 

operating under license from Milton Bradley (Mass., U.S.). Its
 

productline includes 15 varieties of wooden educational toys and
 

10 moels of cloth dolls. The Milton Bradley license gives the 

firm exclusive maiketinm, rights for Central America and the 

Caribbean Basin. Recentij, Colombia has been added to the firm's 

market area because Milton 6radley can no longer supply that market 

due a shortage in boutnern U.S. of the type of soft wood necessary 

to make the toys. The market distribution of the products is: 60% 

of sales to the Costa Rican market, and 40% to the CACM (Guatemala 

and Honduras). The present annual export dollar volume is $75,000. 

The plant operates one shift, and only 65% of installed capacity is 

being utilized. Thirty people are employed, twenty two of these are 

production workers (7 females). Potential exists for export to 

Puerto Rico, Aruba, Curazao, Margarita and Colombia.
 

A. Financial- Needs: A $40,000 line of credit is required.
 

Hlalf would be used for working capital and half to renovate
 

production equipment.
 

B. Developmen t : act: The line of credit would permit the 

full utilization of installed plant capacity, and would expand 

ainnual exports by $10,),000. Since. 10%. of every exporteu dollar 

represents imported raw materials, the annual foreign exchangenet 

earnings would- be $90,000. Seven new production jobs would. be 

created if a BANEX line of credit becomes available. 
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C. Constraints: Lack of credit sources, and lack of assistance 
to find ne% markets, which is be needed because of shrinking CACH 
markets. 

D. Addi t ionalI Ciini nL-s : Th(e 1:in, is presenIL Iy a small 
operat ion. ff it Ts able to export successfully to Colombia and/or 
Puerto Rico, these markets are large enough to allow significant 
export expansions within the near future. 

P RODUCT: • -LEATHER- FURNI TU RE 

The finn began operating in 1975 in the workshop area of a 
vocational training school where many of the present workers 
received on-the-job training. Te following year a plant site was 
acquired and sales volume reached 17 million colons. by 198U the 
sales volume had reached 30 million colons. Eighty percenL of 
sales are exports and, until last year, half of these exports went 
to the CACiM. Expc.rts to Central America have currently been 
reduced, nowever, due the political and economic problems that exist 
within the area. Sales to these latter markets are being replaced 
by exports to the Nexican, Canadian, and U.S. market. Present 
(1981) dollar export is $240,000. The finn employs 180 people, 150 
ot which are production workers (75 females). Tie present plant 
capacity utilization is 75%.
 

A. Financial -Needs: A $400,000 line of credit is required to 
tinance working capital needed for export expansion to the Mexican 
and U.S. markets.
 

B. Development-impact: The line of credit would contribute to 
monthly expansion o0 exports by $100,000 (a 40% increment). 
Presently, uhe finim imports part of its leather requirements (35%) 
because Costa Rican sources can not supply all the demand. 
Therefore, 15% of every export dollar represents imported raw 
materials. A BANEX subloan would contribute to the generation of 
$1,020,0U0 in net annual foreign exchange. in addition, 25 more 
production jobs would be created as a result of the full ucilization
 
of installed plant capacity.
 

C. Constraints. Lack of credit sources, and the political and
 
economic problems within the CACi. 

D. Additional- Co1iihents: 'lite finn has developed an exceLLent 
reputation lor producing attractive, high quality products. It 
manufactures recliner chairs (leather and suede) for am Aonerican 
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finn that sells them under the brand name of Hush Puppies. The 
prospects for export growth are excellent.
 

PRUDUCT: "CANNED SEAFOOD 

The fin was established in 1975 and is located in the Pacific 
coastal town oL Golfito. It owns and operates a fishing boat that 
has a capacity to catch and refrigerate 25 tons per day. However, 
the canning plant can process only 5 tons of fish per day. The 
traditional catch has been sardines and tuna. Most of the canned 
production is sold to the CACM region. The export volume has been 
2000 boxes per month, which represent a dollar value of $50,000. 
The total employment is 75 people (55 females). 

A. Financial Need: A $500,000 six year term loan (including
 
one year gracu period) is necessary to expand the canning facility 
so that 10,000 boxes can be exported every month. The new 
production would be exported to Santo Domingo and to Venezuela. 

B. Developinent--Impac-t: The new production (8000 boxes) would 
increment monthly exports by $200,000. Thus, a BANEX subloan would 
contribute to the generation an additional $2 million of foreign 
exchange (the plant would operate 10 months every year). In 
addit ion, the plant expansion would create 125 new jobs, most of 
these going to remaLes. 

C. Constraints: Limited canning capacity, and lack of credit 
sources. 

U. Additional- Comments: The present exchange rates have opened 
up several nontraditonal markets that could absorb several times the 
production of the planned expansion, Therefore, the growth 
prospects within the next few years are very good. It is likely 
that a second major expansion will take place in three more years. 

PRODUCT: -WOM, NS" SiOE•B 8TTCMS 

The firm was established 1 1/2 years ago by a Nexican company. 
It produces over 40 v,-rieties of womun's shoe soles and heels. The 
sales volume is prcs.ntly 120,000 pair par month. The installed 
production capacity is 300),00() pair per mouith. Sixty percent of the 
SzlIe s volui me iS Sold in Cos La Ri ca . Thu other 40Z is sold in the 
CACM rug ion, the income [iror which is approx imiate ly $ 50,000 .per 
month. The labor force is composed of 180 people, o these 150 are 
production workers (39 [emales). 
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A. Fi'ia-nc-i-a-l- -Needs: A $240,000 
line of credit is needed to
 
finance working capital and export credit.
 

B. Development-Impact: A bANEX subloan would allow tile finn to
 
serve two nontraditional markets by exporting 40,000 pairs/month to 
Puerto Rico and 10,OOU pairs/month to Santo Domingo. This would 
increase total exports by $1.8 million. The imported raw material 
content of every dollar is 25%. Therefore, the annual net foreign
exchange earnings would be approximately $1.35 million. 
 In
 
addition, 40 new 
jobs would be created as a result 
 of ter
 
capacity utilization.
 

C. Constraints: Lack of 
credit sources necessary to expand
 
exports to nontraditional markets.
 

D. Additional-Comments: The growth prospects 
for this firm are 
excellent. it no debts, and production andhas long-ten marketing
expertise is provided the Mexican partners. The firm has recently
been contacted by an American finn that is interested in purchasing 
20,000 pairs of soles per month.
 

PRODUCT: •-EYE LENSES 

Established in 1977, this is the only enterprise of its kind in
the CACHI area. It processes finished and semi-finished eye lenses,
which require unique machines (diamond cutting) and highly skilled 
technicians. Fifty percent of its production is sold in Costa Rica,
thirty percent to the CACM, and twenty percent to nontraditional 
markets (U.S., Panama and Venezuela). Presently, it has a capacity
to process 750 pairs per day (one shift), but it is only producing
400 pairs. A two shit operation could increase output to 1250
pairs a day. The annual export volume under present conditions is 
$90,000. Fifteen people are employed by the finn, 11 of whiich are
 
production tecinicians.
 

A. Financial iNuetis: A $150,U00 line of credit is forneeded 
working capital purposes. 

1). Dev lopiment Impact. A I NAEXsubloa,'m to ,;mipport I:Xlports to 
nOI traditimm I iilark(As wol d nicr(:;,;(! expoirt.; by $250,)00(( . 'l'irty
percent ot every exporl dollar represents imported raw mat,-rials, 
tlurefore time annual et Loreisn exchange earnings would be 
$205,OOU. 
 By working two shifts, [I new apprentices would be hired. 
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C. Constraints: This iinii has been particularly affected (due 
its size T1y both the lack of credit sources and the economic 
problems of the CACM area. 

D. Additional-Comments: The existence of skilled workers that 
process high quality lenses is important to Costa Rica. In a way, 
the long-run growth prospects of the firm will depend on the 
availability of economical transportation to serve small Caribbean 
markets that are difficult to reach at the present time. 

PRODUCT:- STOVES -AND- REFRIGERATORS 

Trhe fin was established twenty years ago, shortly after the 
CACM was created. It is a widely held corporation (over 200 
stockholders), and its common stock was the first one to be was 
traded in the Costa Rican stock market. Its product line includes 
stoves and refrigerators for household use, and commercial 
refrigeration units. Sales in 1980 reached 130 million colones. 
Approximately 50% of its production is exported ($7 million in 
1980). Most of the exports go to the CACM, but 15% is marketed in 
Grand Cayman, Aruba, Curazao, Panama, Trinidad y Tobago, and 

Surinam. The finii's labor force is composed of 380 people, 250 of 
which are production workers (O0 females). Tie present annual 
productive capacity (45,uOU domestic refrigerators, 30,000 stoves 
and 7,000 commercial retrigeration units) is being utilized at a 707. 
level.
 

A. Financial--Needst A $50,000 line of credit for working
 
capital purposes is required to continue exporting to the Caribbean
 
Basin and to open markets in Chile.
 

B. Development- -_-IIpact: A BANEX subloan would augnment 
nontraditional exports by $1.2 million. Since 40% of every export 
dollar represents imported raw materials, tie annual net foreign 
exchange earnings would be $720,000. In addition, 35 new jobs 
would be created, and at least 50 present jobs would be preserved. 

C. Constraints: The political arid economic problems of the 
CACM member count'ir7,s has seriously affected this finn. Theretore, 
the need to shift itb export oric-ntation to nontraditional markets 
is a matter of vital importance. Like all other firms that were 
interviewed, the lacK of credit sources was cited as a major 
constraint. 
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D. Additional..*Coinoents: rhis firm is operated by some of 
Costa Rica s 'ore reputable entreprerneurs. The feasibility of 
economically reaching the Chilean market it is still not yet 
us Lab I isl(d. 

PR"DUCT: - -WRITI NG- PADS 

The fin was established in 1934 and is presently the major
Costa Rican producer of writing pads, and the secona largest 
producer of paper bags. Eighty-five percenIt of its writing pad
production is in Rica, the othersold Costa fifteen percent is 
exported to the CALM. Production capacity is 123,000 Duxes per 
year. Presently, only 50,000 boxes (40% of capacity) are being
produced. Recently made marketing conitracts confimn that the 
remaining 75,000 boxes of potential production could be exported to 
Puerto Rico and Santo Domingo. The finn employs 170 people, 150 of 
these are production workers (100 female). 

A. Financial--Needs: A $375,000 line of wouldcrec'it be used 
for working capital purpose. 

B. Development-limp-act-: A BANEX sulbjadn would allow the firm 
to gener=-- 950,600 oL additional exports. Since 45% of every
export dollar represents imported raw materials (paper from U.S.),
the net Loreign exchange Larnings would be $520,600. The subloan 
would also help to create 30 new jobs.
 

The demand for writing pads in the CACM is a seasonal 
(January to March). on The seasonal peak demand in Puerto Rico and 
Santo Doningo takes place between July and September. Thus, the 
ability to export to nontraditional markets would stablize 
production tn :oughout the year. 

C. Const-aints: Lack of credit.
 

D. Additional- Comments. A ,ANIEX subloan would thisassist 
well known Costa Rican enter)rise to begin exporting to 
nontraditional markets tor the first time in 45 years. 
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CURRICULUM VITAE
 

- BOARD OF DIRECTORS
 

- AUDIT COMMITTEE
 

- GENERAL MANAGER
 



Name Mario Barrenechea DIRECTOR 

Marital Status Married 

Nationality Costa Rican 

Profession Economist 

Languages Spanish, English, French 

EDUCATION
 

Bachellor in Sociology

Universidad de Navarra, Spain
 

Doctorate in Economic Sociology

Joint program of London School of Economics (London) and

Universidad de Navarra (Spain).
 

Master in Finance
 
INSEAD (European Institute of Business Administrat-ion,
 
France)

Area of Specialty : Financial Analysis and Planning
 

EXPERIENCE :
 
1976 Financial Analyst, Chase Manhattan Bank
 

(Paris Branch)

Southern European Division


1977 - 1979: Assistant to Representative of First National
 
Bank of Boston foi' Central America
1979 to present : 	Associate Consultant for von Breymann, To
 

rres y Asociados S.A.
 

BANKING EXPERIENCE :
 

- As Financial Analyst : 
usual duties and functions of a
 
financial analyst
- As Assistant to Representative of First National Bank 

of Boston : 
a.- Placement and control of the Bank's portfolio in Cen
 

tral America
 
b.- Periodic analysis of the Area's economic situation
 

jmenustik
Rectangle



-2

c.-	 Follow-up and control of other business relating to
 
the Bank in Central America
 

As Financial Assitant to Executive Vice President of Cor
 
poraci6n Internacional de Boston S.A. (an F.N.B.B. SubsT
 
diary)
 

a.-	 Planning and control of the activities of the Corpo
ration
 

b.o 	 Analysis and contiol 6f the Corporation's portfolio 

As Associate Consultant for 	von Breymann, Torres y Asocia
 
dos 	S.A.
 

Management of Consulting Projects, specializing in Plan
ning, Control, Finance.
 

Name 	 . Richard Beck DIRECrOR 

VICE PRESIDENT
 

Marital Status 	 Married
 

Nationality 	 Costa Ripan
 

Profession 	 Industrialist 

Languages 	 English, Spanish
 

EDUCATION
 

Michigan State University. 	B. A. Honoris in Business
 
Administration.
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EXPERIENCE
 

20 years 
 Atlas Electrica S.A. : Producer of refrigerators
 
and stoves: 
President and Founder. 

3 years Productos de Concrecto, S.A.: Director 

2 years Kativo S.A. : Director 

7 years Polypak, S.A. : President and Founder. 

OTHER EXPERIENCE : 

1969 National Commission for the 
Reorganization of Public Finances Member 

1970 Presidential Commission for Banking
Reform Member 

1973 - 1975 Chamber of Industries of Costa Rica President, 
Honorary Pre 
sident 

1974 - 1975 President of Chambers Group
(an advisory group to the President 
of Costa Rica ) Coordinator 

Bolsa Nacional de Valores 
(Costa Rican Stock Exchange) Director 

Centro de Promoci6n de Exportaciones Director 

1976 - 1979 

La Vivienda, Mutual de Ahorro y Pres 
tamo 

CODESA (Costa Rica's Development Bank) 

Director 

Director, 
President 
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Name 
Alberto Dent- DIRECTOR 

PRESIDENT 
Marital Status Married 
Nationality 

Costa Rican 
Profession 

Industrial Engineer 
Languages 

Spanish, English 

EDUCATION 

1969 California State Polytechnic University

Pomona, California, U.S.A.

Industrial Engineering, B.S.I.E.
 

1972 
 California State Polytechnic University

Pomona, Califovznia, U.S.A.
Master in Business Administration M.B.A.
(Specialty : Bank and Finances)

Honor Graduation.
 

EXPERIENCE
 

1972 - 1981 
 DENT E HIJOS, S.A.
 
General Manager
(Coffee, Real Estate)
1977 -1981 
 COMPARIA COSTARRICENSE DEL CAFE, S.A. (CAFESA)
President (Supplier of goods and services to
farmers)
 

1978 - 1981 
 MUNDO ELECTRONICO, S.A.
 
President
 

1975 - 1981 
 CONSULTORA TECNICA ADMINISTRATIVA, S.A.
 
President
 

1975 - 1980 
 CAMARA MACIONAL DE CAFETALEROS
 
Advisory Committe to Board of Directors
 
Member
 

1969 - 1970 
 PROYECTOS INDUSTRIALES. S.A.
 
Director of Industrial Engineering
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Name 


Marital Status 


Nationality 


Profession 


Languages 


EDUCATION
 

Secondary School 


College 


EXPERIENCE
 

: 


Rodolfo Jim6nez-Borb6n DIRECTOR
 

Married
 

Costa Rican
 

Industrialist
 

Spanish, English
 

Colegio Seminario, Costa Rica
 
and Lawrenceville School, U.S.A.
 

: Wharton School of Business Administration,
 
U.S.A. and Universidad de Costa Rica
 

20 years Hacienda Juan Vifas S.A.
 
(sugar and coffee ) 


20 years Hacienda La Isabel, S.A. 

20 years Hacienda El Cacao, S.A. 

20 years Hacienda Curridabat, S.A. 

15 years Florida Ice and Farm Co.,S.A.
 

( Brewery) 


2 years Industria Centroamericana de
 
Vidrio, S.A. 


2 years Vidriera Centroamericana, S.A.
 
Costa Rica 


2 years American Ice Cream Company 


10 years 	 Manager and owner of several
 
real estate companies.
 

General Manager
 
Gene'al Manager
 

General Manager
 

General Manager
 

Director
 

Director
 

Director
 

Director
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Name Walter Kissling DIRECTOR 

Marital Status Married 

Nationality Costa Rican 

Profession Industrialist 

Languages Spanish, English, German 

EDUCATION
 

5 years Colegio Seminario, Costa Rica
 
Seminars I.N.C.A.E.
 

Seminars 
 Harvard University
 

EXPERIENCE
 
24 years Kativo Chemical Ind. 
(Paints, plastics; President


adhesives inks, carpets, etc. manufactu 
 since 19Q8

ring and marketing in 11 countries)
 
HB Fuller Company (St. Paul, Minn.) 
 Senior Vice

(industrial waxes and adhesives) 
 President
 
CORMAR 
 Founding Di
 

rector
 
Comite Nacional I.N.C.A.E.
 
Costa Rica 
 President
 
I.N.C.A.E. (Nicaragua) 
 Founding Di
 

rectcr
 
ENVASA' 
 Director
 

1964 -present Costa Rican Chamber of Industries Director and
 

President
 
(1978-1980)
 
Honorary Presi
 
dent.
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BANKING EXPERIENCE
 

- Founding Director of Banco Centroamericano de Divisas
 

(established in March, 1970),
 

A subsidiary of Citizens and Southern Int'l Bank).
 

- Founding Director of Valores de Centro America, S.A., 
(constituted in January, 1968) 

- Director, Banco Central de Costa Rica , fr.1969 - 1970. 

Name Carlos Montealegre DIRECTOR. 

Marital Status Single 

Nationality Costa Rican 

Profession Industrialist 

Languages Spanish, English, French 

EDUCATION 

4 years Bellarmine College Prep. SeQoridary School
 
Ityears Georgetown University Business Administration
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EXPERIENCE
 

12 years Cafetalera Montealegre S.A. 
(coffee) General Manager 

5 years Beneficios MoAtealegre S.A. 

(coffee) General Manager 

Camara de Cafetaleros Director 

Compafia Costarricense del 
Cafe, Sociedad An6nima Director 

Compafa Continental Socie
dad An6nima (coffee export) Director 

Servicios y Equipos Mecgnicos 
Sociedad An6nima. (nternational 
Harvester in Costa Rica) Director 

Name 
 Jose Antonio Orlich DIRECTOR
 

 

Marital Status 
 Married
 

Nationality Costa RicAn
 

Profession 
 Industrialist
 

Languages Spanish, English
 

EDUCATION
 

1969 - 1972 	 University of St. Louis
 
Business Administration
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EXPERIENCE
 

1974 to date 	 Cafetalera Pilas and affiliates
 
(coffee) General Manager
 

1980 to date 	 Francofin (a subsidiary of Ban
que Nationale de Paris) Member Board of
 

Directors
 

My duties in Cafetalera Pilas include the administration
 
of credit to producers, an annual sum of approximately
 
0 25 million, to 3-.500 clients. Also, negotiations for
 
the obtention of 	loans, both in Costa Rica and abroad, for
 
approximately US$ 4,000.000.- yearly.
 

Name 

Marital Status 
Nationality 

Profession 

Languages 

: 

. 

Fabio Pacheco Sanchez 

Married 

Costa Rican 

Zootechnician 

Spanish, English 

AUDIT COMM. 

EDUCATION: 

2 years East Tennessee State College
 

Bachelor of Science
 
2 years Cornell University, Ithaca : Post Graduate
 

1950 
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EXPERIENCE
 

1960 - 1970 
 Sa'nchez Cortes Hermanos, S.A.
 

(coffee, sugar, real estate) 
 Vice Manager

1970- current Sanchez Cort6s Hermanos, S.A. Vice President
 
1968- current Compafa Costarricense del 
 President and


Cafe', S.A. 
 Director
 
5 years Beneficio La Ribera S.A. 
 Director
 
2 years Ingenio Taboga, S.A. 
 Director
 

Name 
 Benjamin Piza 
 DIRECTOR
 

Marital Status 
 Married
 
Nationality 
 Costa Rican
 
Profession 
 Industrialist
 
Languages 
 Spanish, English
 

EDUCATION
 

Secondary School : Liceo Costa Rica
 
Allen Military Academy


Business Administration 
 : 	Texas A&M College
 
University of Maryland
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BUSINESS EXPERIENCE
 

9 years Pan American World Airways 

Supervisor,Manager. 

10 years Pan American Standard Brands 

General Manager Central America & Panama. 

9 years Compafi5a Centroamericana de Conservas 

General Manager. 

9 years -
current Seagram's de Costa Rica, S.A. 

President and General Manager 

OTHER
 

Member of the board of
 

- Camara de Representantes de Casas Extranjeras 
- C~mara de Agricultura 
- Instituto Costarricense de Turismo 
- Costa Rican Chamber of Industries (current President) 

Name 


Marital Status 


Nationality 


Profession 


Languages 


EDUCATION
 

1955 


1961 


Mario Rojas 


Married
 

Costa Rican
 

Agricultural Engineer
 

Spanish, English
 

Lincoln School, Costa Rica
 
Secondary School
 

University of Florida, Cainesville
 
Bachelor in Agriculture
 

AUDIT COMM.
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EXPERIENCE
 

20 years Hacienda Atirro (coffee and sugar)
 
- Manager 

1978 - current Asamblea Legi.slativa, Gobierno de Costa
 
Rica ( Congress)
 

- Deputy, Vice-President (current)
 

Name 
 Jorge Sa'nchez DIRECTOR
 

Marital Status 
 Married
 
Nationality Costa Rican
 
Profession 
 Economist
 
Languages Spanish
 

EDUCATION
 

5 years Universidad de Costa Rica
 
- B.S. in Economics
 

1 year CEPAL (Comisi6n Econ6mica para America
 
Latina)
 

- Post Graduate
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EXPERIENCE
 

Public Sector
 

I year Banco Anglo Costarricense 

Official 

9 years Banco de Costa Rica 
Official 

5 years Office of the President of Costa Rica 
-Director, Economic Integration 

1970 - 72 Government of Costa Rica
 
-Vice-Minister Economy, Industry and Commerce
 

1972 - 77 Government of Costa Rica
 
-Minister of Economy, Industry and Commerce
 

1972 - 77 Centro Promoci6n Exportaciones
 
-President, Board of Directors
 

1972 - 77 Banco Central de Costa Rica
 
-Member Board of Director
 

1972 - 77 CODESA (Corporaci6n Costarricense de Desarrollo)
 
-Member Board of Directors
 

1972 - 77 COOPESA (Cooperativ. de Servicios Aeroindustria
 
les S.R.L.)
 
-Member Board of Directors
 

1972 - 77 ICAP (Instituto Centroamericano de Administraci6n
 
de Empresas)
 
-President General Assembly
 

1972 - 77 ICAITI (Instituto Centroamericano de Investiga
ci6n y Tecnoloula Industrial)
 
-President Board of Directors
 

1974 - 77 BCIE (Banco Centroamericano de Integraci6n Econ6
 
mica)
 
-President, Assembly of Governors (75-76)
 

1974 - 77 Oficina del Cafe
 
-President Board of Directors
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1974 - 77 Liga Agricola de la. Cafia 
-President Board of Directors (72-73) 

1973 - 74 Consejo Tecnico de Aviaci6n Civil 
-President Board of Directors. 

PRIVATE SECTOR
 

3 years Cgmara de Industrias de Costa Rica
 
-Director
 

7 years Inversiones Sanchez S.A.
 
-President
 

3 years Agroindustrias San Carlos S.A.
 
-President
 

3 years Ma*z Industrial de Guanacaste S.A.
 
-Vice President
 

3 years Tortillas del Norte S.A.
 
-Vice President
 

3 years Residencias del Oeste S.A.
 
-President
 

2 years Transacciones FINEXPO S.A.
 
-Director
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Industrial Engineer, specialized in
 

Name Guillermo von Breymann GENERAL MANAGER 

Marital Status : Married 

Nationality Costa Rican 

Profession 

Business Administration
 
Languages 
 Spanish, English, Portuguesse
 

EDUCATION
 

1964 - 1965 
 Bachelor in Industrial Engineering, Illinois
 
Ta titute of Technology, Chicago.
 

1972 - 1973 
 Master in Business Administration
 
London School of Economics cnd Political
 
Science
 
London, England. Honorable Mention.
 

EXPERIENCE :
 

IS68 - 1972 
 IBM of Costa Rica, S.A. in charge of preparing
studies for computer applications for customers.
 
1973  1976 Sub-representative of First National Bank of
Boston for Central America with headquarters


in San Jose, Costa Rica. Responsibilities included the Management of Corporaci6n Internacio
nal de Boston S.A., 
a finance company subsidiary of the Bank in Costa Rica, the attention of
the Bank's direct operations in Central *Ameri
ca, including Costa Rica, and Director in two
other finance companies, subsidiaries of the
Bank in other Central American countries.
 
1976 - 1978 
 Administrative Manager of Banco Centroamericano
 

de Integraci6n Econ6mica in Tegucigalpa, Hondu
ras.
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1979 to date 	 Founding partner of von Breymann; To
rres y Asociados S.A.
 

BANKING OR TECHNICAL FINANCE EXPERIENCE
 

During his years with IBM he was in charge of directing
 

a series of studies and analysis of systems, in more than
 

thirty Costa Rican companies in order to adapt them to
 

electronic data processing methods, including a variety of
 

commercial, industrial, and services companies.
 

During his years withthe First of Boston he acquired expe
 

rience in the evaluation of proyects, in analysis and finan
 

cial planning; in credit and loan portfolio administration,
 

in relations with the Central Bank of Costa Rica;credit
 

instruments and international banking, including the obten
 

tion and contracting of financial resources.
 

In his last position at the Banco Centroajnericanode Inte

graci6n Econ6mica, he directed the activities of the follow
 

ing six departments :
 

Human Resources, Organization and Methods, Data Processing,
 

Accounting, General Administrative Servicesand Employee Be

nefits Fund.
 

In von Breymann, Torres y Asociados he was the partner res

ponsible for the development of the project of Banco Agro
 

Industrial y de Exportaciones S.A., from its inception to
 

its current status.
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Name : Samuel Yankelewitz AUDIT COMM. 

Marital Status : Married 

Nationality : Costa Rican 

Profession 

Languages 

EDUCATION 

: 

: 

Chemical Engineer 

Spanish, English 

YEARS 

5 

1963 

Liceo de Costa Rica 

Universidad Nacional 
Aut6noma de Mxioo 

Secondary 

Chemical Engineer 

EXPEPIENCE 

YEARS 

1963 - 1969 

1973 - 1974 

1970 - 1981 

1973 - 1981 

1977 - 1981 

Universidad de Costa Rica 

Instituto Jaim Weisman 

C~mara de Industrias de 
Costa Rica 

Yanber, S. A. 
(plastics) 

Poliuretanos, S. A. 

Professor of Chemical-
Engineering 

President Board of 
Directors 

Director 

General Manager - founder 

President - founder 

Corporaci6n 
de Finanzas 

Internacional 
Director - founder 
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1981 

Name: 


Marital Status: 


Nationality 


Profession: 


Experience:
 

1968-1972 


1972-1974 


1974-1975 


1975-1979 


1979-1981 


CURRICULUM VITAE 

Auditor 

Juan Rafael Valverde-Mar~n 

Married 

Costa Rican 

Auditor, Bachelor of the University of 
Costa Rica.
 

Banco Anglo Costarricense
 
Credit and Collection Officer
 

Ceciliano y Cia., representatives of 
Coopers & Lybrand 
Auditor
 

Tarjetas de Cr~lito de Costa Rica
 
(Diner's Club)
 
General Manager
 

Bano Cr~dito Agricola de Cartago
 
Assistant Auditor
 

Empresas Juan Dada Vasiliades
 
Auditor 

Banco Agro Industrial y de Exportaciones S.A. 
Auditor 
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Name: 

Marital Status: 

Nationality: 

Profession: 

Languages: 

Experience: 

1988-1966 


1966-1968 


1968-1972 


1972-1973 


1973-1974 

1975-1976 

1977-1981 


1981 

CURRICULUM VITAE 

Head International Department 

Peter Nigel Penberton 

Married
 

British
 

Banker
 

English, Spanish, German
 

District Bank Ltd, Oxford
 
Accoumting Dept. 

Toronto Dwminion Bank, Montreal
 
Accounting and Administrative Officer
 

Royal Bank of Canada, Bahamas
 
Manager
 

Toronto Dcminion Bank, Vancouver 
Assistant Manager, Credit Dept. 

International Bank, Cayman Islanls 
Assitant President 

Latin Amierican Bank, San Jos6 
Assistant Vice-President
 

Cartpak Ltd, England 
Accounting and Carputer Officer 

Banco Agro Industrial y de Exportaciones S.A. 
Head International Dept. 
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CURRICULUM VITAE
 

Assistant - General Manager
 

Name: Oscar Rodriguez U.
 

Marital Status: 
 larried
 

Nationality: 
 Costa Rican
 

Profession: Industrial Engineer, specialized in Business 
Administration 

Languages: 	 Spanish, English 

Education: 

1970-1974 	 Bachelor in Industrial Engineering 
Georgia Institute of Technology 

1974-1976 Master in Business Administration 
INCAE - Specialization in General 
Management and Finance. 

Experience:
 

1976-1978 	 Metalco S.A. - Finance Manager of a metal 
galvanizing concern selling in the Central 
American market from Costa Rica. 

1978-1981 	 Machinery and Tractors Ltd. Administrative 
Manager of Caterpillar/Mack dealership in 
Costa Rica. In charge of handling multi
million operations with more than twelve United 
States first rate financial institutions, in
cluding direct participation in negotiations
with Government institutions such as Exbrbank 
and OPIC. Responsabilities also included the 
operation of the Credit department with more 
than 2,500 customers and a loan portfolio in 
excess of nine million dollars. Co-founder 
of an offshore finance ccrpany used to channel 
financial resources to the Dealership's end 
users. 
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ANNEX D, EXHIBIT 2
 

BANEX 

BRIEF DESCRIPTION OF STOCKHOLDERS 



SUBSCRIBER NO. OF SHARES 	 DESCRIPTION
 
($1,000 each)
 

ADDITIONAL
 
PAID IN SUBSCRIBED
 

(to be paid M
 
April 30, 1981)
 

Von Breymann, Torres
 
y Asociados S. A. 1290 	 Consulting group, specialized in administration and finance.
 

Senior partners: Guillermo von Breymann, Leopoldo Torres,
 
Mario Barrenechea, Rodrigo Zapata
 

Credaatic Interna
c nal, S. A. 1237 Diversified financial company, main activity credit cards
 

(Master Charge & VISA),operating in Central, parts of South
 
America & the Caribbean. Owned by a variety of Central
 
American investors, with a Wells Fargo Bank participation.
 

Beneficio El Alamo Ltda. 250 100 On,3 of Costa Rica's largest coffee millers. The group pro-

Cafetalera Pilas, S.A. 100 250 cessed in 1979 about 110,000 "fanegas". Owned by the Orlich
 
Jose Luis Orlich 200 family. Mr. Jos6 Luis Orlich is a member of BANEX's Board of
 

Directors
 

Compaftla Costarrcense A supplier of fertilizers, agroc cals, and other farm sup
del Cafe, S. A. 930 plies, along with technical advice, to over 600 stockholders

farmers and others. President: Alberto Dent, a BANEX Directcr.
 

Poliplisticos S. A. 200 . Manufacturer of plastic bags. Majority owned by Mr. Samuel
 
Maxel S. A. 150 Yankelewitz and Mr. Isaac Sachtel.
 

" Ancamofi S. A. 100 	 . Investment companies owned by Mr. Yankelewitz and Mr. Isaac Sachtel. 

" Poliuretanos S. A. 100 .	 Manufacturer of polyutherane shoe components owned by a group 
of local investors (S.Yankelewitz) and Alfa Group of Mexico. 

"	Corporaci6n Canadiense Investment companies of the Pedro Befeler family.
 
de Inversiones S. A. 250
 

" 	Berbetjoan S. A. 100 
Charn- Dachner 50 Mrs. Pedro Befeler. 
Rolando Befeler 50 Mr. Befeler is President and majority owner of FSbrica Acorazado 
Beatriz Befeler 50 (textiles/apparel) and Tienda Don John (, in of 18 retail stcres)' 

"	Tobias Kader 400 President and majority owner of Industrias Mil Colores and Tienda 
Carlos Kader 100 Mil Colores, a textile company and related retail outlets. 

Elena Ter~n Ferver 500 	 Mrs. Richard Beck. It. Beck, a BANEX Director, is President and 
majority owner of Atlas Elctrica, S. A., a producer of refrige
rators, stoves and other related equipment. Mr. Beck has ser.ved 
in high public positions and has been President of'the Chamber 
of Industries. 



SUBSCRIBER 	 NO. OF SHARES DESCRIPTION
 
(¢I 000 each)


PAID IN 	 ADDITIONAL
 
SUBSCRIBED
 
(To be paid on
 
April 30, 1981)
 

Oscar Rios A. 500 	 Private inijestrent. Mr. Rios is a senior executive of Yanber, 
a plastic products exporter. 

El Arryo Ltda. 500 	 Investment company owned by Mr. Alvaro Jenkins (ex-Minister of 
Transportation). Mr. Jenkins' main line of activity is Azuca
rera El Viejo, which produced over 12,000 tons of sugar in 
1979.
 

Samuel Guzowski 500 	 Founder and important investor in Plasticos para la Construc
ci6n, a PVC tube factory in joint venture with the Amindus 
group of Switzerland.
 

Hacienda Juan Vifias S.A. 200 One of the largest 'haciendas" in the country, producing about
 
La Naci6n S. A. 200 32,000 "fanegas" of coffee and 15,000 tons of sugar (1979).
 

Owned by the Jin6nez-de-la-Guardia family. The family also
 
has strong interest in the largest newspaper, La Naci6n;
 
brewery, Florida Icz 9 Farm); glass factory; ice cream; real 
estate, etc. Mr. Rodolfo Jimenez is a BANEX Director.
 

Beneficiadora Cachi S.A. 150 .	 Coffee mill owned by Mr. Ram6n Aguilar and Fernando F. Tercn. 
Peter Schoenfeld & Co. SA 100 Milled about 100,000 "fanegas" in 1980. 
Beneficio San Andzrs SA 50 . Coffee export house, majority owned by Mr. Ran6n Aguilar and 
Cla. Mercantil e Industrial Mr. Juergen Platte. Costa Rica's largest, exporting over 
Alvarado 	y Jurado Ltda. 100 400,000 "quintals" in 1980.
 

. A coffee farm of the Ram6n Aguilar family. 

. Investment company of Fernando F. Ter~n.
 

Flora de Carrizal S.A. 150 Farm holding companies amed by Roberto Her5ndez and family, 
Roberto Hern&Aez e Hijos coffee growers. 
Ltda. 150 
Maria Eugenia Hern&ndez 21 
Roberto Hern6ndez 20 
San Roberto Ltda. 8 
Maria Ester Hern9ndez 1 25
 



SUBSCRIBI NO. OF SHARES 	 DESCRIPTION 
(1,000 each)
 

ADDITIONAL
 
PAID IN SUBSCRIBED
 

(to be paid on
 
April 30, 1981)
 

Compafa Textil
 
Centroanericana S. A. 175 A vertically integrated textile and apparel manufacturver.
 
Israel Nowalski 175 Mr. Nowalski is President and majority OnTer of this company.
 

Gregorio Rojas 250 	 President, and with his family, owner of Beneficio Atirro 
Beneficio Atirro S. A. 100 	 (19,000 "fanegas" in 1979) and Central Azucarera Turrialba
 

(14,500 tons of sugar in 1979). Mr. Mario Rojas, of the
 
family, is a BANEX rrember of the Audit Conmittee. 

Popito S.-A. 300 	 Investment cmaany of Juan Dada, President and majority oc--._=e
 
of Dada, S. A., a textiles/apparel xu1pany.
 

Pl~sticos Star, S. A. 250 	 Producer of plastic products. Majcrity owed by the Arti-ino
 
family. Preasident is Benito Artiiano.
 

Jorge Reifer 50 Private investments of the Reifer family.
 
Mike Reifer 50
 
Eduardo Reifer 50
 
Mario Reifer 	 50
 
Alberto Reifer 50 

" Costa Rican Cocoa 	 . Producer of cocoa and chocolate products. 
Products, S. A. 100
 

" Ernesto Ruiz 50 	 . President and majority owner of Costa Rican Cocoa Products. 
" Inversiones Agricolas 	 . Investment company of Mr. Ernesto Ruiz. 

Comerciales Ruiz G.,SA 50 

Cafetalera.Industrial La
 
Meseta Ltda. 200 Coffee mill belonging to Alessandro Poma and Luigi Laur-mci ch.
 

The mills in the laurencich-Poma group produce about 220, _0
 
"fanegas" (1979), making them one of Costa Rica's largest.
 

Productos de Concreto SA 200 	 Cement products manufacturer owned 62% by Holderbank Fina-cire 
Glaris S. A. The rest of the stockholders are a variety cf 
local investors. 

Corpcraci 6 n Lachner y A diversified corporation, cne of Costa Rica's largest wihn raLm 
Sgenz S.A. 200 activities in the automotive (General Motors, Datstn) and real 

estate fields. Majority owned by Carlos and Guillermo La=_chner. 



SUBSCRIER 

Kativo Chemical 


Idustries S. A. 

NO. OF SHARES 
(M1,000each)
 

ADDITIONAL 
PAID IN SUBSCRIBED 

(to be paid on 
April 30, 1981) 

200 


Cafetalera Touron S.A. 200 

Stanley Lindo 

Beneficios Montealegre 200 

2030 

El Gallito Industrial SA 200 

Textiles Nylon de Costa 
Rica, S. A. 
Industria Nacional de 
Lanas, S. A. 

Inversiones Sranchez S.A. 
* Interccznmarcial Ltda. 
* Tort-llas del Sur, S. A. 

"75 

75 

50 
10 
50 

International Finance 
Advisory Group 

Enrique Weisleder 

Bairo S. A. 

100 

100 

100 

DESCRIPION
 

A 	diversified chemical industry with production and sales in 

11 Latin American countries. A subsidiary of H.B. Fuller Co. 

1979 volume: 42,000 "fanegas".
Coffee mill. 


Owner of coffee farms producing about 15,000 "fanegas". 

and mills in the group produced 137,000Coffee mill. Farms 
them one of the Tost in-?ortant in"fanegas" in 1979, making 

Costa Rica. The group is also heavily involved in real
 
is a
estate and other investrents. Mr. Carlos Montealegre 

BANEX Director.
 

owned by the Enriqueand chocolate products,Producer of cocoa 
and Ra6l Odio families. 

Apparel manufacturers. Both owned by Mr. Carlos Blau,
 

Mr. Samuel Lustig, and Mr. Jose Wassernan. 

.	 Investment companies of Jorge Sinchez-444ndez, ex-Minister of 

Economy and a BANEX Director. 
.	 A corn products distributor. 

Pacheco.Investment ompany of Mr. Humberto 

of Rilasa, bcane appliances importer.President and majority owner 

majority owned by Mr. Antonio Rodriguez.A 	coffee export house, 
Exported about 45,000 "quintals" in 1979.
 

25 	 . Mr. Alberto Dent is a BANEX Director. Manager and part owner 
Alberto Dent 


25 	 (the rest, his family) of Dent e Hijos, a coffee and real 
Rodolfo Dent 
 of the best residential land inestate ooncern omning some
Marla Cecilia Dent 25 

the San Jos6 area.
Inversiones Amca, S. A. 25 	 of Mr. Alberto Dent. . An investment company 



LESCRIurIONNO. OF SHARES
SUBSCRIBER 

(01,000 each)
 

ADDITIONAL
 
PAID IN SUBSCRIBED
 

(to be paid Cn
 
April 30, 1981)
 

Corporaci6n Interna-
Fiance company oned by a group of local investors.cional de Finanzas S A. 100 

An affiliate of 
S. A. 100 Manufacturer of bathroom ceramic fixtures. 

Incesa, 
American Standard, in partner-ship with Manuel Lacayo. 

Cosmetics and drugs manufactuxer, majority owned by
Botica Frmncesa S. A. 100 

Mr. Edmundo Gerli. 

A producer of top quality leather and cloth furniture a _rently
Exclusiv. S. A. 100 

'sold in over 10 countries, including the US and Canada. 
Majority owned by Messrs. Asman Wiedemann, Rodrigo de Be&vut, 
Rodrigo Crespo, and Gustavo Iglesias. 

A. (coffee, real estate)Part owner of Sanchez Cor-fs Hnos., S.
100Fabio Pacheoo-Snnchez A BANEX menber of
and Ingenio Taboga (19,000 tons in 1979).
the Audit Committee. 

Civil Engineering Consulting Fin.
 Franz Sauter 100 

Private investment.Goldy Lev Joselewics 100 

100 Investment company owned by the Urgell6s and Pen6n family,
Luelf S. A. wooden fine furniture.whose line of business is 

A producer of fine home and office furniture whose majority
A. 100Alumiplastic S. 

owners are It. Eric Brenner and Mr. Roc'igo de Bedout. 

owner is Alberto Hring.A cocoa exporter. .Its majority
Bering & Hering Ltda. 100 

Mr. bdolfoof the Quir6s-Guardia family.Investment companies40Santa Rosa Ltda. an ex-Minister of Agriculture.
A. 40 Quir6s-Guardia is

Casaric S. 



SUBSCRIBER 
 NO. OF SHARES 
 DESCRIPTION 
(01,000 eaHch) 

ADDITIONAL 
PAID IN SUBSCRIBED
 

(to be paid on
 
April 30, 1981)
 

F. J. Orlich Ltda. 50 50 . Coffee farm and mill producing 35,000 "fanegas" in 1979, ownedRodolfo Orlich 25 25 by the Orlich family. Mr. Frencisco J. Orlich, deceased, was 
President of Costa Rica. 

- President of F. J. Orlich Ltda.
 
Walman S. A.- 50 An investment company of Walter Kissling, President of Kativo 

Chemical Industry, and a BANEX Director. Mr. Kissling is anex-President of the Costa Rican Chamber of Industries. 
Aurora S. A. Investment company50 of Francisco Colina, industrialist (Papeles 

y Cartones, S. A.) and Sea-Land representative in Costa Rica. 
Cooperativa de Caficultores Coffee mill organized as a cooperative. Produced about 80,000de Jorco R. L. 50 "fanegas" in 1969. 
Agencia Aduanal, S. A. 50 Customs Agency and maritie- freight representatives with over 

35 years in the business. 
Ernesto Gonzilez Sucs. 50 Coffee farm and mill, producing 23,000 "fanegas" in 1979. 
Alinentos Jacks de Centro Snacks manufacturer. Its President and majority owner is 
Anica S. A. 50 Mr. Andr's Pozuelo. 
Luis Cort's-Rojas 25 Majority owners of El Dorado Ltda., one of Costa Rica's largest
Rodolfo Cort~s-Rojas 25 coffee roasters for local consumDtion. 
GuerrTe Hnos., S. A. 30 Investment comrpany of Ciro Guerra, an ex-Ministcr of Economy. 
Hacienda Solimar Ltda. 25 Cattle ranch owned by Mr. Oscar Pacheco and Mrs. Flora 

Gonzlez. 
Benjam-n Piza 25 Private investor. Mr. Piza is President of Seagram's Costa 

Rica (a Seagram's subsidiary) and current President of theChamber of Industries, as well as a BANEX Director. 
Ccopecorondo 25 A milk processing cooperative. 

Agro Inversi6n S. A. 10 President: Rogelio Coto. 



SUBSCRIBER 


Guillermo Castro-


Echever'ira 


Mercado de Valores de

Costa Rica S. A. 


Stanley Maduro 


Alvaro Fern9ndez 


Jorge Pelecano 


Palex S. A. 


Omar Acufia Vargas 


Gerardo Hess 


Arnoldo Montoya 


NO. OF SHAPES 

(U,000 each)
 

ADDITIO AL 
PAID IN SUBSCRIBED 

(to be paid on 
April 30, 1981)
 

10 


10 


10 


10 


10 


5 


5 


i 


1 


DESCRIPrION 

Private investment.
 

Merber of Costa Rica's Stock Exchange.
 

Private investment.
 

Private investment.
 

Private investment.
 

An investment company of Maggie Breedy de Rivero.
 

President and majority owner 
of Laboratorios Ancla, S. A. 

Private investment. 

Private investment. 
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A. 	Loan evaluation and approval
 

- The customer interested in obtaining a credit fran BANEX will fill the Loan 
Request Fori (Solicitud de Crdito).
 

- Based on -the Loan Request Form, the Credit Manager will assign a loan officer 
to the customer, who will be responsible for the relationship with the custo
mer from the initial stages of analysis and approval to the final stages of 
collection of the loan.
 

1. 	 Regulations for the Analysis and Recamiendation of loans 

a. 	Financial analysis
 

The 	loan officer must perform a financial analysis of the potential credit
 
customer, aiming to asses the repayment capacity, the guarantees offered, 
and 	the real purpose of the requested funds. Also, he must verify that the
 
proposed purpose of the funds are in accordance with the objectives of the
 
Bank.
 

The 	main steps that must be followed in the financial analysis are as fol
lows:
 

1) 	Evaluate the moral references of the owners and managers of the Company
 
requesting the credit. In performing this task, banking and ecinercial
 
references must be obtained.
 

2) 	 Determine the ability of the Canpany to generate sufficient funds fram 
the usage of the loan so as to guarantee the satisfactory repayment of 
the 	loan.
 

3) 	 Spread Sheet analysis of the financial statements of the Company, deter
mining the relevant financial indicators and their trends.
 

4) Analysis of personal financial statements of owners and/or guarantors
 
of the potential custoner.
 

5) 	 Determine the ability of the Company to generate alternate sources of 
repayment if necessary.
 

6) 	Evaluate the guarantees offered in terms of their liquidity (degree of
 
convertibility to cash) and of their coverage of the credit.
 

7) 	 Determine additional risks faced by the Company,either monetary, poli
tical, or of any other nature.
 

8) 	Determine if the loan being requested is adequate for the Company, espe
cially as regards to the amortization period vs. stated use of funds and
 
to the financial structure of the Canpany. 

9) 	 Determine if the proposed investment scheme for the loan is in accord
ance to the Credit nroaram souaht bv BANEX.
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10) Determine if the loan being requested does not exceed the legal li

ndts of WXNEX's credit policy. 

11) Determine the feasibility of generating additional revenue (Bank services) based on the approval of this loan.
 

Once the financial analysis is performed 
as 	per the previous guidelines,the 	loan officer will proceed to classify the custamer based on the norms
described in the Credit Classification Manual. 

Subsequently, the 	Loan officer must present his recanendations in reference to the approval of the loan. The Loan officer can only reomiend
credits classified as A or B. (categories described in the Credit Classification Manual) Nonetheless, type C credits can be recommened on anexceptional basis, as long as sufficient valid reasons exist. 

The recanmdations given by the Loan officer rtiust be written down in theRecmendations form (Hoja de Rec-xendaciones). As noted in said form,
the recommendations must refer to four basic areas: 

1) A brief description of the loan operation being proposed to 	BANEX. 

2) 	 A brief description of customer, highlighting relevant aspects such aslegal status, moral characteristics of principals and 	management, financial situation (based on diagnosis node), and guarantees offered. 

3) In those cases where the custimer has other credit operations with theBank, a brief carrrnt must be made on BANEX's experience in dealing
with this custaner. 

4) 	 Finally, the Loan officer must give his reccumendation about the approv
al of the loan request, explaining the reasons for his decision. 

The 	Recarmendations Form has the appropriate space in the 	upper right corner 	for classifying the custaner risk. The loan officer must fill his cor
responding space, as per 	the Credit Classification Manual. 

2. 	 Filing procedures for Customer Documentation 

Before passing the loan request to decision-taking levels, the loan officermust be sure that the financial analysis and custa'ner documentation is am
plete.
 

To this effect, a Credit Application file must be opened (File de Ruta de laSolicitud de Crdito). This file is the 	guideline that the loan officer must use 	to secure the necessary information to support the c.istcrer's credit 
diagnosis. 

The 	credit application file's front cover is divided in 4 sections:
 

a. 
In 	the first section, the Loan Officer must write down general information
about the custcer, that is, custamer's name, office empowred by theCcmpany to sign, address, telephone number, and telex number. 

b. 	 The second section of the front cover describes the legal documents requested and their date of request will be written down; as well as the date the
requested documents were handed by the custcrer to BANEX. The diagnosis 
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c. The third section of thie cover,file's front describes all financial infor
mation contained in the file, or requested to the customer. 

The first column of this section shows the date in wh-ich information ordocuments were requested. The second column contains the name of the document or information. The third column conta.ins the date in which the information sent by the customer was received. Finally, the fourth columnshows whether the information is already in the Bank files. 

As in the case of the legal docunents sections, the loan officer will knowwhich information is missing if the date in the last column is not shown.The loan officer cannot complete his diagnosis of the Credit, nor pass thefile to the Credit manager unless all documents are cmplete. 

The last section of the file is a record of the internal flow of the file,showing the novement the file has had within the Bank. The length of timethe file remains in the hands o. the differente employees of the Bank will
permit estimating the efficiency of the loan approval process by ccrrparingactual elapsed time with the predetermined times set by the Bank in itscredit approval policy. 

The loan officer must keep a General Carments Sheet on the loan operation(Hoja de Camentarios). In this sheet, brief cumrents must be maci of everycrmmunication or activity the Loan Officer performs related to th s operation. The purpose of this sheet is to allow Bankany employee to know inwhich stage the loan request is at present, and of the different situationsthat have been encountered since the loan was requested. This sheet must
form part of the Credit Application file. ? 

The first column of the General Corments Sheet contains the date the canment was made, the second column contains the initials of the employeewho made the comment, and the third column contains the ccmment itself. 

The Credit Application file must contain at least the following informa
tion and/or documents: 

- General Ccmrnents Sheet 
- Reccnnedations Form 
- Loan Request Form 
- Copy of legal incorpIoration documecnt 
- Certification of legal cmpxo.wermnts with their due dates - Copy of asses.-.. nt of appraiser about the guarantees offered- Audited finu-ic>al statements of the Ccrnpany for the last 3 years.

- Spread sheet of the Financial statements
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3. Regulations for Loan Approvals 

Once the Credit Officer has filled out the Reomnendations Form, he ruist pass
the Credit Application File to the Credit Manager. 

If the credit is less than a , the Credit Manager may approve 
or refuse such credit. If the credit is mrore than I , but less
than 0500,000.00, the decision can be taken by the Credit Coimttee. If thecredit surpasses C500,000.00, the decision must be taken by the Board of
Directors. 

The credit decisions remitted to the Board of Directors must be accampanied
by a specific recamrendation of the Credit CmTmLttee. 

The people ivolved in taking the credit decision must evaluate the credit
classification given by the Loan Officer, and write down their own evaluationof the credit in the corresponding space of the I eommendations Form. 

If the loan request is denied, a stanp of refusal must be stamped to the CreditApplication file and to the Credit Request Form. The reasons for denying thecredit must be written down in the General Carents Sheet. If the custoner
has no previous operations with the Bank, the Credit Application file nust be filed.in the Refused Loan Requests Section. If the custcmer has previous operations
with the Bank, the pertinent information of the Credit Application File must
be stored in the Custner Credit File. 

If the loan request is approved, the Credit Application file must be stamped
with an approval seal, writing down the necessary omints in the General Om
ments form and in the loan request form. The loan officer proceeds then to
fill the loan approval form (carctula) and sends it to the Formalization Sec
tion.
 

http:C500,000.00
http:0500,000.00
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Once the loan operation has been approved, the loan officer must write the 
custcmer an advising letter, notifying him of the loan's approval, the conditions 
under which the loan is granted, the documents necessary for the credit constitut
ion, and the date at which the Bank's offer expires. 

Based on the information contained in the loan approval form, the formal
ization section will proceed to open a loan operation file with the loan approval 
form as front cover. The operation will be formalized using a Priissory Note of 
Costa Rican jurisdiction (Banex S.A.) pr Panamanian jurisdiction (Banex Internat
ional S.A.), or with lieu or Mortgage instruments which not only identify the loan 
operation but the guarantee as well. 

It is important to note that in those cases in which the loan is formalized 
by a promissory note, the interest payments must be doctmented, and the late 
interest -ayments must be indicated. 

~ny doctent offered in guarantee must be endorsed as follows: 

"The present promissory note serves as guarantee to the loan operation 
of Company with the Banco Agro-industrial y de Exportaciones S.A.
(BANEX " 

an officer of the requestingThe endorsement of this documnnt must be done by 
Company with sufficient legal powers. 

The documents formalizing the guarantees offered by the Ccipany are prepared, 
as well as the loan repayment Register (Registro de Operaci6n). This last is done 
with the instructions contained in the loan approval form. 

If there is going to be any delay in the loan formalization, the formalizat
ion section must ccunicate the reasons to the loan officer so that he can advise 
his client. 

The check to be given to the customer is prepared, having deducted first 
any comnissions or interest payments as consigned in the loan approval form. 

A new general comnts form will be kept in the loan operation file, and 
serves the purpose of Y' .ping a record at the loan operations during the repay
ment period. 

Photocopies of the Guarantees will be placed in the loan operations file and 
the originals will be placed in the vault under safekeeping (see Manual for Vault 
Procedures). A receipt will be issued by the vault employee indicating where the 
documents are stored. 
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With the loan already formalized and disbursed, the loan Operations file will 

be the one were all collections correspondence with the custcmer will be kept. 

This file must contain: 

1. 	 Loan approval fomn. 

2. 	 General Ccmnents form on the operation. 

3. 	 Vault receipt of where documents are stored. 

4. 	 Correspondence sent to custcmer collections correspondence sent to custaimr 
and their responses. 
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The Bank loan cfficers will be responsible for a corstant follow-up on the 
acc'unts assigned to them, in such a way, that the assets of the Bank are protected. 

The Credit Manager, the Credit Ccmmittee, and the Board of Directors, will
 

perform periodic evaluations on the loan portfolio according to the individual
 

classification of each loan, as per the procedure established in the Manual of
 

Norms for the Classification of Credits.
 

The credit Comittee will have a monthly meeting with the purpose of
 

revising outstandings loans and following up on collection efforts. The frequency
 

of these meetings can be modified if the characteristics of the loan portfolio
 

merits it. 

The Credit Manager and the Credit Committee will use the Aging Analysis by
 

Credit classification Report (Estado de Antiguedad de Saldos por tipo de cliente),
 

and the Aging Analysis by Loan Officer report (Estado de antiguedad de Saldos por
 

Oficial de Crdito), as working tools to supervise the loans outstanding.
 

The Aging Analysis by Credit Classification report will serve as the
 

instrument by which to analyze and reclasify aczounts, and thus take '-he necessary
 

steps to avoid specific accounts from becming problematic collections.
 

The Aging Analysis by Loan Officer report will insure that the necessary
 

follow-up be given to the individual portfolio of each loan officer, and will also
 

serve as a source of information to judge the individual performance of each loan
 

officer.
 

In the loan follow-up meetings the Credit Manager or the Credit Committee can
 

reclasify an account, as long as there is sufficient elements of judgement that
 

justify the account being frcm one credit category to another, as described in the
 

Manual of Norma for Classification of Customers.
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In these meetings the Loan Officer must present his account's case and be 
prepared to answer questions presented by management or the Credit Ccunittee. 

Internal Auditing will have the responsability and authority to reclasify 
custcar credits, as long as there are enough reasons to do it and in accordance 
to the Norms for Credit Classification. Mhen the internal auditor reclasifies a 
customer's credit, he must notify management, the Credit Carmittee and the Loan 
Officer. 

Loan requests that must be taken to the Board of Directors, will be done 
jointly by the Credit Ccmittee and the Loan Officer, at which time the Credit 
Cointtee will present their recmmendation. 

A credit reclassification report (Reporte de Reclasificaci6n de Cr ditos) 
will be made on a monthly basis. 
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It will be a norm of the Bank to send ten days prior to each installment due 
date an advising notice (aviso de vencimiento). 

The operations department will use a listing of all loans and the dates in
 
which collections must be made 
 (Listado de Cobros por Cliente). This report will
 
be produced on a monthly basis.
 

A similar report on the expected collections of the month (Listado de Cobros por 
res) will also be provided on a monthly basis. 

All past dues and/or prcblems with the client must be ommunicated to the
 
Loan Officer, via memorandm.
 

Upon payments of installments on loan outstandings, a receipt will be made. 
Mhen the customer ampletely pays his operation, all legal documents will be
 

returned cancelled. 
 In order to retrieve documents from the vault, procedures must
 
be followed as outlined in the Manual of Vault norms 
and procedures. 

Before releasing the documents, the collections department must make sure
 
that photocopies of all legal documents 
are kept in the custcmer's file. 

Mhen the customer receives the canceled original documents, he must sign 
the appropiate receipt (Recibo de documentos). 

The collections department will produce on a monthly basis a summary of all 
collections received and of all past dues per custcmr, identifying the loan officer 
responsible for the account (Resunen de cobros del res). The first two columns of 
this report contain the credit classification and client's name respectivelly. 
The third colti has tl e anount to be collected in that month according to the 
repayment schedule. The fourth column shows the actual sun collected during the 
month. The last column identifies the loan officer responsible for the account. 
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J. Noms for Crcdit ClassificaLton 

Ube Bank will classify all credit subjects in five categories:
 

Type A:
 

Type A custmers are those who can pay with no problem, and who have enough read
ily-convertible guarantees to offer collaterals.as 

Type B: 

Type B custaners are as financially solid as Type A customers, but cannot offer 
.enough readily-convertible guarantees.
 

Type C:
 

Type C custamers are 
those from whom the Bank may expect payment difficulties dur
ing the life of the loan, but who can offer enough adequate guarantees.
 
Type D:
 

Type D customers are 
those fran whorn the Bank may expect payment difficulties during the life of the loan, and concurrently, cannot offer solid guarantees.
 

Type E:
 

Type E customers are those who present such a 
critical situation that legal collection problems can be expected. 

The above classification will be used for the following purposes: 
1. During the credit analysis stage of the loan, the loan officer must classifythe potential credit in one of those categories. 

This classification will be an important indicator which will help determinethe convenience to the Bank of .pproving the loan.
 
It is 
 the Bank policy not to accept credit applications classified as C, D, orE. Nonetheless, a type C credit may be approved if the loan officer has sufficient arguments to demonstrate that accepting the loan is to the Bank's conve
nience.
 

2. During the loan follow-up stage, the individual clients' classification willctermine the frequency of the follow-up and the hierarchical level where the
revision will be made. 

The frequency of the follow-up and the hierarchical level where the revisionwill be made arae outlined in the following table: 



i hNr.X I) 

EIh ).hi 1. 3 
Page 11 of 11
 

Credit Classification Frequency of Follow-Up Hierarchical Level Involvr" 

A 
B 
C 
D 
E 

every 6 nmnths 
every 3 months 
every month 
every month 
every month 

Credit Manager 
Credit Manager 
Credit Ccmidttee 
?1cIard" of Directors 
Bqad vf Directors 

The credit classification of an account can be modified during the loan 
follow-up stage, according to circumstances.
 

Internal auditing will have the responsibility and authority for reclassifying
 
accounts, which in their judgement are not in accordance with the Norms for
 
Credit Classification; but it is the Credit Manager and the Credit Ooumittee 
who are firstly responsible in doing the necessary reclassifications.
 

Any modification to the classification criteria must be submitted and approved
 
by the Board of Directors.
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I. DETAILED •FINANCIAL -ANALYSLS
 

A. Basic-Assumnptions
 

1. AID funds will be drawn down according to the
 
following schedule:
 

(u.s. Quo) 

YEAR SUBLOANS T RA (O TOTAL 

OUTSTANDING
 
I 2,500 700 
 3,200
 
2 2,300  5,700
 
3 4,300 
 10,000
 

The idea is to maximize subloan disbursements; however,
when total ALD disbursements reach certain levels, access to more AID 
funds by BANEX will be conditioned on the bank having obtained and 
loaned 
 funds from private sources. These conditions precedent to 
further AID disbursement are intended to leverage the AID loan and
double the inflow of credit from abroad; we think such co-financing is 
not likely to be available during the first year of operation.
 

2. LIBOR rates are projected as follows!/:
 

YEARS LIBOR (Percent P.A.) 
1 16 
2 15
 
3 14
 

4-15 13 

3. The average interest rates charged on subloans made
 
from the four sources of funds available to BANEX are assumed to be 
the following:
 

AID portfolio LIBOR + 3.4%
 
BANEX equity portfolio LIBOR + 3.4%
 
Co-financing portfoLio LIBOR + 4.0%
 
Conunercial portfolio1 / LIBOR + 4.0%
 

1/ As of August 13, 1981 LI13OR (the London Interbank Borrowing
Rate) was as follows: one month, 17.625%; two months, 18.125%;
three months, 18.375%; six months, 18.437%; one year, 17.8125%; 
two years, 16.875%; three years, 16.75%.
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The AID and BANEX equity lending at a rate of

LIBOR+3.4% is based on the assumption that 40% of those portfolios
will consist of short-term loans and 60% of long-term loans; the 
short-term loans will generate commissions plus interest estimated
 
at the equivalent of LIBOR + 4.0%; because the long term loans do 
not generate such conissions (they not over"
are "turned as
 
frequently), the long-tern 
lending rate is estimated at LIBOR +3.0%,
 

Co-financing and commercial portfolios 
will probably

be obtained on a short-term 
basis, placed in short-term loans and

therefore it is assumed that these funds will be in order to match 
maturities.
 

All of the above rates are quite competitive in the 
Costa Rican financial market.
 

4. The cost of loanable funds is fixed at 5% p.a. for AIDfunds, and assumed to be LI3OR + 1.5. p.a. for the co-financing and 
commercial funds i/. 

5. Maximum allowable leverage (debt to equity ratio) is 
assumed as follows:
 

YEAR MAXIMUN- LEVERAGE 

1 6 to 1
 
2 
 7 to 1
 
3 
 8 to 1
 
4 
 9 to 1
 
5-15 
 10 to 1 

In the early years the projections are based on the
 
assumption that the maximum available leverage 
is not used.
 

6. To project portfolio increases, increments
the from

AID, Co-tinancing Commercialand sources are assumed to be disbursed 
at mid-year. BANEX equity and Retained Earnings are assumed to be
made available at the beginning of each year. Financial income and 
expenses are calculated based 
on these assumptions.
 

I/ in the umiain, these funds will fromcome short atnd (in:uium-term 
credit lines of international banks. Cost assumptions are

perhaps sliglt ly low; however, the sensitivity analys is theon 
estimates of LIBOR indicates that this assumption is not 
critical. 
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7. Because of present economic conditions, it is assumed
 
that co-financing funds will not be available until year two. 
Additionally, although the maximum Debt to Equity Ratios would 
permit it, no commercial funds are assumed to be received until year
five; this allows time for BANEX tc establish a track record and 
increase its equity.
 

8. The opening Balance Sf.atement of BANEX in year one is 
aerived from actual accounting figures as of June 30, 1981,
 
projected to September 30, 1981, i.e., year one starts 9-30-81.
 

9. An increase in the paid-in capital of BANEX up to US$
 
2 million is shown in year two as per the agreed-upon covenants.
 
Further capitalization of BANEX throughout the life of the project 
is feasible and expected, out is not shown in order to keep the
 
projections conservative.
 

10. A diviciend policy ul 10% of the equity to be paid out 
at the beginning of the year ib maintained starting in year three. 
Dividends are payable in the year subsequent to their being declared. 

11. The AID amortization schedule contains twer,.y-one 
semi-annual paynents of US$ 476,190, approximateLy; the first 
payment is made at tile end of year live, ana the las, at tihe end of 
year fifteen.
 

12. A cash cushion of US$ 25,000 is kept in negotiable
instruments throughout the fifteen years, and no income is assumed 
from these securities in order to be conservative.
 

13. A Bad Deb. Expense of I% of loans outstanding is 
charged every year. This is treated directly as an expeuse and not 
as a reserve, and thus is not reflected on the Balance Sheet. 
Furthermore, the National Banking System Law (Article 154) requires 
reserves equaling 10% of profics before taxes and other legal

deduL:tions. These reserves ere kept for contingencies arising from 
Uad debts, and in eftect increase the actual bad debt reserve 
substantially. 

14. The NationaL Banking System Law (t.rticLe 154) requires 
that 10/ oi profiL before taxes and ret;erves be deducted and held in 
reserve [or an lK'iployee retirement und, and 5% for CONAPE (ligher 
Education Fin:1,_iing Loan Fund). 

15. Income taxes are 50% of taxable income. 

16. Even though AiD subloans will be disbursed through 
BANEX INTERNATIONAL S.A. and the profits from this Panamanian
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subsidiary are freetax under precent Costa Rican legislar4on,profits thesehave been included in taxable income; a pending taxwhich Congress is expected to approve, 
reform,

will make these profits
taxable.
 

[7. An 

in year 

equity investment 700,000 is made in TIACOof US$ one from the AID loan proceeds, this initial BANEXis .- turned equitythe AID sublending portfoliofour. 
to 

in years three andAdditional equity investments will be made in TRACO afteryear one. 
 These increments are equivalent to 100% of the netgenerated AID incomeby funds during the first three years,income from and 50% of netAID sources for the remaining years. These incrementalyearly transfers to TRACO will be returned to BANEX in subsequentyears as TRACO's cash flow from operations allows. 

18. Estimated service income thefor firston capturing year was based5% of tmme total Collections and Letrersmarket, plus carrying of Creditout foreign exchange transactions averagingUS$ 400,000 per 
two 

month. Service income increases 15% per annui inyears through five, and per20% annum from then on. The reasonfor this higher growth is that by the end of yearfully operational, generatirg 
five TRACO will be 

that of prior years. 
banking services volume greater than 

19. General arid Administrative Expenses for year oneobtained by analyzing the individual 
were 

expense categories. General
and Administrative expenses grow through year five at the rate15% per annum, ofand then stabilize at 2.0% of total BANEX portfolio. 

20. It assumed that no dividends paidare 
 from TRACO to

BANEX.
 

21. An exchange rate of 20 colones to the dollar has been
used throughtout.
 

B. Analysis-of-Projected-Financial.Statements
 

Projections were made of theand BANEX Balance Sheets, ProfitLoss Statements, Sources and Applications of Funds,Flow for the fifteen years of 
and Cash 

the loan. A ten yearI''ACU was also cash flow ofprlarcj. 'Thenee projectLons wereP' mide based on the1111: i~l'p l '.,, d in S c'liL n A 
 o1" tl, i I".ihi.ii l , noI,, )f
are d iscu:sed i it whilIhLth cllli' xL 1 Olthis analysis.analysi,; A scus itLviLysectiu, ij also included to test how criLical certain keyassumptions are to the overall viability of the project. 
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I. Balanza-Sheet-Projection (Table 1)
 

a. In accordance with the covenants of the project, 
additional equity is shown in year two, increasing total paid-in 
capital to US$ 2 million. To be conservative no further capital 
increases were assumed However, the covenant agreed upon, that in 
any given year treasury stock must always be available for sale to 
the public in an amount equivalent to 10% of the stock outstanding 
in the previous year, combined with the profit generating capacity 
of the bank, should result in additional paid-in capital. More 
equity in turn will improve financial indicators and produce higher 
profits. 

b. Retained earnings are shown apart from legal
 
reserves, and grow to a substantial US$ 6.5 million by year fifteen,
 
even though 10% dividends are paid out every year beginning in year
 
four and a total of US$ 2.8 million is transferred to Traco during 
the life of the project.
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TABLE-1-

ASSETS: 
Year 1 2 3 

PROJECTEB -PRO-FORMA-BANEX -SHEET-($000) 
4 5 6 7 8 9 
...... 

10 11 12 13 14 15 

Cash & Banks 175 183 436 286 328 276 345 365 436 439 564 633 754 936 1100 
Negot. Securities 25 25 25 25 25 25 25 25 25 25 25 25 25 25 25 

Loan Portfolio: 3275 9407 19213 25551 32361 46737 56061 65454 69867 79351 83838 93450 103131 112933 127913 
AID 25u0 5000 9600 10000 9524 8572 7620 6668 5716 4764 3812 2860 1908 956 0 
Cofinancing 0 2500 7500 10000 10000 10000 10000 10000 10000 10000 10000 10000 10000 10000 10000 
Commercial 0 0 0 0 10000 25000 350)0 45000 50000 60000 65000 75000 85000 95000 110000 
Bank Capital 775 1732 1732 1732 1732 1732 1732 1732 1732 1732 1732 1732 1732 1732 1732 
Retained Earnings 0 175 381 819 1105 1433 1709 2054 2419 2855 3294 3858 4491 5245 6181 

TRACO Equity 700 1050 1100 1050 1300 1550 1750 1950 2150 2350 2500 2600 2700 2750 2800 
Org. Expenses (Net) 125 62 0 0 0 0 0 0 0 0 0 0 0 0 0 
Fixed Assets (Net) 44 33 22 11 0 0 0 0 0 0 0 0 0 0 C 

TOTAL ASSETS 4344 10783 20798 23923 34014 48588 58181 67794 72478 82165 86927 96708 106610 116644 13183E 
LIABILITIES: 

Loans Payable: 
AID 3200 5700 10000 10000 9524 8572 7620 6668 5716 4764 3812 2860 1908 956 
Cofin. Banks 0 2500 7500 10000 10000 - 10000 10000 10000 10000 10000 10000 10000 10000 10000 1000C 
C-. Banks 0 0 0 0 10000 25000 350000 450000 500000 60000 65000 75000 85000 95000 110000 

Total Liabilities 3200 8200 17500 20000 29524 43572 52620 61668 65716 74764 78812 87860 96908 105956 12000C 

NET WO0RTH: 
Capital Paid 
Legal Reserve 

1043 
24 

2000 
25 

2000 
141 

2000 
266 

2000 
418 

2000 
575 

2000 
762 

2000 
966 

2000 
1199 

2000 
1447 

2000 
1739 

2000 
2062 

2000 
2430 

2000 
2858 

2000 
3345 

Retained Earnings ---77 --528 -1157 -1657 -2072 -2441 -2799- -3160 -3563 -3954 -4376 -4?86 --5272 --5830 --6493 
Net worth 1144 2583 3298 3923 4490 5016 5561 6126 6762 7401 8115 8848 9702 10688 1183 

Liabilities + Net Worth 4344 10783 20798 23923 34014 48588 58181 67794 72478 82165 86927 96708 106610 116644 13183e 

Bad Debt Reserve 33 94 192 256 324 467 561 655 699 794 838 935 1031 1129 1279 

Debt/Worth 2.8 3.2 5.3 5.1 6.6 8.7 9.5 10.1 9.7 10.1 9.7 9.9. 10 9.9 1 
G+A E x/Portfolio 
RO 1 

(M) 9.8 
9.7 

4.1 
42.1 

2.2 
27.7 

2.0 
26.8 

2.0 
22.9 

2.0 
20.5 

2.0 
19.8 

2.0 
19.2 

2.0 
19.5 

2.0 
18.5 

2.0 
18.8 

2.0 
18.2 

2.0 
18.8 

2.0 
19.3 
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c. The AID subloan portfolio is shown as being

disbursed in accordance with the project covenants. Co-tinancing is

assumed to become available starting in year two and fonms an 
integral part of the project. Nonetheless, as can be appreciated
from the Sensitivity Analysis, the project remains feasible even in 
the unlikely event that no co-financing or commercial funds can be 
attracted during the entire life of the project. 

d. Even though there exists unused debt equity
capacity which would permit bank borrowings frota year one onwards, 
as Table 2 demonstrates, these funds are not projected to be 
available until year five. The maximum leverage allowed is highly 
conservative in the banking industry. 

e. The total loan portfolio grows to a substantial
 
US$ 128 million by year fifteen. It is worth noting that the AID
 
loan acts as 
seed capital which permits such impressive growth.

During the early years of the project, AID subloans represent over
 
50% of total portfolio, and as the project matures, AID's part of
 
total loans outstanding diminishes until it 
finally disappears.
 

TABLE 2
 
COMPARISON OF BANEX PROJECTED -AND 

MAXIMUM-ALLOWABLE-DEBT-EQUITY-RAT0s
 

Year Max imum Projected Projected Debt
Debt-Equity Debt-Equity Lquity Ratio,
 

Ratio Rati6 
 Excluding AID
 

Loan From Debt
 
. .. 
. . . . ... ° ........ . ... . .. .. . o
...


6.0 . 8 _
 
2 7.0 3.2 
 1.0
 
3 8.0 5.3 2.3 
4 9.0 5.1 2.5 
5 10.0 
 6.6 4.5
 
6 10.0 8.7 7.0
 
7 10.0 9.5 
 8.1
 
8 10.0 10.1 8.9 
9 10.0 9.7 
 8.8
 

10 10.0 10.1 9.5 
II 1(.0 9.7 9.2
 
12 IU.0O 9.9 9.0
 
13 10.U 10.0 
 9.8
 
14 10.0 9.9 
 9.8 

U.00 10.1 10. 1 
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f. The Traco equity position is created by

capiLalizing US$ 700,000 at the start of year one from All) loan
 
proceeds. This equity will be increased by 100% of net profits from
 
lending AID funds during 
the first three years and 50% of such net 
profit during the remaining years. BANEX will be able to return 
US$300,000 in year three and US$400,000 in year four to its lending

protfolio. 
 This payment is offset by the transfers BANEX will be
 
making 
to Traco during those years. It has been edtimated that
 
TRACO can sustain its start-up losses with these transfers without
 
its equity position falling under 50% its original level. It should
 
be pointed out that in the projections BANEX gets no income fron its
 
equity investment in TRACO. Nonetheless, BANEX pays interest to AlD 
on the funds disbursed to TRACU.
 

2. Profit-and-oss.Statement.Projection- (Table 3)
 

a. Interest income is projected based on a variable
 
LlIBOR Rate (assumption no. 3) plus financial margins (assumption no 
4). LIBOR Rates are projecte.d with a downwa:d trend which reduces
 
the interest income throughout the project lite: the expectation is 
that inflation in miajor money market countries will decrease over 
Lime. 

b. Interest rates are fixed at 5% for 
the AID loan, and
 
LIBOR plus 1.5% lor co-financing and commercial funds. 
 Since the
 
interest rates paid for the co-financing and commercial funds are
 
projected to go down at the same pace as the 
interest rates on the
 
money lent out, both rates being 
tied to LIBOR, the spread between
 
interest income and 
interest expense from private borrowings remains
 
the same (although the absolute amounts of Lhe margins earned per
dollar loaned abviously decrease).
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PReJECTEB-PRO-FORMA-BANEX -PROFIT-AND-LOSS - STATEMENT- ($000)
 

LIBOR Z 16 15 14 
 13 12 13 13 13 13 13 13 13 13 13Year 1 2 3 4 
13

5 6 7 8 9 16 11 12 13 14 15 
INCOME:
 

Interest AID Portfolio 242 
 690 1270 1607 1601 1484 
 1328 1172 1015 
 859 703
Interest Cofin. Port. 547 391 235
0 237 900 1487 1700 1700 1700 1700 1700 1700 
78
 

1700 1700 1700
Interest Conm. Port. 1700 1700
0 0 0 0 
 850 2975 5100 6800 8075 
 9350 10625 11900
Interest BANEX Capital 150 231 301 
13600 15300 17425
284 284 284 284 284 
 284 284 284
Inter. Ret. Earn. Port. 284 284 284 284
0 32 66 134 181 235 
 280 337 397 468 540 
 633 737 860
-- Fee-Income- 1014
--296--- -344-.-398-.--478
.. 561-- --673.... 808---- 969---- 1163----
1396 ----1675---- 2010
Tota n=ome ----2412- -2894 ---- 3474
688 1534 2935 3990 
 5177 7351 9500 
 11262 12634 1405" 
 15527 17074 19124 21273 23975
 

EXPENSES:
 
Interest AID loan 
 97 222 392 500 _:J 
 464 417 369 322 274 
 226 179 131
Interest Cofin. Banks 83 36
0 206 775 1269 1450 1450 1450 1450 
 1450 1450
Interest Co m. Banks 0 0 0 

1450 1450 1450 1450 1450
0 725 2537 4350 5800 
 6887 7975 9062
Gen.and Admin. 10150 11600 13050 14862
320 384 461 553 663 
 935 1121 1309 1397 1587 1677 1869 2063
Baa Debt Exp. 2259 2558
---33---- 61 -- 98---- 64- -68
--- 143---- 94--- -94 ----- 44- - -95 ---- 44---- 97---- 96---- 98-- 1-6
Total Expenses 
 450 872 1726 2386 3406 5529 7432 9022 
 10100 11381 12459 13745 15340 
 1691-0 i;195
 
Income less Expenses 238 
 662 1209 1604 1771 1822 
 2068 2240 2534 2676 3068
TRACO Equity 3329 3784 4333 4919
0 350 350 350 
 250 250 200 
 200 200 200
Income Before Deduc. 150 100 100 50 50
238 311 
 859 1254 1521 1572 1868 2040 
 2334 2476 2918 3229 3684 
 4283 4869
 

Deductions:
 
.; COMAPE 
 12 16 43 63 76 79 93
IOZ Empl. Fund 102 117 124 146 161 184
---24---- 31-.... 86--..125---- 152 214 243-- 157-.187-..-24----
 233---- 248-----292----
 323---- 368--- -428 ---- 487
 

INCOME-BEFORE-TAX: 
 202 264 730 
 1066 1293 1336 
 1588 1734 1984 
 2104 24&
Income Tax -2745 3132 3641 4139
- 101---- 132---- 365---- 533-----646- --668----794 ---. 867 
--- 992---- 1052
NET INC0ME .---1240---- 132---- 1566 --- 1820---- 2069
--101- -482-715-883---897-
 918-- -994 
- -1067- -1192--- 1252 - -1390 --- 1473
---- 1666---- 1871--.- 2126
 

Uses:
Legal Reserve 
 24 31 86 125 152 157 187 204 
 233 248 292
Retained Earnings 323 368 428 4S7
77 101 279 150 165 119 158 161 203 191 
 272 310
TRACO 386 508 6130 350 350 350 250 250 200 200 200 
 200 150 100 100 50
Dividends 500 0 258 330 392 449 
 502 556 613 676 740 
 812 885 970
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c. Fee income is based on an estimated 5% penetration ofthe documentary credit market aand modest foreign exchange
transaction volume of US$ 400,000 pur month. income atFee grows15% per annLun until year five and 20% per year trom on.then Theseyearly increments are quite conservative taking int.o account the
small initial market sahre, the large lending vlumes to be handledby 
the Bank and the natural banking services market that Traco will 
create. 

d. General and Administrative expenses have been
estimated for the 
first year based on an 
analysis individual expense
categories. Expenses 
are projected to grow at 15% 
 per year until
 year four, at which time they 
begin to at a
grow higher rate,
maintaining 
a ratio of 2% of the outstanding loan portfolio, which

is 
an adequate level of G & A expense for banking operations.
 

e. The bad debt is treated as a loss and reserve
consiaered for 
bad debts is created as an expense 
each year; it is
calculated as 1% of the incremental loan portfolio. As will be 
seen
in the Sensitivity Analysis section, 
this 1% expense, when combined
with the legal reserve 
 that must be established for the same
 purpose, becomes 3% ot the outstanding loan portfolio by year ten,
 
an ample bad debt margin.
 

f. It should be pointed out that the AID
portfolio profits 
loan
 

are tax free since they are generated through the
Panamanian subsidiary. 
 Although loans will necessarily be disbursed
from the offshore unit to avoid 
exchange risks, the projections

this
assume that income is taxed, in view of possible future
modifications to the laws governing income taxes which are currently


being considered by 
the Costa Rican Legislature.
 

g. Net income is broken down the
into legal
reserves, transfers TRACO,
to dividends, 
and retained earnings.
This has been done to provide for a better understanding of the flowof funds and does not form part of the profit and loss statement.
Dividends are not to exceed of net10% worth at the beginning of the year, per 
annum, payable during the following year, starting in year

three.
 

3. lACO-Component-Projection
 

Table show.i projected n!t )ro I. t 1;vnera ted bylending the AID funds, and a condCnsed cash flow for the TRACO 
components.
 

The interest earned and 
 paid 
 on the AID subloans
portfolio is obtained from the BANEX profit and loss statement. 
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General and Administrative Expenses are calculated as 2.5% of the 
AID subloans outstanding except for year one (when 5% is allowed) 
and year two (4% allowed). Bad debt expenses are calculated as 1% 
of year-end loans outstanding. Taxes and other legal deductions are
 
charged to the incomu from the AID porttolio in the same proportion 
that tWis income repres._nts of the total income generated by BANEX 
for any given year. The reason for assigning these expenses based 
on income generated and not on percentage of total portfolio is that 
the Banking Services Department, which generates considerable 
income, must assume its share of these expenses, but does not have a 
loan portfolio. 

The net AID profit derived by the above process
determines the size of the yearly transfers of BANEX to TRACO. The 
lower halt of Table 4 shows the Cash Flow and the transfers.
 
Individual yearly transfers may not coincide with the 100% or 50% of 

profit theoretically to be transfer, but care has been taken so 
t on a cumulative basis the transfers made to TRACO fulfill the 

loan covenants. As can be seen, the cumulative transfers amount to 
US$ 2.8 million, which, is enough to start the original Traco, plus 
as many as three more TRACOs in other locations, independent of 
TRACO's own capacity to generate income.
 

Taxes paid by the BANEX project during the fifteen 
years that the AID loan is outstanding amount to $14.2 million; 
these revenues will produce social benefits for the country as a 
whole. 

5. Cash-Flow-Projections (Table 5)
 

Detailed income and outflow projections demonstrate 
the financial feasibility of the project from a cash flow 
stand-point. Several simplifications have been made. For example, 
interest income and expense are assumed to be reflected in the
 
Protit and Loss Statement on a cash basis rather than on a accrual 
basis. Likewise, the yearly bad debt expense is assumed to be equal 
to the bad debt reserve, and consequently it is shown in the Cash 
Flow. 
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TABLE 4 
BANEX-AID-LOAN: -INCONE-GENERATEB-BY - SPREAD 

TRACO: -P ROFORNA -CASH - FW(A 

Year 1 2 3 4 5 6 7 8 9 10 II 12 13 14 15 

AID Income share 
Allowable G + A/Port. 

3-
5.0% 

45% 
4.0Z 

43% 
2.5% 

40% 
2.5Z 

31% 
2.5% 

20% 
2.5% 

14% 
2.5% 

10% 
2.5% 

8% 
2.5% 

6% 
2.5% 

5% 
2.5Z 

3% 
2.5% 

2% 
2.5% 

1% 
2.5% 

1 
2 

BANEX 
AID Loan Portolio 
Interest Earned 
Interest Paid 

2500 
242 
97 

5000 
690 
222 

9600 
1270 
392 

10000 
1607 
500 

9524 
1601 
500 

8572 
1484 
464 

7620 
1328 
417 

6668 
1172 
369 

5716 
1015 
322 

4764 
859 
274 

38iz 
703 
226 

2860 
547 
179 

1908 
391 

131 

956 
235 
83 

-
78 

36 

G + A Expense 

Bad Debt Expense. 
CONAPE 

Empl get. Fund 
Tax 

Income Generated 
Avail. to TRACO 

125 

25 
4 
8 
35 

(52) 

0 

200 
25 

7 
14 
59 

163 
163 

241 
46 
18 

37 
157 

379 
379 

250 

4 
25 

50 
213 

565 

283 

238 
0 
24 

47 
200 
592 
296 

214 
0 

17 

34 
145 
610 

305 

191 

0 
13 

26 
111 
570 

285 

167 

0 
10 

20 
87 

519 

260 

143 
0 
9 

19 
79 

443 

221 

119 

0 
7 

15 
63 

381 

191 

95 
0 
7 

15 
62 

298 

149 

72 
0 
5 

10 
41 
240 

120 

48 
0 
4 
7 
31 
170 

85 

24 
0 
2 

4 
18 

104 

52 

0 
0 
1 

2 
7 

3? 

lt 

Investment in TRACO 

From TRACO 
Avail. Invest. 
Equity in TRACO 

700 
-

(700) 
700 

350 
-

(887) 
1050 

350 
300 

(558) 
1100 

350 
400 

(225) 
1050 

250 
-

(179) 
1300 

250 
-

(124) 
1550 

200 
-

(39) 
1750 

200 
-

21 
1950 

200 
-

42 
2150 

200 
-

33 
2350 

150 
-

32 
2500 

100 
-

52 
2600 

100 
-

37 
2700 

50 
-

39 
2750 

50 
-

5 
2800 

TRACO 
Proforma-Cash Flow 

Initial BANEX Invest. 
Revenue 
BANEX Investment 

Out Flows 

Expenses 
Repayment to BANEX 

Cumulative Balance 

700 
35 
-

338 
-
397 

262 
350 

504 
-

505 

615 
350 

644 
300 

526 

878 
350 

811 
400 

543 

1200 
250 

892 
-

1101 

N O T P R O J E C T E D 

New TRACOS * * 
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TABLE -5
 

BANEX-PRO-FORMA-CASH-FLO-PRO3ECTIONS- ($O00s)
 

Year 1 2 3 4 5 6 7 8 9 to 11 12 13 14 is 

INCOME: 

AID Loans 2500 4300 - - - - -... 
Co-financing Loans 2500 5000 2500 . . - - -.-
Commercial loans - - - 10000 15000 10000 10000 5000 10000 5000 10000 
 10000 10000 15000

Capital, paid-in 957 - - -. -. -.. 
Interest Income 1190 2537 3512 4616 6678 8692 10293 11471 12661 
 13852 15064 16712 18379 20501
Service Income 
 344 398 478 561 673 808 969 1163 1396 1675 2010 2412 2894 3474
iRACO Repayments - 300 400 - - - - -
AID Subloans Repaymencs, Net -  - 476 952 952 952 952 952 952 952 952 952 956
 

........................................................................................................
 
Tetal-Inceome ................7491--
------- -12535- --.6890---15653---23303 ---20452- -22214-- 18586---25009---21479---28026-.-30076 --32225---39931
 

8TFLOWS:
 

AID funds lending 2500 4600 400 - - - - 
Co-financing lending 2500 5000 2500 . . ..- -
Commercial lending  - - 10000 15000 10000 10000 5000 10000 5000 10000 10000 10000 15000
 
Retained earnings lending 
 175 206 438 286 328 276 345 365 436 439 564 633 754 936
Lending from BANEX equity 957 - - -  -
Interest expense 428 1167 1769 
 2675 4451 6217 7619 8659 9699. 10738 11779 13181 14583 16348
General & Admin. expense 
 310 388 542 652 935 1121 1309 1397 1587 1677 1869 2063 2259 2558
Bad debt expense 61 98 
 64 68 143 94 94 
 44 95 44 97 96 98 150

Reserves 47 129 
 188 228 236 280 306 350 372 438 484 552 642 730

Income taxes 
 132 365 533 646 668 794 867 
 992 1052 1240 1372 1566 1820 2069
Diviaends -  258 330 392 449 502 556 613 676 740 812 885 970
 
Investments in TRACO 350 350 350 250 
 250 200 200 200 200 150 100 100 50 50
 
Repayments to AID 
 - - - 476 952 952 952 952 952 952 952 952 
 952 956
 
. ..... ..... ...-------------------.-----------------------------------------------------------------------------------------------------------

Total-Oetflow 7460
-...... ------------------ --
 2303---.-7042---15611--- 23355--- 28383---22194---18515--- 2506 ---21354---27957--- 29955-- 32843---39767
 

Net Cash Flow 31 232 (152) 42 (52) 69 20 71 3 125 69 121 
 182 164
 
Cash at beginning 175 
 206 438 286 328 276 345 365 
 436 439 564 633 754 936
Cash at end 206 438 
 286 328 276 345 365 436 
 439 564 633 754 936 1100
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TABLE-6 
soURCES-AND-USES -OF-FUNBS ($000) 

Year 1 2 3 4 5 6 7 t. 9 10 11 12 13 14 15 

S8BURCES: 

Increase AID Liability 
Increase Cofin. Liability 
Increase Coim. Liability 
Repayment of AID Subloans 
Capital, paid-in 
Net Incaoe 
DepreciationslAmort. 
CashReductions 
Repay-wents-from-TRACo 

Total ....... 

2500 
2500 

0 
0 

957 
482 
74 

0 
....0 

-6513 

4300 
5000 

0 
0 
0 

715 
73 
0 

--300 

10388 

0 
2500 

0 
0 
0 

883 
11 

152 
-- 46 

-3946 

0 
0 

10000 
476 

0 
897 
11 

0 
. -

11384 

0 
0 

15000 
952 

0 
918 

0 
52 

-0 

i6922 

0 
0 

10000 
952 

0 
994 

0 
0 

- -- 0 

11946 

0 
0 

10000 
952 

0 
1067 

0 
0 

- 0 

12019 

0 
0 

5000 
952 

0 
1192 

0 
0 

- -0 

-7144 

0 
0 

10000 
952 

0 
1252 

0 
0 

"" -0 

12204 

0 
0 

5000 
952 

0 
1390 

0 
0 

-.- 0 

-7342 

0 
0 

10000 
952 

0 
1473 

0 
0 

--- 0 

12425 

0 
0 

10000 
952 

0 
1666 

0 
0 

-..-

12618 

0 
0 

10000 
952 

0 
1871 

0 
0 

--- 0 

12833 

0 
0 

15000 
956 

0 
2120 

0 
0 

--- 0 

1.7T 

USES 

Increase AID subloans 
Increase Co-finan. subloan 
Increase BANTX equity Loans 
Increase Comn. subloans 
Increase Rt. Earn. loans 
Repaymenth' to AID 
Increase TRACO equity 
Cash increases 
Dividends 

--- Total 
-Ttl-53 

2300 
2500 
957 

0 
175 
0 

350 

31 

0 

-6513 

4600 
5000 

0 

0 
206 

0 

350 

232 

0 

- --
10388 

400 
2500 

0 

0 

438 
0 

350 

0 

258 

-3946 

0 0 0 0 0 0 0 0 0 0 00 0 0 0 0 0 0 0 0 0 0 
0 0 0 0 0 0 0 0 0 0 0 

10000 15000 10000 10000 5000 10000 5000 10000 10000 10000 15000 
286 328 276 345 365 436 439 564 633 754 936
476 952 952 952 952 952 952 952 952 952 956 
250 250 200 200 200 200 150 100 100 50 50 
42 0 69 20 71 3 125 69 121 182 164 

330 392 449 502 556 613 676 740 812 885 970 

---------------------------------------------------------------------------------
11384 16922 _1946 12019 -7144 12204 -7342 -12425 -12618 12823 18076 
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6. SensitivLty Analysi. 

a. Lnck.ofCo- iinancin, 

Three basic assumiIptILu1 have beei tested in the 

Sensitivity Analysis. First, an analysis was made of the impact 
on the project's net income of the availability of co-financing or 
commercial tunds. The unlikely worst possible condition, that is 
not being able to secure any additional funds (luring the fifteen 
years, was simulated. Net income is of course drastically reduced 
as can be seen in TabLe 8. However, no loss is sustained in any 
given year. The project is teasible even under these extremely 
conservative assumptions. The net income generated by the AID 

loan diminishes because the proportionate amount of General and 

Administrative expenses charged to income [rom the AID-financed 

portiolio increases. 

Under the alternative of no co-financing and no 

commercial borrowings, BANE'X would gradually become a banking 

services institution and an ilv!s tor in T'IGA() , ratlher than 

pre,lominant ly a cred LL La~sL it tion. Servic(. income represents 

over 35% of total income by year eight and its relative importance 

in relation to total income continues to grow. Likewise, by year 

ten the BANEX investment in TIACO repre::sents over 15% of total 

assets and this percentage koeps increasing. 
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SENSITVVIY, ANALYSI.S 
BANEX-PRU-FORA• BALANE- S'TATEhENT ( NoT(ho- f inaneing; 4,:0) 

LiOlR 
Year 

% 16 
1 

15 
2 

14 
3 

13 
4 

13 
5 

13 
6 

13 
7 

13 
8 

13 
9 

13 
10 

AS SETS: 
Cash & Banks 
Negot. Securities 
Loan Portfolio: 

AID funds 
BANEIX Capital 
Ret. ',arnings 

TXACO Equity 
Org. Exp. (Net) 
Fixed Assets.(Net) 

175 
25 

3275 
2500 

775 
-

700 
125 

4 

183 
25 

u907 
5000 
1732 

175 
1050 

62 
33 

436 
25 

11b90 
9600 

1732 
358 

11WO 
0 

-

676 
25 

12526 
10000 

1732 
794 

1050 
0 

242 
25 

12726 
9524 

1732 
1470 
1300 

0 

24! 
25 

1201A 
857z 
1732 
1712 
1450 

U 
0 

275 
25 

11305 
7620 

1732 
1953 
1450 

0 
.... 0 

270 
25 

10626 
6668 

1732 
2228 
1450 

0 
"-0 

136 
25 

9946 
5716 

1732 
2498 
1550 

0 
" "0 

270 
25 

9130 
4764 

1732 
2634 
1600 

0 
.... o 

Total-Assets 4344 826U 13273 14288 14293 13732 13055 12373 11687 11025 

LIABILITIES: 
-- AID Loan 3200 5700 100.0 10O0() 9524 -8572 7b20 •t668 5716 4764 

W~ET -WORTH:
ECapital, Paid-in 
Legal Reserve 
Retained Earnings 

..-. Net-Worth 

1043 
24 

- 7/ 
1144 

2U00 
50 

510 
2560 

20UC 

135 
.I3b 
327 

2000 
292 

1.996 
.4288 

200U 
447 

-2322 
4769 

2000 
016 

2544 
5155 

2000 
802 

-2633 
-5435 

2000 
993 

"2712 
5705-

2000 
.159 

-2782 
5941 

2000 
1362 

-2899 
6267 

LIABIL.. +NET-WORTH 4344 8260 13273 14288 14293 13732 13055 12373 11657 11025 
Bad Debt Reserve 33 69 117 125 127 127 127 127 127 127 

Debt to Net Worth 
Ratio 

U & A Exp./
Porttolio (%) 
Rul (%) 

2.8 

9.8 
9.7 

2.2 

5.1 
40.0 

3.1 

3.3 
27.9 

2.3 

3.4 
31.0 

2.0 

3.0 
21.2 

1.7 

3.0 
18.7 

1.4 

4.1 
15.3 

1.2 

4.8 
15.0 

1.0 

5.6 
14.1 

0.b 

6.7 
15.1 
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TABLE-S
 
SENSITIViTY -ANALYSiS
 

BANEX-PRO-FOMA PROFIT-&-LOSS-STATEET-- No-Co-inaning; -$G0s)
 

Year 
 1 2 3 4 5 6 7 8 9 i0
 

INC3ME: 
Interest: AID 242 690 1270 1b07 1601 1484 1328 1172 1015 859 
Interest BANEX Capital 150 231 301 284 284 284 284 284 284 284 
Interest Ret. Earnings - 32 62 130 241 281 320 365 410 432 

Fee-Income-(Services) 296 344 -398 -478 -561 -673 -808 -969 1163 1.396 
Total income 688 1297 2031. 2499 2687 2-722 2740 790 2872 297 

EXPENSES 
lnterest-AiD 
Gen & Acn:n. Expenses 

v7 
320 

222 
352 

392 
387 

500 
420 

500 
3d2 

464 
420 

417 
402 

.o9 
508 

322 
559 

274 
615 

Bad DeDt Expenses
Total Expense 

-33 -36 
3;0 

46 
-827 

-8 
-934 

2 
-4 

. 
8 

..... 
-879 877 -81 -89 

TACO Lquity 350 30 350 25 15 - - - -

iNCbiE - EFuRE "fXZ-& DEDU. 238 58 854 '565 i553 688 1861 L 13 1662 2032 

Legal Deductions 
5i'CuNi 12 13 43 78 78 54 93 96 S3 102 
10% impi. Retmnt Fund 24 26 85 157 155 169 186 91 166 203 

Taxaole Inceme 202 221 726 1330 1320 1435 1582 1626 1413 1727 
- -Income-'-ax i01 -AU 363 -#65 -660 -717. •791 -813 .706 863 
NET IK-oE: -101 -49 713 10 15' -910 -8b8 791 -313 -807 -914 

USES: 
Legal Reserve 24 26 85 157 155 169 186 191 166 203 
Retained Earnings 27 83 278 508 76 72 89 79 (30) 67 
TRACO equity - 350 350 350 250 150 - - 100 50 
Dividends - - - 429 477 516 543 571 594 

Estimated TRACO Div. - 145 145 145 155 160 

Adj. Ket. Earnings ($) 217 234 145 155 212 
Adj. Ret. Earnings (%) 201 163 184 N.A. 241 
increnent in N. Worth 145 290 435 590 750 
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The Bank's levcrage capacity would be under 
utilized, as the average debt-to-equity ratio of 1.85 for the 
first ten years demonstrates. This low utilization 
gets even

lower as retained earnings grow over the years. Although net

profits are affected by a constantly smaller loan portfolio, in
 
no year is a loss sustained. Dividends equivalent 
 to 10% of the
beginning period's equity can be paid but starting only in year
five. Nonetheless, a satisfactory 
 return on investment is
obtained, 
 as tne average 20.8% 
 for the first ten years
 
demonstrate.
 

Funds transferred to TRACO would be sufficient
 
to start two new TRACOS, 
 one in year one, and another in year 
five.
 

b. hffect-of-Lower-Than Projected LIBUR
 

it was necessary to test the impact of lower 
uture interest rates because the blilt rates affect the

financial income o f both the AiI)-financed and BANEX equity 
portfolios. An extreme case was tested by assuming LIBOR ratesthree points below the already conservative projections of a
dropping LLBGR. LBOW rates of [3% in year one, 12% in year two,
It/. in year 3 and 10% iii year lfour and thereafter result in
income reductions the of 20-25% in later years. The impact is
considerable on net position of the Bank, but does not imperil 
the feasibility of the project. 
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BANEX -AID-LOAN: - INu mE -GENERATED- BY - SPREAD 
TRACO: -PROFOR%A- CASH-FLOW- (No-CEo-financing, -$00s) 

YEAR 
 1 2 3 4 5 6 
 7 8 9 

AID Income Share 
 35% 50% 50% 5 0 50% 50Z 481. 42% 35%
Allowable G & A/Portfolio 5.5/ 4.5% 3.0% 3.0 
29._
 

3.0% 3.0% 3.0% 3.0% 3.0% 
 3.0
 

BANEX
 
AID Loan Portfolio 2500 
 5000 9600 10000 9524 8572 7620 6668 5716 
 4764
Interest Earnea 
 242 690 1270 1670 1601 1484 
 1328 1172 1015 
 859
Interest Paic 
 97 222 392 500 500 46" 417 369 
 322 27-Gross Profit 145 468 
 878 1107 1101 1020 911 803 693 585
General & Admin. Fxp. 137 225 288 300 286 257 229 200 171 l3Bad Debt Expense 25 
 25 46 4 
 0 0 0 0 0 
 0
CONAPE 
 4 7 21 39 39 42 45 
 40 29 30
Enpi. Reetmnt. Fund E 13 42 78 77 84 
 89 81 58 59
Taxes 
 71 55 181 333 330 358 380 341 247
Income Generated (37) 143 

251
 
300 353 369 
 279 168 141 188 102
Available to TRACO 
 0 143 300 353 369 140 84 71 
 94
 

Investment in TRACO 
 700 350 350 
 350 250 150 -  100 50From TRACO 
 - - 300 400  - - - - -Available Invest. (Cum) (700) (907) (657) 
 (254) (135) (145) (61) 10 
 (4) (3)
Equity in-TRiAGO -700 1050 1100 
 -1050 1300 1450 1450 1450 1550 160
 

TRACO
 
PROFOPJA -CASH - FLCW 

Initial BANEX invest. 700
 
Revenue 
 35 262 615 878 1200
 
BANEX Invest.  350 350 350 250
 

Out Flows:
 
Expenses 
 338 5U4 644 811 
 892 N O T P R O J E C T E D
Repayment to BANEX 
 - - 300 400 -

Curmulative Balance 397 505 
 526 543 1101
 
New TRACOS .
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LIBOR-RATE-SENSITIVITY-ANALYSIS-($000s)
 

Year 
 1 2 3 4 
 5 6 7 
 8 9 10 11 12 13 
 -14 15
 
LIBOR % 16 15 14 13 
 13 13 13 
 13 13 13 13
Financial Income 13 13 13 13
392 1190 2537 3512 
 4616 6678 
 8692 10293 11471 12661 13852 
 15064 16712 18379 20501
Financial-Expense 
 --97 -428 1167 1769 
 2675 4451 6217 
 -7619 -8659 -9699 10738 
 11779 13181 14583
-Gross-Profit 16348
-295 762 T1370 
 1743 1941 222-7 
 2475 2674 -2812 -29b2 "3114 -3285 -3531 
 -3796 -4153
 

Adjusted LIBOR .1 13 12 11 
 10 10 10 10 
 10 10 10 
 10 10 10 
 10 10
AID Income L+3.% 
 205 578 1051 1313 1308 1212 1085 
 957 830 702
BANEX Capital L+3.-% 127 201 575 447 319 192 64
249 232 232 232 
 232 232 232 
 232 232 232 232
ReL;-Earnin;s-L+3;4% 232 232
... -27 --55 -110 -148 -192 
 -229 --275 - 324 --382 --4l --517 --602
Subtotal --702 --828
3-32 80--6 1355 165-5 1688 1636 1546 1464 1386 
 1316 1248 1196 
 1153 1126 1124
 
Coma+Cofin. Margin 
 - 31 125 218 375 688 1000 1250 1438 
 1625 1813 2000 2250
Less AID Fin. expense 97 223 392 500 500 464 

2500 2813
 
417 369 322 274 
 226 172 131 
 83 36
 

Adjusted Gross Profit 
 235 614 1088 1373 1563 1860 2129 
 2345 2502 2667 2835 3017 3272 3543 
 3901
 
Difference in G. Profit (60) (148) (282) (370) 
 (378) (367) (346) (329) (310) (295) (279) 
 (268) (259) (253) (252)
 
Net BANEX Income 101 482 715 883 
 879 918 994 1067 1192 1252 1390
Diff. G. Prof./Net Income 59% 30% 39% 41% 

1473 1666 1871 2120
42% 39% 34% 30% 
 26% 23. 20% 
 18% 15% 13% 11%
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Year 

Loans-Outstanding 

1 

3275 

2 

-9407 

3 

19213 

4 

25551 

5 

32361 

6 

46737 

7 

56061 

8 

65454 

g 

69867 

10 

79351 

11 

83838 

i2 

93450 

13 

103131 

1.1 

112933 

15 

127913 
Cum. Bad Debt Expense 
Legal-reserve 
Total Bad deot Expense 

Total Bad Debt Expense/ 

33 

" 24 
57 

94 

"-545 
149 

192 

-141 
3 

256 

266 
522 

324 

--416 
742 

467 

--575 
1 

5b1 

762 
1323 

655 

-966 
1621 

699 

-1199 
1898 

79& 

-1447 
2241 

838 

-1739 
2577 

935 

-2062 
2997 

.F397 

1031 

-2430 
3461 

1129 

-2S 
3987 

1279 

-

424 
-2 

Loan-outstandinz-(.). 

0.05 additional 

--- -;7 ----1;6 ....1;7---- 2.0 . 2.3. 2 .2:4- -25. 
- ;--2---27 

2:7 -2:8 

-28 
3i .1 32 - 34..35 
31---32---3;4---;5---;6 

3;6 

bad debt expense 

Less Legal Deductions 

Less Income Taxes 

Net Impact 

16 

2 

8 

6 

31 

5 

15 

ii 

49 

7 

24 

18 

32 

5 

16 

11 

34 

5 

17 

12 

72 

11 

36 

25 

47 

7 

23 

17 

47 

7 

23 

17 

22 

3 

11 

8 

47 

7 

23 

17 

22 

3 

11 

8 

48 

7 

24 

17 

48 

7 

24 

17 

49 

7 

24 

18 

75 

ii 

37 

-7 
Original Net Income 

Impact as Z of Income 

101 

5.9 

482 

2.2 

715 

2.5 

883 

1.2 

897 

1.3 

918 

2.7 

994 

1.7 

lOb7 

1.5 

1192 

0.6 

1252 

1.3 

1390 

0.5 

1473 

1.1 

1666 

1.0 

1871 

0.9 

2 

1. 
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co Higher .A.'han. Exile= Led -Bad -Debt 

An analysis was made of the bad debt reserve.'lhe legal reserve cLr'at:d by lhu Bank each inyear accordance withtie National Banking law becan used Lo oLiset debts.bad Tlieresultinl, total rescrve grows Lo 3.6% of total loans outstanding byyear tifteen, an' extremely conservative percentage by normal bankingstandards. Additionally, the 
 effect on profits of creating anadditional reserve equal to one half percent of total loansoutstanding was tested. The impact of this larger reservepercentage on the banks overall podition is not significant; as 
profits diminish by about one percent.
 

7. (,eneral-Cone lusion 

Several conclusions can be drawn f'rom the foregoinganalyses. First , tim bhnk ,;houJd be ablo Lo crert. a1 loan port folioof US[$128 milliun by the (id of year liituLn. in a credit starvedeconIomy such as CosLa icals, placin, th se funds ovr fifteen years 
seems feasible. 

Secomi, in the pr-cuss of creaing the bimnk, enoughfunds are transilerrd to 'IACO Lo prnit the operations of up to
four differunt ''iRACS by year fiftaun, 

Tliru, tle baik iut only is able Lo cover iLs expansesunder the assumptio'is made but is strong enough to sustain the largedownside variations tested and still Lurn Cl profit, 

In summary, although Lh project is based on verydefendable assumptions, including co-financing and commercialborrowing and conservative L.IBOR projections, it is feasible evenunder much more adverse conditions, The project should greatlyimprove Costa Rica's capacity to increase uo rts by creatin up tofour trading companies and a loan portfolio in excuss of US$128
million for financing exports. 
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TRACe PERFORMANCE PROJECTIONS 

A. Export -Management- Revenue 

Costa Rican nontraditional exports to non-CACM market,increased at an average annual rate of 26% between 1971 and
(See Economic Analyses Section). Given 

1979 
the 50. growth in exports ofall Costa Rican manufactured products in 1980, nontraditional 

exports beyond the CACM are likely to have increased dramatically aswell. The effect of the current colon devaluation and efforts toexpand exports should stimulate even more rapid growch during 1981,1982 and beyond!!. Calculating the annual rate of growth ofnontraditional exports to world markets at the very conservative
rate of 30% per year over the 1979 level, the tollowing volumes can
be expected (in millions of dollars): 

1980 
 179.4
 
1981 
 233.2
 
1982 
 303.2 
1983 394.1 

In order to estimate the percentage of the exportmanagement market that TRACO can anticipate, the Mission has 
conducted various analyses.
 

I. According to the expert advice of World Trade 
Institute 
 (WTI) consuLants_/ 
 a fully
operational TRACO, 
 with WTI assistance, could
 
capture at least 3% to 4% of 
the country's export

management business. 
 Applying a 
 more
 
conservative estimate of between 2.5% to 3%, it
 

. •. . . . . . . . . . . . . .. . . . . . 

I/ A recent survey 
carried out by the University u Costa RicaEconomic Research Institute among a sample of manufacturing
firms indicated that they expected their total 1981 physicaloutput to decrease by 2.7% Irom 1980, that their production forthe iroternaL market would deIcrease by 12.1% (from 73.2% of totalvolume to 6b.17%), that production for the CACM and Panama would
remain constant, while the product ion dest mend to Lhe rest ofthe world would increase by 197.4% (irom 3.4% to 10.3% of total 
volume). 

2/ The World Trade Institute consulted with the Hission throughout
the design df the Management Export Component. 
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can be anticipated that if fully operational in
1982, 'TWACO would manage export volume in excess

of $10 million. Given 
 the standard export
management fee range of 5% to 10% of total export
value, and applying the more 5%
conservative 

figure, TIACO export management revenue in 1982 
would total approximately $500,000. 

On this basis, and projecting TRACO operating

efficiency at 10% 
 in year one (1981,82), 80% in
 
year two (1982,83) and 100% 
 beginning in year
three (1983,84), it 
can be experted that TRACO 
export management revenue will be as follows:
 

Year 
 Estimated Revenue
 

1 $ 29,UU 
2 $303 ,OOO
3 
 $551,000 

2. Considerable basis for the design of TRACO was
provided 
 by Guerra and Associates Inc., 
 a

successful U.S. based trading company (see Annex
 
C, Exhibit 6). According to Guerra, most 
trading

companies staff their offices on the "rule of
thumb" that each of the company's "traders" or 
account managers Produces an average of 
 five 
times his/her salary per year in export
management earnings. Using "rule"this and

projected TRACO staffing (see Table 1 of the 
Section "TRACO Operating Costs'), TRACO staff
 
could produce earnings of: 

Year Earning Potential 

1 (4 mos. productivity) $ 83,300
 
2 (full productivity) 
 $500,000
 
3 (full productivity) 
 $750,UOO
 

3. The GAMCO survey of' 
 twenty-six nontraditional
 
exporters 
 (See Annex C, Exhibit 1) identified
 
potential within those 
firms for export volume of
well over $30 million by 1982. If only 25% of
those exports were to be managed by TRACO, it

would earn $375,OO in its second year of 
operation.
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Clearly, estimating TRACO' s 1)otLont ial exportmanagemnnt revenue is not all easy task. The Mission has chosen touse 	 conservative estimates in 	 order to ofi f: er a "down side" 
presentat lon. 

B. 	 Procurement Rev,:lne
 

With tile assistalnce 
 of tim World Trade Tnstitute, theMission has made the following projections regarding 'rILACO potential 
procurement service 
revenues:
 

o 	 in year one, 'IUACO will serve ten clients, each 
having an annual export production volume of $I 
Inill ion. 

o Imported inputs average 25% or, in the case of 
those T.RACU clie.ts, $25U,0U0 per client. 
Purchases of foreign raw materials woulu total 
$2.5 million. 

o 	 Procurement ft-ees start at 2.57. i purchase price. 

The above facLors would p rlm iL iIAGO to earn $62,500
in procurement fees during the fir'st year. 

C. 	 Other- Revenues
 

Several other revenue sources will exist for TRACO.For 
purposes of maintaining a conservative estimate, however, theyare 	not included in 
these projections. These 
sources will include:
 

o 	 Service Lees 
for 	credit guarantees;
 

o 	 warehousing and brokerage fees;
 

o 	 sales comm 
issions fromm suppli(ers; and
 

o iterest earnings on investments made with tile 
TLHACO capital. 

1.ln order Lo e: I ll;l ;ih reV('II(, beyond y,;) r three of
operation, the Missi;on has projctd i. evvn rai-	 of growl.h based ontime 	 pattern e rtab .ish (Id uring 
 thl i i.rs t 1-hre( yeairs . Thedevelopment of add it iona I TIACn\: is schdu(lu Led, and tLheir rates ofearning are projected roughly equivalent to those of the original 
U.S. 	based TRACO.
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D. TRACO- Operaing -Cost 

Assisted by 	 the WorldAssociates, the 	 Trade Institute and GuerraMission has developed the following 	
and 

cost 	 projectionsfor the operation of TRACO-Costa 	 of 
subsidiary. Additional foreign 

Rica and its U.S. based
based TRACOs have beenTheir costs are 	 scheduled.also based on 
these cost estimates (plus inflation).
 

TABLE 1. 
 ESTIMATEDTRAC.O COSTS 

............ 
 YEAR
 
"• 	 "I " 2 -.. 3- " 

o 	 Genl. Manager (CR) 85. 
o Genl. Manager (US) 	
90. 100. 110. 
90. 100.
o Asst. Mgr. (CR) 

43. 	
110.

0. 55.0 60.0o -Purchasing Agent (US) 	 65.0. 
o Nktng Mgrs. (US) 	
40.0 45. 50.0. 
 U.
o Import/Export CJks (CR) 	

50. (12) 120.
17. 30.(x2) 72.
o Secretarial (CR) 	 80. 

o Secretarial (US) 
20. 24 .(x2) 58. 65.0. 
 0. 
 28. (x2) 60. 

(personnel costs
 
include aprox. 40% 
fringe benefits)
" 	Consultation/TA 
 150. 
 150. 
 50.
o Travel 	 50.

15. 
 25. 
 30. 

o 	Consumables, Rentals, 

35.
 

Equipment, Misc. (es
timated at 
10% of staff
costs) 
 8. 
 33. 
 51. 
 -66.
 

TOTAL 
 338. 
 504. 
 644. 
 811.
 

4 
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PRODUCT V I'1Y.1-01 I'.CT
 

This analysis will cover the following points: economic 

justification of the proposed project; review of growth trends 

in the export of manufactured products tc outside the CACM
 

and evaluation of potential for continued growth; 
identifica

tion of specific areas where Costa Rica's growLh potential is
 

greatest; review of major bottlenecks to the continued rapid
 

growth of manufacturing exports to outside the CACM and as

sessmenit of the extent to which effective ine;ures htve been 

adopted by the Government of Costa Rica to address these ob

stacles; the conLribution of the proposed project to over

coming some of the major remaining bottlendcks; and a quan

tified assessment of the impact that the project could have 

on the expansion of expcrts of non-traditional products to 

outside the CACM.
 

1. Projec:t'.;- VI.Ijor Ju.t'ificat ion 

A. The lalance of Payments: the need to relieve 

Costa Rica's very serious balance of payment:; situation and 

to li.e]1 Lie cou di.vc'r:;iJ.Iy :;Okur('e:; f'ore.ign I ingCjet. ry r. of e:c , 

con:;tituLe, th.: ino.r;L imlj.orLant. r'jtilll(!iLt i.i favor or tie pro

posed project. The central bank'sn balance of payments projec

tion summarized in Table 1 shows that the overall balance of 

http:ECONOM.IC
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payments deficit incr:ased from $41 miIl.ion in 1978 to $02 

million in 1979 and to $456 million iln 1980. The actual de

cline in net international reserves was held down to $173
 

million in 1980 only due to the accumulation of arrears
 

(i.e. the non-payment of debts) to the tuneof $283 million
 

in 1980. The central bank very optimistically projects the
 

balance of payments deficit to disappear in 1981. The author

ities hope to pay off $96 million in arrears in 1981 by means
 

of IRM credits. Note, however, that this highly optimistic 

projection is based on the following assumptions:
 

(1) A projected increase in the total value of 

exports in spite of the sharp drop in coffee prices between 

1980 and 1981 and the cutback in the coffee export quota. 

The central bank projects an increase of coffee exports to 

new markets to offset the decline in price. 

(2) A sharp decline in imports. imports are 

projected to decline by 12 percent in current dollars, which 

probably means a 20 to 25 percent drop in real terms. im

port data over the first fourth months of 1981 showed a 16 

percent decline (in current dollars) over the same period last 

year-. Thus, Costa Rica's Gross DoIiestic Product is bound to 

decline significantly in 1.980, muc:h more than the 1.5 per

cent decline that is currently projected by the central. bank. 



ANNEX V
P.aqn 3 o( 23 

(3) Official capiLal inflows a'c projectud at 

$350 million in 1981. Given Lhc reluctance of foreign com

mercial banks to provide credit to Costa Rica, this figure 

is unlikely to be attained, and could fall short of the target 

by as much as $100 million. 

(4) The net private capital outflow which was
 

$180 million in 1980 is projected to become a net inflow of
 

$104 million in 1981. Since this figure was obtained as a
 

residual, it has little predictive validity. A net private
 

capital flow figure of zero is more likely to be realistic.
 

In conclusion: while the central bank's balance 

of payments forecast for 1981,. with its 20 to 25 percent de

cline of imports in real terms, is a dismal prospect, the 

reality may well prove to be worse owing to the fact that the
 

projection is based on highly optimistic aspumptions with
 

respect to exports and capital flows on both private and of

ficial account. It is clear that Costa Rican authorities
 

must give first priority to investment projects designed to
 

increase exports or reduce import requirements.
 

D. A second major aspect of the project's justifica

tion is the COMrLti:y'; need to contiJnue the process of diver

sifying its uxjort;. The diver.;iL.icat.ion t.r nd over the past 

decade has been very oncouraging: total exports of the 
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traditional products (coffee, bananas, meat and sugar) de

clined from 73 percent in 1970 to 55 percent in 1980, while
 

industrial exports increased from 23 percent or 36 percent 

(see Tables 2 and 3). Still, in 1980, three export products -

coffee, sugar and bananas -- together accounted for 48 percent 

of total export earnings. Clearly, the diversification trend 

must continue.
 

Between 1960 and 1979, the Central American Com

mon Market grew rapidly and provided an excellent outlet for
 

Costa Rica's non-traditional products. Beginning in 1978-79,
 

however, the CACM experienced major balance of payment dif

ficulties and a stagnant real GDP. Over the next two to three
 

yearc at least, the CACM cannot be counted upon to provide a 

significant underpinning for Costa Rica's manufacturing indus

try. Thus, there appears to be no alternative but to focus on 

outside markets. 

C. Third, the project responds to the private sec

tor's urgent need for an infusion of working capital. While 

credit to the public sector expanded by 40 percent between the 

end of 1979 and 1980, the expansion of' credit to the private 

;cctor incrc.-.:ed by only 13%. 'hi!ii mean!; a .;u,;tLantial reduc

tion in te rws !; inicc Lhm ,;aJe increanedreal whole pr.'ice by 

21.6% during the year. The loanable funds of Lhue commercial 

banking system had to be diverted to finance the public sector 
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deficit.. Moreover, the coniimmerc.ial baliking sysLuIit has been 

plagued by a very serious delinquency problem equal to 40 to 

50 percent of the total loan portfolio, which further se

riously restricts the ability of the banks to provide credit. 

As a result, the private sector complains of a severe credit
 

shortage. The proposed project is designed to avoid these
 

problems by channeling funds to an institution that is not
 

part of the nationalized banking system.
 

D. Aside from providing the private sector with 

badly needed credit funds, the proposed project is designed 

to address a number of other problems that have proved to 

the expansion of non-traditional exbe serious obstacles to 


the CACM. These will be discussed in someports to outside 

detail in Section 4.
 

E. Finally, the project can be cxpected to contrib

ute toward the reduction of the substantial increase in the
 

unemployment rate that is expected to take place this year.
 

level of real imports,
With a 20 to 25 percent reduction in the 


the GDP is bound to decline substantia.ly in real terms which
 

rate.cannot help but significantly affect the unemployment 


it known

While no reliable unemployment .tat~itics exist, is 

to have increased significantly. bIetween March 1978 and March 

1981, the open unemployment rate is estimated to have risen 

from 4.8 to 7.4 percent, while the total sub-utilization rate 

http:substantia.ly
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(which includes u11deremlJ.oymcl t) ru!;n I.roiu 1.1.0 to 15.9 per

cent. It is suspected that these figures substantially under

estimate the actual seriousness of the unemployment problem. 

The project is expected to alleviate the unemployment problem -

or prevent it from getting worse -- owing to the fact that many 

of the areas in which the country has the greatest potential
 

comparative advantage (discussed below in Section 3) are labor
 

intensive. Following devaluation, Costa Rica's wages are com

petitive with other C.A. and Caribbean countries, particularly
 

after account is taken of the relatively high level of train

ing and literacy of the Costa Rican labor force.
 

2. 	 Potential for Exports of Non-Traditional Products 
to Outside the CACM 

The 	growth trend in the exportation of manufactured
 

products over the past decade gives some indication of Costa
 

Rica's export potential in this area.
 

Table 4 shows the trend of exports of manufactured products
 

including foodstuffs, while Table 5 excludes foodstuffs. The
 

following conclusions stand out:
 

a. The growth in the export of manufactured products 

to both the CACM and the outside world over the past decade 

has been truly lihcnom na.. Total cyxort: of manufactured prod

ucts, including foodstuffs, increas;cd at an average annual 

rate of 30 percent over 1971-74 and 24 percent over 1974-77. 
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ilowcvcr, the growth slowed to only 7.6 percent over 1977-79 

(Table 4). 

b. If foodstuffs are excluded from the statistics, 

the growth is 11o less impressive: 30 percent over 1971-74, 

22 percent over 1974-77 and 19 percent over 1977-80 (Table 5). 

c.. The rate of growth of exports of manufactured 

products to the rest of the world is even higher than to the 

CACM. The reverse was the case during the decade of the 

1960's.
 

d. It is remarkable that even during the troubled 

year of 1980, exports of manufactured goods (other than food

stuffs) to the rest of the world increased by 50% in current 

dollars (see Table 5). 

Thus, thore can be little question but that Costa 

Rica's non-traditional export industries, liarticularly for
 

manufactured products exported to outside the CACM, have
 

trend thatmade substantial strides over the past decade, a 

persisted through recent years. 

3. Identif.cation 
PoteiI L ial 

of Areas of Greatest Growth 

On the basi.s; of analysis of trend; in exports sta

tistiu.i as well a; interviews coniducted by the AID Mission's 

economic consultants with major exporters, the fo].lowing 

out as offering the greatest potentialproduct categories stand 
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in the at'ea o ni-.t.n .;ud itolki I. cxl:oj :; to Mut;i lu the CACM: 

a. Foodstuffs, including fruits, vegetables, root 

plants, spices, marine p~roducts and chocolate. There appears 

to be a substantial P[otential foreign market for both fresh 

and processed fruit and vegetable products, though a signifi

cant transport bottleneck will have to be addressed in con

junction with fresh produce. 

b. Flowers, plants and seeds.
 

c. Textiles, including synthetic yarn and cloth.
 

d. Apparel.
 

e. Shoes and leather goods.
 

f. Wood and wood products, particularly furniture.
 

Costa Rican furniture is well made and of international re

nown.
 

g. Fertilizer and chemicals, including insecticides
 

and fungicides.
 

h. Medicines and pharmaceutical products.
 

i. Plastic products including cellophane bags, 

plastic bottles and plastic sheeting. 

j. Electric battcries. 

Tihe di.vur;ity of tHie ahc)v(e lroduct:; and their gener

ally upward tren( sugge.ts a strong potential, provided the 

various bottlenecks discussed below can be overcome.
 

http:sugge.ts
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4. Major Bottileneckn; 

Interviews with bankers and major industrialists
 

conducted by the Mission and its consultants, suggest that
 

there are a number of serious bottlenecks constraining the
 

continued expansion of exports of non-traditional products
 

to outside the CACM. The main ones arc:
 

a. The acute foreign exchange shortage, which
 

makes it very difficult for business firms, including ex

porters, to obtain foreign exchange for imports of essen

tial raw materials and parts; and has led to a cut-off from
 

traditional sources of credit from foreign banks and sup

pliers.
 

b.. Uncertainty with regard to government inten

tions: this applies particularly in the area of the foreign
 

exchange rate and the allocation of foreign exchange re

sources. Over the past year, devaluation was followed by a
 

dual exchange rate policy, then by a float. At this time,
 

there are reports that the government plans to go back to a
 

single exchange rate of 15 colones to the dollar, though it
 

would appear that the authorities do not have the necessary
 

foreign excha2ge reserves to de.fend LhaL rate. There is
 

also uncertainty with regard to gove'irmunit po]cy in the
 

areas of taxation and interest rates.
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A serious credit squeeze:c. while credit extended 

to the private sector increased in nominal terms (by 13.5%) 

in 1980, it fell short of keeping pace with inflation. Thus, 

domestic credit in real 
terms declined. The situation is much 

more serious if it is considered that foreign sources of bank 

and supplier credit were cut off during this period. Bankers 

attribute the credit stringency to the diversion of avail

able funds to the public sector to finance the large budget
 

deficit; and to 
the very high delinquency rate. They note 

that 40 to 50 
percent of the total loan portfolio of the
 

banking system is delinquent by more than six months, and that 

non-recoverable loans may go as high as 25 percent of the total 

portfolio. Thus, banking system is facing a verythe serious
 

liquidity 
 crisis and the private sector is bearing the brunt 

of the shortage of loanable resources. 

d. Failu:e of the banking system to provide needed 

services: aside from its inability to accommodate the credit 

requirements of 
the private sector, the nationalized banking 

system is 
faulted for the low level of service it is providing
 

to exporters. For example, banks 
are very slow in collecting
 

and remitting the proceeds of Co;ta Rican exports; they do 

not maintain normal correspondent bank relations and do not 

provide bank references. These considerations were primary
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factors. in. the private sector's decision to promote the es

tablisiment of IANEX. 

e. The tariff structure: the common external
 

tariff of the Central American Common Market (CACM) provides
 

a high level of effective protection by applying high tariffs
 

on finished consumer goods and much lower tariff rates, in

cluding generous exemptions, on intermecliate and capital goods.
 

This favors assembly-type operations and channels resources
 

into import-competing industries in lieu of export industries.
 

The World Bank strongly argues for a revision of the tariff
 

structure. Unfortunately, this is not a step that Costa Rica
 

can adopt unilaterally.
 

f. Transportation problems: high freight rates and
 

the scarcity of transportation facilities, particularly of re

frigerated facilities for perishable produqts, was identified
 

as a major obstacle to increased exports to outside the CACM.
 

While transport is a problem even in the case of Costa Rica's 

perishable products shipped to the United States, it is par

ticulary serio" - exports to the Caribbean. There are no 

direct flights to the Caribbean islands and all shipments must 

be channeled through Miami. 

g. Othcr problems: other problems identified by the 

private sector include its inability to produce large quantities
 

for a sizeable market (a major obstacle for sales to the U.S.
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and Europe); absence of grading standard:;, quality control 

and difficulty of ensuring uniformity of product; deficiencies 

in technical know-how; and lack of knowledge by most poten

tial exporters of export procedures, market requirements and 

suitable contacts with potential customers in the U.S. and
 

Europe,
 

5. Extent to which these Bottlenecks are being Addressed
 

Significant progress has been made in addressing some
 

of the bottlenecks described above, but much remains to be
 

done. The most important remedial measures taken by the gov

ernment include the following:
 

a. Devaluation: there can be no question but that
 

the colon was substantially overvalued at 8.6 to 1 and that
 

the Costa Rican authorities held on to that rate far too long.
 

Thus, the free-floating of the colon removed one of the major
 

obstacles to the exportation of non-traditional products. Un

fortunately, the legality of the floating exchange rate has
 

been called into question, and it now appears that a fixed
 

rate will be adopted instead. Uncertainty still prevails
 

with respect to the level at which the rate will settle, and
 

whether any rate significantly below the free market rate can
 

be defended by Lhe authioritic;.
 

b. Another major step forward is the development of
 

an Extended Fund Facility arrangement with the IMF which will
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provide' Costa Rica with drawing rights for SDR 276.75 million 

over a three-year period. It is hoped that this agreement
 

will facilitate somewhat Costa Rica's prospects for obtaining
 

additional loans from foreign commercial banks. Perhaps most 

importantly, the agreement provides 
for a tight fiscal pro

gram limiting the overall deficit of the non-financial public
 

sector to no more 
than 05,250 million in 1981 by cutting ex

penditures and raising tax collections, and includes other
 

measures designed to remove 
the sources of the considerable
 

monetary-balance of payments disequilibrium. 
The 1981 mone

tary program permits a 28 percent expansion (in current colo

nes) 
of credit to the private sector, a significant amount,
 

though it is still likely to prove insufficient to keep pace
 

with the expected inflation.
 

6. Role of the Proposed Project 

While it cannot be claimed that the proposed project
 

will remove all remaining obstacles, it addresses a number of
 

them. In the first place, it is hoped that the project will
 

provide BANTEX with $20 million in °additional foreign exchange 

resources, most of which will be used to reduce the deficiency 

in workincj capital , which, along wiLh tle foreign exchange 

shortage, is probably the most important bottluneck to a sub

stantial increase in rion-traditional exports. An illustrative 

estimate of the possible impact of such financing on exports 
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will be attemptcd in the followigy section. Second, the new 

institution that AID will capitalize (BANEX) is expected to 

provide a number of services currently not available -- in

cluding research and information regarding foreign markets, 

foreign market development including product promotion, tech

nical information exchange, buyer contacts, technical assist

ance regarding project preparation, packaging, production
 

scheduling, financial management guidance, coordination of
 

cooperative marketing, marketing and transportation, and
 

assistance with the export paper work. BANEX will also pro

vide a number of banking services, including specia. collec

tion services, assistance in opening letters of credit, nego

tiating lines of credit, and obtaining bills of lading. We
 

have noted that these services are not currently available
 

and constitute a significant obstacle to the expansion of
 

non-traditional exports.
 

7. 	 The Project's Potentin Impact on Exports of 
Non-TradiLional Products to the Rest of the World 

An attempted quantification of the possible impact 

of the project on additional exports of non-traditional ex

ports to outside the CACM was attempted by Jorge Morelos, a 

private economic consultait who had interviewed 22 potential 

sub-borrowers at the time of this writing. Since the 

greatest current need of the export sector is for working 

capital, he concentrated on the impact on potential export 
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earnings of short-term credits from a foreign exchanye revolv

ing fund that would enable exLorters to purchase raw materials,
 

parts and other intermediate goods, as well as meet their local 

currency expenses. lie ask!d each intcrviewce how much ad

ditional exports could be generated for each $1 in credits 

for working capital provided. By averaging his responses, 

he found that potential exporters believed that two dollars 

of net exports could be obtained for each one dollar in 

working capital loans received. Morelos underscored the 

fact that he was referring to net exports, i.e. the net pro

ceeds remaining after deducting payment for imported raw
 

materials and parts. Moreover,, the turnover of this work

ing capital fund would be between two and three times a year.
 

Morelos explained these extraordinarily favorable
 

the basis of the fact that all the cooperant facresults on 

tors of production are there -- the labor, plant and equip

ment, the entrepreneurship -- so that the working capital is, 

at this stage, the only true bottleneck. By providing the 

credit to break it, we are in fact taking advantage of all 

and human resources alreadythe investment in fixed capital 

made. lie admiL.;, however, that this is not a norma]. situa

tion UhaLt could he expect.cd to i)]evIi.l owv.- tLIe ift.Cen-year 

remain at IANEX's command.period that the AID loan would 

http:expect.cd
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We are,.therefore, basing our illustrative estimates on much
 

more conservative assumptions.
 

Let us assume that of the $20 million combined AID
 

commercial bank loans, two-thirds or $13 million will be
 

placed in the working capital revolving fund. Assuming it
 

revolves only twice a year, and that each dollar loan will
 

generate one dollar of net additional exports (instead of
 

the two dollars resulting from Morelo's survey), we would
 

obtain an increase in net exports of $26 million a year.
 

Assuming that these favorable conditions prevail only over
 

a five-year period, we would generate an additional $130 mil

lion of exports over the first five years alone. Such favor

able conditions cannot be expected to continue indefinitely,
 

so that a less favorable ratio must be assumed over the fol

lowing ten years. On the other hand, account must be taken
 

of the fact that the substantial increase in now exports
 

projected during the first five years would generate profits
 

that would be available to provide additional resources for
 

both working and fixed capital investment. Even if we assume
 

that each $1 in loans would generate only $.5 in now exports
 

during the following 5 years, the total net exports generated
 

would be over $200 million during the first Len years follow

ing disbursement.
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Giveti the: nature oL tle proj!ct, I.e. tlh fact tlta t 

the sub-borrowers and the export potential of their activiLies 

cannot be identified at this sLage, tile figures cited above
 

are 	obviously only illustrative. Yet, they provide substan

tial support for the conclusion that the project has enormous
 

potential in terms of foreign exchange earnings and export
 

diversification, and thus meets a high priority need of the
 

Costa Rican economy at this time.
 

8. 	 importance of En;u r.incl the Revolving Nature of
 
the Crecdit rovid6_--j ]AN
 

For the revolving fund to have the favorable multi

plier effect on exports described above, it is essential that
 

exporters be permitted to repay the BANEX foreign exchange
 

loan promptly and in foreign exchange, so that it will become 

immediately available for relending. If the process gets
 

caught up in Costa Rica's foreign exchange control system, it
 

could easily break down. For example, if all foreign ex

change proceeds from exports must be turned over to the 
cen

tral bank which would then proceed to ration out exchange in 

accordance with its system of priorities, or if exporters 

are forced to repurchase the foreign exchange required to 

repay the loan at a higher rate than the one they receive 

from the central banik for their export piroceeds, the opera

tion of the fund could suffer substantial delays and could 
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ConCeiV~ibly becJOme uWuo1ait bler-. Fort unaikLely, a liIc(:lU1 i;j;m 

currently exists that would prevent this from occurring. This 

is "the system of advances" ("sistema de adelantos") which has 

been in force for some time, was suspended earlier this year, 

and has been reinstituted on July 9. Under this system, the
 

central bank agrees to allow exporters to repay their foreign
 

loans from banks or suppliers before selling the remaining
 

export proceed to the central bank. Thus, a loan from BANEX
 

could be repaid to that institution since only the net pro

ceeds must be turned over to the central bank at the rate it
 

sets. it is clear that AID must assure itself of the revolv

ing nature of any loan that BANEX grants by inserting a suit

able provision in the loan agreement.
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TABL I 

COI'i'A RL(A: SUMNARY BALANCE OF PAYMENTS 
TIn millions of U.S. dollars)
 

.....
... .
 ..... ..... ........ ...... 
... ... .........................
 
Prel
 

1978 1979 1980 
 1981
 

Current Account 
 -3b3 -566 -661 -460
 
Trade balance 
 -302 -455 -512 
 -260 
Exports f.o.b. 
 (864) (942) (1,017) (1,039)
Imports c.i.f. (-l,Ib() (-1,397) (-1,529) (-1,353)
Oil /113/ /184/ /223/ /230/
Non oil /1,053/ /1,213/ /1,306/ /1,123/ 

Services and
 
Transfers (net) -b 
 -111 -149 
 -200
 

Capitml account
 
Private7 
 319 459 182 454
 

Public 
 235 390 
 362 350

Nonfinancial 2/ 	 (216) (187) (209) (183)
Financial 3/ 	 (19) (203) (153) (167) 

SDRs and- gold
 
reva luations 3 25 23 6 

Overall- balance 
 -41 
 -82 -456
 

Arrears 
 283 -96
 

Offirial net inter
national reserves
 
(increase-) 
 41 82 173 96 4/
 

I/ 	 Determined as a residuan; includhuds not errors and ummisions. 
2/ 	 kest of Public SecLor. i.e. all i.nstituLions other than those listed 

under "Financial." 
3/ 	 Central Bank, commercial banks, INVU (11ousing), INS (Insurance

Companies), INFOCOOI', BIanco Popular, [FAM, DECAP. This item excludes 
LMF assistance which iiniances the balance o. payments gap. 

4/ To be covered by INF [unds. 

Source: Central Blank (as agreed with IMF).
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Tab le 2 

COSTA RICA: EXPORTS'Fob 
bY-PRINCIPAL PRODUCT 
-percentage shares

1970 1975 1978 1979 1980 1/ 

Total F.O.B. Exports OO00;0100;0 100;0 100;0 100;0 

Traditional products 72.7 65.1 64.7 64.8 54.9 
Coffee 

31.6 19.b 36.3 33.8 24.2 

Banana 
28.9 29.2 19.6 20.4 19.8 

Meat 
7.8 6.5 7.0 8.7 6.9 

Sugar 
4.4 9.8 1.8 1.9 4.0 

Other products 27.3 34;9 35;3 35;2 45;1 

Agricultural 
4.2 7.2 9.4 8.2 8.7 

industrials 
23.1 27.7 25.9 27.0 36.4 

I/ Preliminaries 

Source: Central Bank 
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Tab Le 3
 

(COSTA. RICA: EXPORTS BY PRINC [PAL.PRODUCT

' y-Tn'wo|s of dolar'V 

1970 1975 1978 1979 1980 l/ 
.... ..... ......... .. . . ... . .. . 

TUTAL F.O.B. EXPURTS 231.2 493.3 864.9 934.4 1.017.8 

COFFE 73;1 96;9 313.7 3154 246;2 
Volume (thousand of 
quintals) 1.502 1.673 1.817 2.117 1.551 
Price 48.66 57.93 167.10 148.95 158.81 

BANANA 
Volume (thousand of 

66.8 
.. 

144;3 169.9 190.5 
-

201;2 

tons) 856 1.105 1.058 1.025 960 
Price 78.00 130.00 161.00 186.00 210.00 

HEUAT 18.0 32.1 60.3 81;7 704 
Volume (millions o. 
kilos) 
Price 

17.5 
1.03 

29.8 
1.08 

34.5 
1.75 

31.6 
2.59 

25.9 
2.72 

SUGAR 10.1 48.2 15.9 17.5 40.5 
Volume (thousand of 
(quintals) 
Price 

1.465 
6.92 

1.525 
31.60 

1.488 
10.68 

1.502 
11.65 

1.570 
25.81 

OTHER PRODUCTS b3.2 172.0 305.0 329.3 459.2 

Agricultural 9.7 35.4 80.9 76.3 88.2 
Industrials 53.5 130.6 224.1 252.5 371.0 

I/ Preliminaries 

Source: Central Bank 
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COSTA RICA: 'XIORTS OF MANUFACTURFED PRODUCTS
(Including Foodstuffs but Excluding Fertilizers) 

Over 1971-80 
(In millions of dollars) 

To Outside 
To CACM CACM Total 

1971 .45.7 17.5 63.2 
1972 48.4 19.6 68.0 
1973 67.9 25.7 93.7 
1974 97.7 42.1 139.8 
1975 100.8 41.9 142.8 
1976 127.7 73.8 201.5 
1977 167.4 100.6 268.1 
1978 169.1 110.0 279.1 
1979 172.3 138.0 310.3 
1980 

- 444.8 

Average Annual 
Compound Growth Rate 
1971-74 28.8 34.0 30.3 
1974-77 19.7 133.7 24.2 
1977-79 1.5 17.1 7.6 

Source: 
 Direcci6n General de Estadistica y Censo.
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COSTA i:CA: EXPORTS OF' MANJFJ0ACTUIP1D PROI)UCTS 

(OTII;R THAN FOODSTUIFiFS AND FEIRTILiZEI), 
1971-.980
 

(In millions of dollars)
 

To Rest of 
To CACM World Total 

1971 42.9 11.8 54.7
 

1972 45.3 13.3 58.6
 

1973 64.0 15.4 79.4
 

1974 91.7 27.4 119.1
 

1975 93.7 24.6 118.3
 

1976 122.2 45.5 167.6
 

1977 155.2 60.8 215.9
 

1978 154.3 58.9 213.2
 

1979 164.7 78.5 243.2
 

1980 247.2 117.2 354.4
 

Average Annual Compound
 

Rate:
 

1971-74 28.8 32.4 29.6
 

1974-77 19.2 30.9 21.9
 

1977-80 16.8 24.4 19.1
 

Source: Direcci6n General do Estadistica y Censo
 

f ..... ... ~ 
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!A\~7fLUA~ 	 C 

I)RA'T PIERFORMAN(;E I.NDICATIUS FOR 
VAIMATI(.NVROJ HI" 

type 	 ot variables that could serve as measurableThe 	 number and 

indicators of performance differ by project component:
 

A. 	 Credit-Component
 

The credit component evaluation variables are grouped into four
 

different categories:
 

1. 	 Portfolio Related Variables
 

Total number and dollar volume of subloans.
o 

dollar volume of subloans,o 	 Breakdown of number and 
arranged by economic subsector.
 

o 	 Total number and dollar volume of short, medijLi and 

Long temn subloans; and a summary of utilization of 

lunds by type of terms. 

0 	 Breakdown of number and dollar volune of short, medium 

and lon1g term subloans (inc lud itg summary of 

utilization) arranged by economic subsector. 

of uncollectable and0 	 Total numbcr and dollar volume 

delinquent (including period of delinquency) subloans. 

of number and dollar volume of uncollectableo 	 breakdown 
and deLinquent subloans, arranged by economic 

subsector and by time tenns. 

2. 	 Export ilarket Related Variables 

o 	 Total dollar volume of exports resulting from AID 

subloan financing, arranged by market country. 

0 	 Br;akdownw if total ntimber of ini.ts ind dollar volume 

ot expots arrunged by product and by market country. 

3. 	 Macro Lcotom ic "nd Socinl l.ndicators 

of exports resulting0 	 Estimates of total value added 
Lfrom All) subloan financing, arranged by economic 

su'bsec tor. 
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" 	 Net inflows of foreign exchange (minus imported raw 
materials) generated as a 
result of AID subloan
 
financing, arranged by economic subsector.
 

o 	 Dollar value relationship between total exports

generated 
by AID subloan financing and: a) total
 
exports, and b) total nontraditional exports
 

o 	 Dollar 
and unit volume relationship between total
 
Costa Rican nontraditional exports and 
those generated
by 	 AlD subloan financing, arranged by economic
 
subsector.
 

o 	 Total employment and wage 
bi.ll generated (including

significant 
backward linkages) as a result of AID
 
subloan financing arranged by 
economic subsector, by

function (e.g. professional vs. nonprofessional) and
 
by sex.
 

4. 	 Enterprises ReLated Variables
 

o 	 Size of subborrowing finns, in terns of total assets, 
volume of 
 sales and size workerforce, by economic
 
subsector.
 

0 	 Export income: pre vs. post subloan export levels,

and/or shits from domestic and CACM markets to world
 
markets.
 

B. 	 Bankin. Services-Related Variables
 

o 	 Total annual 
revenue and number of individual banking

transactions 
per category of services (e.g. letters of
 
credit vs. collections, etc.)
 

o 	 Estimates of BANEX "national market share" per
 
category of banking services
 

o Annual opinion survey among selected number of 
BANEX clients concerning: 1) expediency of

services, 2) service quality 
 and 3) cost of
 
services.
 

C. 	 Export Manag4ement Services Related Variables
 

o 	 Total number of finns utilizing services arranged by

economic subsector.
 



AiIi|i 'n,- I 
*,x IIi hit. I 
IaVg' 3 of ' 

0 Volume oA toLa! eIx ports a nd 	 .,ndimlports .yRACU 

arrang(ed by econoinLC subsectors and by export market. 

u Sales and employment impact on individual entekdrises 
resulting from TRACO export management services.
 

o Annual profits/losses of TRACO. 

Methodology and Schedule 

1. 	 BANEX offices will ensure accurate completion of a data base 
file wiLh each subloan (design of shee:t to be reviewed and 
approved by USAID prior to initial disbursement). 

2. 	BANEX will monitor all subloans to ensure sub-borrower 
compliance with AiD regulations and subloan conditions. 

3. 	BANEX will provide USAID with quarterly reports of project 
progress toward subgoal. 

4. 	 In-depth evaluations wilI le conducted at disbursement points 
$3.2 million $5.7 million and $10 million. 
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TRACO I4PLEMENTATION SCHEDULE
 

YEAR I 


Quarter 

1st 2nd 3rd 4th 


X
TRACO advance capitalization
o 


X

Here TRACO General Manager
o 


X
Contract World Trade Institute
o 


Hire Genl Mgr of US Office 
X
 

o 


X
 
Complete basic organization of US office 
o 


Complete basic organiz.Lion of CR X
o 

TRACO office 


o 	Begin Procurement operations 


o 	Identify/Verify first export product 
line 


Begin export 
operations
 

o 


o 
Establish EXCO-product line A 


YEAR 2
 

Quarter
 
1st 2nd 3rd 4th
 

X
 

X
 

K
 

K
 




