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EXECUTIVE SUMMARY

Debt for development is the conversion of outstanding
developing country external debt to foreign creditors into
gome form of local asset that will be used in development
activities. Options include: debt for equity, debt for debt and
debt for cash.

Debt swapping offers the potential for generating substantial
local curreucy resources which may be uced to finance different
programs. It reduces the countries’ hard currency obligations
but if not handled properly may lead to inflationary pressures.

Other issues or concerns of potential users of this financial
leveraging technique relate to the legal Zasues and complexity
of actually doing a "deal." The Agency for International
Development (A.I.D.) has recently promulgated draft r.:les for
the use of A.I.D. resources to purchase developing country debt
and use the local currency proceeds to carry out development
programs in the LDC’s. Each country may also have complicated
rules and regulations for carrying out debt swap transactions.

In Costa Rica, there is an official debt swap program which
provides for the swapping of up to $45 million over three
Years. However, the conditions established under this program
make it difficlt or almost impossible for U.5. PVO’s or
cooperative development organizations (CDO’s3) to participate.

In addition to the official program, there are several
informal programs involving cooperative federations, the
Institute for Cooperatives (INFOCOOP) and the Banco Popular.
The intention of these programs is to assist in the
strengthening of Costa Rican cooperatives and their
federations.

The methodology for doing a debt swap in Costa Rica can be
divided into three distinct chapters: 1) preliminary analysis
and concept, 2) propousal development, and 3) the conversion
process. Those parties interested in debt swapping in Costa
Rica should proceed with caution so as to ensure compliance

ith the myriad of regulations and conditions, or be prepared
to face the consequence.

The first step in developing a debt swap p~ogr>m in Costa
Rica is to develop the concept into a paper which should be
circulated to officials in the Central Bank to obtain the
requisite blessing.

Agricultural Cooperative
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The ACDI concept paper presents a project in which FEDECQOP
(the federation of coffee cooperatives) or another local
company in which FEDECQOOP has a substantial investment, and an
U.S. company, propose to establish an industry for processging
waste cotfee bean pulp to produce caffeine and alternative
fuels, e.g., carbon, o0il and gas. Caffeine extraction
tecnnology under license from a major U.S. soft drink company
will be combined with the Gas Recirculation Pyrolysis Process
(GRPP) under license from the U.S. investsr. The caffeine
produced will be exported under a multi-year sales contract and
some of the fuels will be utilized to meet the enargy
requirements of the plant while others will be sold locally
replacing imported fuels. By using waste coffee products. the
environmental impact of the project will be significant.
Caffeine sales will generate significant foreign exz-hange
efarnings for Costa Rica. The project will also create
Approximece®y 20 long-term stable jobs in rural Costa Rica.

NRECA proposes to create an on-shore financing mechanism for
private power generation by consumer-owned rural electric
sys*tems in Costa Rica, which is facing near-term power
shortages brought on by financial constraints in the public
power system and over-reliance on international financing of
the Costa Rican power sector.

Recent policy initiatives has resulted in the opening-up of
power generation by private investment in Costa Rica and
through d debt-swapping mechanism the possibilities of
providing interest rate buy-down will make local long-term
financing for power generation a distinct possibility.

Costa Rican external debt will be purchased and converted
into long-term, non-inflationary bonds that will provide
sufficient yields to "buy down" market londing rates for
medium- and long-term power inves+tments by private Costa Rican
rural electcric cooperatives. Interest earned on bonds received
in trade for external paper will be used to support interest
payments on long-term bonds issued to the Costa Rican public
for power projects, as may be needed.

In addition to the proposed power lending procgram, NRECA
proposes to raise voluntary resources to finance a debt
conversion to operate a reforestation initiative that aims
mainjy at protecting small river basins threatened by Costa
Rica’s serious deforestation problem.

The more detailed concept papers involving Costa Rican
cooperatives are presented in Annex B to this brief report.

QO  Agricultural Cooperative
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I. BACKGROUND
A. Definition/concept

Debt for development is the conversion of outstanding
developing country external debt or unremitted claims to
foreign creditors into some form of local (internal) asset that
will be used in development activities. Opt:iouns include: Debt
for equity, debt fcr debt and debt for cash. The developing
country debt must be viewed as a crisis- the more critical the
s1tuation the more likely the possivcility of reaching a
mutually beneficial arrangement that is viewed by zl1ll parties
28 economically feasible. The critical element in such a
transaction is the willingness of the foreign creditor to
discount its claim and the developing country government or
debtor must agree to pay the obligation in lecal currency and
4llow 1t *to be used for specific development projects.

The goal of debt exchanges is to work out mutually
beneficial arrangements or more commonly called "deals" among
several interested parties that reduce debt burdens which are
problematic to developing countries and their foreign creditors
and at the same time channel and @xpand the resources into
developmentally sound, priority and productive programs. It
represents an effort which allows the interested parties to
turn a problem into ai; opportunity.

B. Benefits and Opportunities

Foreign creditors - banks, non-commercial b-nk corporations,
trading or other business organization, entities witch blocked
currency, governments and its agencies, and multilateral
ievelopment banks - see debt conversion as an opportunity to
turn a non-purforming asset or potential loss into one that is
performing, produces income and now or in the future will be
wholely or partially repaid.

The developing country debtor - governments, publiz
cor porations, banks and other private sector entities - view
debt conversion as beneficial since it reduces or restructures
it debt buraeen and allows for local currency resources tc be
used for priority development programs.

Not-for-profit organizations in the industrialized nations
and their local partners such as cooperatives, cooperative
development organizations, foundntions, private voluntary
organizations, and universities serve as initiators,

Agricultural Cooperative
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intermediaries, and implementors of approved development
programs. They benefit by leveraging exXxisting or securing new
resources to pursue mutually agreed upon development goals.

The last group that may benefit are participants in the
small and often unpredictable but continuously evolving
secondary markets where private debt is currently bought and
sold at a discount. These include investment, commercial and
regional banks, traders, and other specialty organizations.

C. Issues

1. Impact on the local economy- A central bank will likely
proceed with caution as it assesses the possible negative
efrfects on the local economy. The areas of concern may be:
changes 1in inflation and interest rates, impact on the domestic
financial market and distribution of resources and impact on
stabilization and debt restructuring agreements. Ar example and
lesson learned is the potential inflationary impact. Initial
experiments in conversicns have shown that the developing
countries must be concerned about the potential inflationary
impact which may result when the transaction significantly
increases the amount of local currency. By increasing the
money supply in the short term increased inflation can result
thus frustrating or negating a central bank’'s monetary policy
objectives.

2. Legal concerns- Interested or parties involved in a
"swap" must ensure that the resulting agreement is legal. It
must conform to the terms of “he foreign creditor, the local
laws and policies regarding conversions and if applicable the
guidelines of an international development organization. Some
of the cases reviewed signal that the parties involved in an
exchange should review original creditor/debtor agreement
concerning transferability of the debt instrument. Another
issue currently being debated is the ownership of interest
earned on the locally acquired asset such as bonds or other
similar financial instruments if the hard currency purchase
source is a donation from an international development agency.

3. A.I.D. Regulations~- Recently issued A.l1.D. regulations
concerning use of A.I.D. provided resources to obtain debt
instruments and swap these into local currency stipulate the
local currency shall be held in interest bearing accounts and
the interest earned, before using the local currency for the
final program purposes, shall be remitted the U.S. Treasury.
This also applies to installment payments whe e interest may be
earned.

Agricultural Cooperative
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This provision in the A.I.D. debt regulations complicates
possibilities of using A.I.D. resources to take advantage of
tne formal debt swapping programs in Costa Rica or in other
countries where the lccal currency issued by the central bank
is "locked up" in interest bearing securities or accounts.

While the team understands the U.S. Government'’s rationale
for ensuring interest income earned from Federal funds be
transferred to the U.S. treasury under normal circumstances, it
would also like to point out that without a change in the Costa
Rican rules or a waiver or change in the A.I.D. regulation,
recipients of A.I.D. development resources will find it very
difficult to leverage these resources using debt swaps in Costa
Rica or other countries which adopt similar requlations.

However, the tean has been made aware of legislation under
consideration in the U.S. Congress that would facilitate the
use of interest by a nongovernmental organization. Specifically
Section 579 of the relevant bill states "A nongovernmental
organization may invest local currencies which accrue to that
organization as a result of economic assistance provided under
the heading ’'Agency for International Developmant’ and any
interest earned or such investment may be used for the purpose
for which the assistance was provided to that organization."

The team is encouraged by the open support the Agency has
prcvided for the concept of Debt for Development and is
confident that continued support for leveraging official
development assistance will be provided in the future.

4. Other issues- The relative newness of the deb* for
development concept and associated processes will continue to
supply interested parties with experiences that refine the
mutually beneficial debt exchanges that result in the coming
vyears. To date other issues based on lessons learned include:
ensuring the maintenance of value of the locally acquired
asset, assessing the potential risk of default on new
instruments, securing or possessing the expertise to ensure
that all interested parties are acting in good faith and all
the necessary agreements are reached to the mutual benefit and
satisfaction of the parties involved in the conversion. In
relation to the latter, one reported occurrence resulted in the
debt purchaser’s inability to successfully negotiate the local
currency transaction because of failure to interest a local
eritity in the conversion and was left holding the paper. This
could have been avoided by using a simultaneous transaction or
in some way that the interested party guarantees the debt being

¢ Agricultural Cooperative
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purchased is indeed convertible. Other issues explored and
responses to the objections are in the attachad "Debt For
Development: An Exploration of Issues"” (Sece Annex E). These
include:

a) Conversion provides a foreign investment subsidy,
b} Raises government fiscal deficit,

c) Increasus foreign ownership and control,

d) Equity investments cost more for a longer time.

D. The VOCA Grant:

The Agency for International Development (FVA/PVC/CDS)
granted $85,000 to Volunteers _n Overseas Cooperative
Assistance (VOCA) on behalf of the Overseas Cooperative
Development Comnittee (OCDC) to carry out a "Co-Op Business and
Trade Initiotives" project titled "Innovative Cooperative
. .nance." The project was designed to "... help develop
“inancial systems for utilizing local currencies through public
and private sources of financing for cooperatives in developing
countries, focusing on ... debt equity conversions."

The Innovative Cooperative Finance project focuses on
obtaining local currencies through debt equity conversions from
non-performing loans held by U.S. and other brnks which can be
purchased at a substantial discount and converted into local
currencies for long-term investment in developing country
cooperative financial institutions or in projects involving
cooperatives.

The purpose of the project will be accomplished by three
activities that included a technical conference held in
December 1988 in Washington, the production of a "Debt for
Development Guide," and two prototype field project design
missions to initiate the local currency cooperative finance
programs and gather information of two country specific debt
swap programs. Costa Rica and Jamaica were chosen for the field
missions.

The output orf the two field missions will be at least two
prototype local currency projects from two countries which have
a reasonable chance for success. These prototype projects will
be carried out through follow-on work to be undertakzn with
resources provided directly by the interested parties and
possibly with additional A.I.D. resources to be sought directly
from the specific USAID missions.

Agricultural Cooperative
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II. POLICIES AND PROGRAMS IN COSTA RICA
A. Official Central Bank Program:

The latest regular approved and published program of the
Cost2 Rican Central Bank (BCCR), the guidelines of which are
annexed hereto, allows swaps by Costa Rican foundations who are
interested and able to work in three fields, i.e., 1)
conservation of natural resources, 2) educational development
and 3) small and micro-enterprise programs. Purchase of land
and buildings are specifically prchibited and other program
areas are mentioned, such as: fir.ancing training programs for
small business, technical assistance to small busiress, working
capital loans, purchase of didactic materials and eguipment,

etc.,

The minimum amount of any "project" or swap proposal
permitted under the current formal program is US$£200,000 in
acquisition of debt paper (about US$1.4 million if the paper
sells at U.S.$0.15 per dollar of face value). The GOCR has
authorized up to $45 million face value, $15 million per year
(at U.S.$0.15 per dollar of face value, about US$ 2 1/4 million
would be required to buy $15 million worth of debt paper) over
a three year period. Specific debt instruments are mentioned as
being eligivle: 1) debt covered under the refinancing agreement
dated 9/9/83, later modified on 5/29/85; 2) the debt forming
part of the refinancing agreement of May 29, 1985, and 3) a 87%
milliova credit dated 29 Mey 1985. The debt instruments will be
swapped for monetary stabilization bonds that are denominated
in either dollars or colones as per Table 1 presented on the
following page:

The local currency funds resulting from a debt swap under
thig program can be used for several specific programs in
accord with the following:

1) Natural resource conservation programs, which must be
approved by the Ministry of Natural Resources, Energy
and Mines.

2) Small business programs for training, technical
assistance, research, feasibility studies, marketing
studies, working capital or investment loans, loan
gue rantees,

Agricultural Cooperative
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3) Educational development programs for purchase of
materials and equipment to be used in teaching and
scholarships for Costa Rican students in Costa Rica.

TABLE I

Official Costa Rica Debt Swap Program

Item Dollars Cclones
Percent converted: 80 ¥ of the face 100 % of the face
value of the debt value of the debt
instrument ingtrument
Interest rate: 3 % annual paid 8 % annual paid
semestral semestral
Characterisgstics: nct negotiablex not negotiable=
Maturity: 20 years 20 years
Amortization: the principal will be paid out only in the

last five years in equal sums semestral.

* Although these are not negotiable, they can be used as
collateral to obtain a loan provided the income stream is
"agsigned" over to the bank to pay back the loan.

The last two programs (Small Business and Educational
Development) may also require the approval from relevant
government agencies or ministries, although the guidelines do
not mention what specific agency or aovernment body. As
mentioned above, the local currency resulting from the swap
operation will be paid in monetary stabilization bonds
denominated in either U.S. dollars or Costa Rican colones in
accord with the table presented above. HOWEVER, the interest
streams on both types of bonds will be paid in colones. The
interest paid on the dollar dencuinated bonds will be paid at
the exchange rate on the day th: interest payment is due.

The offers or proposals for participation in the program
must contain the following information:

Agricultural Cooperative
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1) Background information on and a description of the
requesting organization, including a description of the
programs currently being undertaken, objectives,
financial resources, experience, plus a copy of the
Articles of Incorporation and the names of the current
board of directors.

2) A description of the organization’s usual activities.

3) Detailed description of the program or project to be
undertaken with the resources generated vis-a-vis the
conversion, including the time frame.

4) Amount of the offer and the possibility that the
Program is willing to accept a partial offer.

5) An indication as to whether or not the applicant wishes
dollar denominated or colon denominated bonds.

6) Description of the debt paper to be swapped (if known).

7) Acceptance of the terms and conditions of the program
and an expressed understanding that the BCCR may
partially or totally reject the offer.

8) Name of the local bank selected to be the financial
intermediary.

9) Name of the person(s) authorizad to present the offer
and represent the organization.

10) Addresses, phone numbers, etc. to facilitate
communication with the offeror.

11) The offers must be presented in two copies in separate
envelopes and addressed to the general manager of the
BCCR.

Those interested parties which have submitted a proposal by
the stipulated deadline, will be notified within two months
whether or not their proposal has been approved. After this
notification, the interested party has 12 months to formalize
the program. The program cycle will be repeated each year for
three years.

The formal program places great importance on the
requirement that a local commercial bank be the intermediary
between the BCCR and the proposing foundation. The local

9
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foundation must select the local bank at the time the proposal
is submitted and then establish a trust agreement with the bank
in which the local bank marages the trust and ensures that the
program is implemented in accord with the proposal and approved
project. The local bank must, in fact, post a performance bond
with the BCCR (this is not specifically stipulated in the
regulations, however, banks interviewed informed the team it
was in fact a requirement). The interest generated by the
monetary stabilization bonds will only be paid to the
intermediary bank, which in turn will pay the beneficiary only
if the program is being implemented in accord with the approved
plan. Progress reports must be presented to the BCCR on a
trimester basis by both the intermediary bank and the
beneficiary institution.

B. Informal Programs in Process

There are several other informal debt swap programs that the
team was made aware of during interviews with several
cooperative entities. These special programs described to the
team illustrate that although there may be a formal, published
program, the possibility exists of persuading the local
authorities to approve other attractive programs if the Central
Bank considers them to be in the national interest.

Key to this, however, is identifying with a gstrong local
group or constituency which is able to undertake the necessary
contacts and persuasion in order to win program approval. The
special programs the team was made aware of are summarized
below. Please note however, that the description of these
special programs was provided unofficially by representatives
of each institution. Furthermore, the various special programs
were under active negotiation at the time of the team’s visit
and the definite final contracts had not been signed, to our
knowledge, at that time.

1) FEDZCOOP (Federation of Coffee Cooperatives) and
FEDECREDITO (Credit Union Federation) conversion program for
coffee cooperatives and credit unions. In these two programs,
the respective cooperative federations have apparently been
authorized to purchase dollars which they will use to acquire
Costa Rican debt paper being held by the BCCR, which in turn
issues monetary stabilization bonds to the federations at
approximately 40 percent face value in Colones at the official
rate. The bonds are expected to pay about 17 percent interest
and are probably will be redeemable in 15 years,

O  Agricultural Cooperative
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The following numbers illustrate the concept: With USs100
the federations buy approximately US$625 in Costa Rican debt
paper from the BCCR, which i1is turned into monetary
stabilization bonds. Since the BCCR only recognizes 40 percent-
of face value of the swap, the cooperative federations are
issued about C/. 20,000 in bonds. One third of these bonds are
expected to mature in five years while the remalining bonds may
mature in 15 years. The bonds will apparently earn 17 percent
lnterest paid on a trimester basis. The federations w2ll either
2e allowed to negotiate the bonds in the local stock market or
To "assign" the income stream to their local bank in exchange
for local currency.

in the case of the credit unions, the income stream will be
used to buy down interest rates they are paying on certificates
oI deposit 1ssued to members through savings mobilization
wampaigns. Some coffee cooperatives got into a difficult
Z1tuation due to attempts by the European and local corffee
intermediaries to corner the market for Costa Rican coffee. By
permitting the coffee cooperatives to buy dollars, acquire debt
instruments and, 1in effect, make significant profits on the
¢wap, the GOCR and the Costa Rican Cooperative Institute hope
to recapitalize these cooperatives and solve their debt
sl1tuation caused by the "coffee war" between the big processors
in Europe.

2) FOSECOOP (Cooperative Stabilization Fund) is a Costa
Rican cooperative strengthening project involving the Costa
Rican Cooperative Institute (INFOCOOP). By purchasing non-
performing ICE (government electrical company/agency) debt
instruments (reportedly in the hands of Canadian banks,
primarily), funds will be made available to "save" cooperatives
which nhave suffered by recent economic turmoil in Costa Rica.
In this scheme, about US$ 2.0 million will be purchased by
INFOCOOP at the BCCR at the official exchange rate. INFOCOOP
will buy ICE paper worth about US$0.125 per dollar of face
value. INFOCOOP will exchange this dollar denominated paper at
ICE for 40 percent of face value, which they estimate will
yield about C/. 500 millions. At this point, INFOCOOP receives
1ts C/. 160 milliion back and the remaining C/. 340 million in
new paper earning 26 percent will be issued by ICE - estimated
to be about C/. 80 million per year. This money will be used
for four program elements: a) bank guarantees for ccopevatives
wishing to borrow for productive projects, b) iLu subsidize
interest rates on loans the cooperatives will! obtain or already
may have obtained, c¢) technical assistance, and d) training.

O  Agricultural Cooperative
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The Barco Popular will reportedly make available C/. 400
million (about US$5.0 million) to cooperatives at 22 - 24
percent intevest, however, by using the local currency
available from the new ICE bonds, the rate will be bought down
to about 18 percent.

C. International Development Agencies

Non-governmental organizations (NGO’s) such as private
voluntary organizations (PVO’s) and cooperative development
organizations (CDO’s) are working with international
organizations to respond to the debt crisis facing many
developing countries and to generate local currency for their
programs at enhanced rates.

In Costa Rica, for example, the Asociacién costarricense
para organizaciones de desarrollo (ACORDE) is coordinating a
program to syndicate individual relatively modest dollar
resources from several PVO/NGO’s so as to generate significant
resources tc make it attractive to do a debt swap. It was also
mentioned verbally that one or more European agencies or banks
may be interested in undertaking deals to obtain local currency
for their development programs in Costa Rica. Agencies like the
Canadian International Development Agency (CIDA) or the U.S.
Agency for International Development may also be interested in
leveraging their resources through debt swap programs.

Some international development agencies may also bhe willing
to approve grants to PVO/NGO’s and/or cooperatives to purchase
debt. Annex C contains A.I.D.’s February 1989 announcement on
the Debt For Development Initiative. The regulation is
summarized in the text appearing before the Annex.

IIT. METHODOLOGY FOR UNDERTAKING A DEBT SWAP

The methodology for undertaking a debt swap program in Costa
Rica or another country is presented in outline form on the
following pages. It is by no means complete and is obviously
subject to change at any time as the regulations and the
programs change. The paragraphs that follow are meant as a
guide to interested parties and to document the complexity of
undertaking a debt swap in most countries.

The procedure has been arbitrarily broken down by the team
into three major parts, i.e., A) the preliminary analysis and
concept stage, B) the proposal development stage, and C) the
conversion process stage.

Q  Agricultural Cooperative
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A. Preliminary Analysis and Concept

1. Identify country and secondary debt market offering
discounts.

2. Research objectives, terms and conditions of prior
conversions. ‘

3. Contact and survey needs of local counterpart cooperative
or NGO.

4. Explore Central Bank interest and experience in
conversions.

5. Identify foreign creditors and ways to obtain debt or
explore interest of investors, international development

agencies, other sources.

6. Do preliminary financial feasibility to determine if
opportunities exist.

7. Prepare brief concept paper targeted to interested
parties.

B. Proposal Development

1. Follow-up with interested parties and get agreement in
Principle on willingness to support program concept.

2. Identify and select (as appropriate! local financial
institution.

3. Identify and select (as appropriate) your broker in the
secondary market.

4. Obtain Central Bank agreement in principle on the
conversion terms, mechanism and schedule.

5. Confirm availability and price of debt and source of local
asset.

6. Prepare and submit technical and financial proposal which
meets needs of the interested parties.

7. Obtain approval of proposed project.

Agricultural Cooperative
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C. Conversion Process

1. Finalize letter of intent with local financial
institution (as appropriate).

2. Present formal request to central bank and get approval
on conversion terms.

3. Verify source and salability of debt and finalize
discount price and letter of intent with broker (as
appropriate).

4. Obtain funds to buy debt.

S. Simultaneousl, < in the shortest time frame, a) transfer
funds to broker to purchase debt, b) broker advises central
bank of completed transaction, c) central bank issues local
asset to local financial institution.

6. Use local asset for project - :rposes.

Iv. CONCEPT PAPER SUMMARIES

The following paragraphs are concept paper summaries of ideas
being developed by the indicated organizations. The complete
concept papers are presented in the annexes to this report.
These are examples of the types of debt-swap projects that are
possible if foreign investors can be located or if foreign
exchange resources are available to leverage into local
currency. They are presented here as illustrative cases only.

A. Caffeine Extracti-n using a Gas Recirculation Pyrolysis
Process with Coffee Wastes

FEDECOOP (the federation of coffee cooperatives) and a U.S.
company (name omitted for confidentiality), with assistance and
coordination services from Agricultural Cooperative Development
International (ACDI), propose to establish a company in Costa
Rica for processing waste coffee bean Pfulp to produce caffeine
and alternative fuels, e.g., carbon, oil and gas. Caffeine
extraction technology under license from a major U.S. soft
drink company will be combined with the Gas Recirculation
Pyrolysis Process (GRPP) under license from the U.S. investor.
The caffeine produced will be exported under a multi-year sales
contract and some of the fuels will be utilized to meet the
energy requirements of the plant while others will be sold

G]O Agricultural Cooperative
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locally replacing imported fuels. By using waste coffee
products, the project will reduce waste dumpaing into Costa
Rican streams thereby having a positive impact on the local
environment. Fuels produced as by-products will be sold locally
gaving scarce foreign exchange. Caffeine sales will generate
significant foreign exchange earnings for Costa Rica. The
federation of coffee cooperatives will be positioned to provicde
Y@t another business service to its cooperative members and by
capturaing a portion of the income streams within the
cooperative system will contribute to increased farmer incomes.
The project will also create approximately 20 long-term stable
J2bs 1n rural Costa Rica.

Of the estimated $10.0 million investment required by the
2quity investor (FEDECOOP) and the financial partner
‘undetermined), approximately $4.0 million is required in local
currency. This local currency will be generated using a debt
=quity swap and & debt for local currency swap.

B. Debt Conversion for Private Rural Power Investment in
Costa Rica

NRECA proposes to crezte an on-shore financing mechanism for
private power generation by consumer-owned rural electric
systems in Costa Rica, which is facing near-term power
shortages brought on by financial cons'raints in the public
power system and over-reliance on internau._onal financaing of
the Costa Rican power sector. Due to high per capita foreign
indebtedness, uncertainty about economic growtih, inflation and
exchange rates, the long-term dabt market is highly constrained
in Costa Rica and local financ.ng for public service sectors 1s
virtually impossible today.

Recent policy initiatives has resulted in the opening-up of
power generation by private investment in Costa Rica and
through a debt-swapping mechanism the possibilities of
providing interest rate buy-down will make local long-term
financing for power generation a distinct possibility.

Costa Rican external debt will be purchased and converted
into long-term, non-inflationary bonds that will provide
<ufficient yields to "buy down" market lending rates for
medium- and long-term power investments by private Coste Rican
rural electric cooperatives. Interest earned on bonds received
in trade for external paper will be used to support interest
payments on long-term bonds issued to the lJosta Rican public
for power projects, as may be needed.
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In addition to the proposed power lending program, NRECA
proposes to raise voluntary resources to finance a debt
conversion to operate a reforestation initiative aimse mainly
at protecting small river basins threatened by Costa Rica‘s
serious deforestation problem.
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TRIP REPORT
Debt For Development Mission to Costa Rica
May 22, - June 2, 1989

Purpose of Trip: A) Document and prepare a report on the
current debt swapping programs in Costa Rica.
B) Prepare a step by step methodology that
might be used by non-profit groups interested
in using the debt swap as a means of
financing development programs in Costa Rica,
and C) Prepare several concept papers
describing several possible debt swap deals
appropriate in Costa Rica.

Personnel : 1) Robert C. Flick, Team Leader - Senior Vice
President, Agricultural Cooperative
Development International/Washington, D.C. 2)
Paul Clark - Assistant Admiristrator,
International Programs Division, National
Rural Electric Cooperative Association,
Washington, D.C. 3) John Schlueter - Financial
Systems Specialist, World Council of Credit
Unions/Madison, Wisconsin.

I. BACKGROUND:

Volunteers in Overseas Cooperative Development (VOCA) was
awarded a grant from the Agency for International Development
(A.I.D.) to undertake several activities relating to the use of
developing country sovereign debt as a potential resource for
development projects. These activities included a workshop held
in December 1988 in Washington, D.C. attended by government
officials and cooperative leaders from Costa Rica and Jamaaica,
A.I.D./Washington officials, and interested participants from
the Debt for Development Coalition, cooperative development
organizations (ACDI, NRECA, NCBA, WOCCU/CUNA, VOCA, CHF, CARE)
and others, as well as two field missions to document debt
swapping procedures in Jamaica and Costa Rica.

The field missions, to be undertaken by interested CDO’s,
were partially financed by the VOCA grant. These missions were
to: A) document and prepare a report on the current debt
swapping programs in two countries in which had debt swapping
programs, B) prepare a step by step methodology that might be
used by non-profit groups interested in using the debt swap as
a means of financing development programs abroad, and C)
Prepare several concept papers describing possible "deals" in
which debt swapping might be an appropriate financial tool.

The report that follows is a recapitulation of the debt for
development mission to Costa Rica.

Agricultural Cooperative
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II. METHODOLOGY:

Work is divided into two phases, i.e., pre-visit and that
carried out in-country. Several weeks prior to the Costa Rica
visit meetings were held in Washington to discuss the expected
output, report cont=2nt, methodology, etc. The Aid Memoir
produced as a result of this meeting was circulated to all
interested parties and team members. A copy is attached to this
report. The USAID Mission was contacted and at their request
the mission was postponed until late May. Logistic arrangements
were made by the ACDI office in Costa Rica in advance as were
many of the key appointments. The team arrived in San Jose,
Costa Rica on Sunday, May 21, 1989 and assembled at the ACD1
country/regional office on Monday morning.

The first day was spent in organizational matters,
confirming appointments and making contact with each members’
in-country contacts, e.g., Flick made contact with BANCOOP and
FEDECOOP, Clark visited the Ministry of Natural Resources and
Energy and made contact with the Costa Rican Electric Company
(ICE), and Schlueter made contact with the National Federation
of Credit Unions (FEDECREDITO). Contact was also made with
USAID/Costa Rica to confirm the presence of the team, etc.

The Cooperative Housing Foundation (CHF) participated in part
of the work of the team in Costa Rica through its Costa Rica
Director, Mr. Michael Doyle. CHF may be putting together debt-
swap housing development deals and Mr. Doyle provided the team
with background information on local housing development
opportunities, as well as participating in the meeting with
ACORDE and arranging a meeting of the team with Mr. William
Phelps, Manager of COFISA, a local development bank with
experience and facilities of all kinds of international banking
operations, including debt-swaps. CHF is the U.S. cooperative
development organization for the housing area and is therefore
considered part of the overall effort of this study.

On Tuesday - Wednesday the team met with the people listed
in Section IV below. Clark visited a rural electric cooperative
in San Carlos (COOPELESCA) on Thursday (a national holiday)
while Flick and Schlueter developed the report outline and
reviewed the many documents picked-up during the visits. Clark
departed on Friday morning, Flick and Schlueter remained
through the weekend writing and preparing the report, the
methodology,

O Agricultural Cooperative
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and their respective concept papers,etc. The Mission was
concluded on Monday, May 29th. The final report and
documentation was assembled in ACDI/Washington the week of June
5 - 9, 1989,

IIt. COMMENTS

The official debt for development program of the Banco
Central is only a part of the debt swapping activities being
undertaken in Costa Rica. Other programs are being prepared by
the cooperative sector to assist cradit unions, coffee
cooperatives and others caught-up in crises which arose due to
monetary deregulation on the one hand and internations.l coffee
market manipulations on the other. The coffee crisis was in
part caused by the major European coffee houses in an attempt
to "corner the market" for Costa Rican coffee due to changes in
the European Economic Community’s (EEC) tariff structure for
processed coffee. These special debt swap programs, described
in the Debt for Development Report of which this trip report is
but a part, are far more significant to the world cooperative
community than the official BCCR program, since they represent
@ nhew cooperative development strategy that could and should be
adopted by other developing countries to assist their
cooperatives. By combining income streams produced by
discounting foreign commercial debt, the Costa Ricans have
demonstrated a new concept of development where local currency
matching funds can be generated using debt. Combining these
local resources with limited foreign exchange which might be
provided by international donor agencies, significant
development programs can be developed and financed at a
fraction of the cost using more traditional means.

However, there are many pitfalls and problems that can and
will arise in these kinds of programs. The team was informed
that one international private and voluntary organization
purchased debt paper abroad and when they tried to exchange it
for monetary stabilization bonds at the BCCR, they learned that
the paper they had purchased could not be redeemed prior to its
normal expiration date. This could have been avoided by using a
simultaneous transaction or some other way to ensure the debt
being purchased can in fact be converted. Caution is necessary
and open and full discussions with the Central Bank
authorities early in the process is not only recommended but is
a must to avoid problems.

Furthermore, is also necessary to work through and with
official government agencies besides the BCCR, e.g , INFOCOOP,
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the Ministry of Energy and Mines, the Ministry of Agriculture,
etc.

In general the team found people willing to discuss both the
official program - which was described as having been born
with a first and last name (nacié con nombre y apellido) - and
the special programs.

Iv. LIST OF PEOPLE VISITED IN COSTA RICA:

l. Marcos Salazar, Assistant General Manager, BANCOOP &
Gamaliel Alvarado B., Director Forestry Section of BANCOOP (the
responsible person for all BANCOOP'’s debt swapping).

2. Chris Merschrod, Technical Advisor, ACORDE.

3. Roberto Avendafio Ch., Director External Debt Department,
Central Bank of Costa Rica.

4. Bill Phelps, General Manager COFISA (a private bank and
investment holding company formed by AID in early 60’s.

5. Roberto Vanegas, Controller, Credit Union Federation
(acting manager).

6. Rodolfo Navas, President, Banco Popular.
7. Misael Monge, National Cooperative Council (CONACOOP).

8. Jorge Villalobos, National Cooperative Council
(CONACOOP),

9. Michael Doyle, Foundation for Cooperative Housing (CHF)
country program director.

10.0scar Brown Stamp, Canadian Cooperative Association,
Latin Americarn Representative.

11.Douglas Tinsler, Assistant Director, USAID/Costa Rica.
12.Aida Smyer, Regional Legal Advisor, USAID/Costa Rica.

13.Lewis W. Lucke, Chief, Project Development Office,
USAID/Costa Rica.

14.John Jones, Chief, General Development Office,
USAID/Cosg ' Rica.

Agricultural Cooperative
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15.Federico Herrero, General Manager, BANCOOP.

16.Vincent Schmack, USAID/CR, Private Sector Office.

17.Richard Garland, USAID/CR, Project Development Office.
V. BIBLIOGRAPHY OF DOCUMENTS REVIEWED

The following documents were reviewed by the debt for
development team in Costa Rica:

1. "A Debt for Development Guide, How to Make the Debt
Crisis Work for Development," Report from Debt for Development
Workshop held in December 1988, edited by Ted Weihe, Overseas
Cooperative Development Committee (0CDC).

2. "A.I.D. Announces Debt for Development Initiative,"
Agency for International Development, Washington, D.C.,
February 15, 1989 (the draft A.I.D. policy on debt for
development).

3. "Apuntes Sobre el Mecanismo de Conversién de Deuda
Externa Costa Rica," Lic. Roberto Avendafio Ch., Banco Central
de Costa Rica, 1988.

4. "Charla Sobre Conversién de Deuda Externa," Ing. Gamaliel
Alvarado B., BANCOOP, San José, Costa Rica, April 28, 1988.

5. "Debt for Development; An Exploration of Issues," Debt for
Development Coalition, Washington, D.C., April 1989.

6. "Experiencias del Banco Cooperativo Costarricense en los
Procesos de Conversién de Deuda Externa," Banco Cooperativo
Costarricense R.L., San Jose, Costa Rica, December 1988.

7. "Initial Ideas for a Debt for Development Program: Costa
Rica," Debt for Development Coalition, Washington, D.C. Draft
paper dated November 15, 1988.

8. "Normas Para Las Ofertas de Conversion de Deuda Externa
Que Presenten Fundaciones Costarricenses," Approved by the
Board of Directors of the Central Bank of Costa Rica in their
Session No. 4338-89, Article 7, February 8, 1989.

L2 2 X X
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B. Concept Papers
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DEBT FOR DEVELOPMENT

ACDI CONCEPT PAPER

I. Summary

FEDECOOP (the federation of coffee cooperatives) or another
local company in which FEDECOOP has a substantial investment,
and a U.S. company, with assistance and coordination services
from Agricultural Cooperative Development International (ACDI),
propose to establish a business in Costa Rica for processing
waste coffee bean pulp, skins, etc. to produce caffeine and
alternative fuels, e.g., carbon, oil and gas. Caffeine
extraction technology under license from a soft drink company
will be combined with the Gas Recirculation Pyrolysis Process
(GRPP) under license from the U.S. company. The caffeine
produced will be exvorted under a multi-year sales contract and
gsome of the fuels will be utilized to meet the energy
requirements of the plant while others will be sold locally
replacing imported fuels. By using waste coffee products, the
project will reduce waste dumping into Costa Rican streams
thereby having a positive impact on the local environment.
Fuels produced as by-products will be sold locally saving
scarce foreign exchange. Caffeine sales will generate
2ignificant foreign exchange earnings for Costa Rica. The
federation of coffee cooperatives will be positioned to provide
yet another business service to its cooperative members and by
capturing a portion of the income streams within the
cooperative system will contribute to increased farmer incomes.
The project will also create approximately 20 long-term stable
Jjobs 1in rural Costa Rica.

Of the estimated $10.0 million investment required by the
equity investor (FEDECOOP) and the financial partner
(undetermined), approximately $4.0 million is required in local
currency. This local currency will be generated using a debt
eqguity swap and a debt for local currency swap. US$1.0 million
will purchase approximately $6.25 million of debt paper, which
will be redeemed in local currency by the Central Bank of Costa
Rica at 40 percent of face value. Using this formula, the
estimated $4.0 million required in the preliminary cash flow
analysis is reduced to approximately US$1.6 million.

II. Agricultural Cooperative Development International
(ACI\]I)

Agraicultural Cooperative Development International (ACDI) is
a non-profit technical and management assistance organization .
created in 1968 by the leading agricultural cooperatives and
farmer organizations in the United States. Its mandate is to
respond to the needs of agricultural cooperatives, farm credit
systems, agribusinesses and supporting government agencies
primarily in developing countries. ACDI provides technical
assistance in the development of marketing, farm supply and

O Agricultural Cooperative
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agricultural credit and related services. Its projects play an
important role in strengthening cooperative agribusiness and
assisting independent private sector cooperatives develop value
added food processing and marketing ventures,

ACDI has recently established a new service to be operated
from its Washington headquarters that will link-up cooperatives
in developing countries with farmers, farming corporations and
other interested investors in the U.S. to form joint venture
value added agribusiness of mutual benefit. One of the
financing tools expected to be useful in developing the
business relationships and financing the projects involves debt
swapping. Either or both the U.S. investor and the developing
country cooperatives will purchase debt instruments on the
international secondary market and swap these for 1local
currency resources needed to finance the joint venture
agribusiness.

In Costa Rica, ACDI has provided technical assistance and
training for agricultural cooperative and credit programs with
local cooperative organizations since 1982. It’s first project
was to assist BANCOOP, a new cooperative bank created by
leading agricultural and rural electric cooperatives and credit
unions in late 1981. This bank, now known as BANCOOP R.L., has
grown into one of the strongest and most successful private
banks in Costa Rica. ACDI’s second project was to assist the
Compania Bananera de Ccsta Rica (a United Brands subsgidiary),
USAID/Cogsta Rica and approximately 115 former banana company
workers and their families in the organization, start-up and
operation of a palm oil production cooperative in the Parrita
District of Quepos. In a complicated financial deal, the banana
company sold 1,500 hectares of old palm groves and other
infrastructure to willing employees selected in part by the
ACDI adviser, who invested their accumulated retirement funds
as member equity and obtained credit frem USAID and the banana
company. New varieties of palm oil were planted by the banana
company under contract with the new cooperative and after
approximately five years of ACDI involvement, COPECALIFORNIA
R.L. is right on schedule in terms of organizational
development, palm kernel production, o0il extraction rates, loan
repayment, capital build-up, etc.

Simultaneously with the oil palm and overlapping with the
BANCOOP project, ACDI initiated technical and training
assistance to the Federation of Coffee Cooperatives (FEDECOOP)
in their ambitious program of coffee technification to overcome
the threat of coffee rust disease. In thisz 820 million plus
project, also financed by USAID/Costa Rica, the ACDI credit
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adviser assisted local cooperatives, members of the federation,
develop and implement credit programs to finance coffee
nurseries and new coffee plantings on over 10,000 hectares, as
well as over 1,500 hectares of diversification crops such as
macademia, guayabana, cardimon, etc. The project, still in
progress, has had significant impact on coffee productivity and
in improving farmer incomes, maintaining jobs in the rural
areas, etc. Repayment rates have been excellent and under a new
agreement with USAID, it is anticipated the project will
continue several more years.

In addition to the above in-country financed programs, ACDI
brought more than 20 U.S. farmer volunteers to Costa Rica
during 1988 to work with local farmers and their cooperatives
under a U.S. funded Farmer to Farmer program. American farmers
brought prauctical expertise and methods to local farms and
cooperatives in areas such as fruit and vegetable production,
pesticide safety, etc.

On July 1st of this year, ACDI initiated its faurth
significant long-term cooperative development project in Costa
Rica. The new project, involving a team of expatriate and local
advisers and technicians, will work with "non-traditional"
agricultural producers and their cooperatives to improve their
operations, productivity, financial and organizational
management. Fresh frui“« and vegetable; tropical plant, flower,
herb, and macademia nut producers and their cooperatives will
be assisted through an arrangement with UNIBANC, the
development arm of BANCOOP,

ACDI’s counterpart in Costa Rica is BANCOOP and its
development arm, UNIBANC. BANCOOP is one of the largest and
most efficient private banks in Costa Rica. With assets of
approximately $40 million and a capital base of £6.5 million it
has consistently outperformed its competitors in most of the
indicators used by. the Superintendency of Banks (bank
regnlatory agency) to rate private banks in Costa Rica. BANCOOP
will administer the local currency resulting from any debt swap
and provide market rate loan financing for the local
cooperative entity undertaking the proj-ct.

UNIBANC is the development arm of BANCOOP. It is staffed with
local and German technicians who provide technical and
management assistance to cooperatives and related
organizations. UNIBANC designs and implements special
development projects involving cooperative members of BANCOOP
and is one of the vehicles through which foreigi: assistance
funds flow to the Costa Rican cooperative movement.. ACDI has a
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contract with UNIBANC in which the two organizations ‘‘'ork
together, coordinate and mutually support each’s cooperative
development actaivities. ACDI’s presence in Costa Rica is
closely tied to UNIBANC and BANCOOF (which it helped organize).
ACDI’'s offices are provided by UNIBANC and all in-country
activities are closely coordinated with this agency. ACDI and
UNIBANC technicians resident in Costa Rica will be responsible
for project design, trouble shooting during project
implementation, management and financial technical assistance
and support and as a liaison between the U.S. partners and the
Federation of Coffee Cooperatives (FEDECOOP), the Costa Rican
Joint venture partner.

III. Domestic and National Priorities

Costa Rica and the U.S. Agency for International Development
have embarked on priority projects to promote the production
and export by the private sector of non-traditional
agricultural products and value added agricultural products. A
national organization has been created - CAAP - and endowed to
provide assistance in this area. Cooperatives play an important
role in the Costa Rican private sector and are a favored
institutional matrix by the GOCR. There are about 350
registered cooperatives with over 200,000 members concentrated
primarily in the savings and credit, agricultural and
industrial areas.

National priorities in Costa Rica include the promotion of
export earning enterprisces in the private sector, natural
resource conservation and environmentally constructive
projects, employment creation and maintenance in the rural
areas, import substitution projects and agricultural
diversification to reduce dependence on one or two principal
crops, i.e., coffee and bananas. The proposed project is
squarely in accord with top development priorities and
policies in Costa Rica.

Iv. The Proposed Coffee Pulp Project

The plant will be located centrally to the greatest number of
mills supplying pulp, which will install dewatering devices to
reduce the water content of the pulp to about 50 percent by
weight in order to save on local transport costs. The cost of
these dewatering devices will be amortized over the first three
years of operation of the plant and is reflected in the costs
of the feed stock. These devices will also reduce the organic
matter in the mill waste water so processing for discharge will
be minimized and pollution of the streams and rivers in the
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rural areas will be significantly reduced. Final plant design
will be such that it will be able to process 60,000 M tons at
50 percent moisture 1innually, which will be received in
truckload quantities not to erceed 20 tons of pulp each (local
roads and bridges prohibit larger trucks).

The 50 percent moisture pulp will be further dried using a
centrifuge and then thermal energy supplied by the gas produced
from the Gas Recirculation Pyrolysis Process (GRPP) prior to
being mechanically reduced in particle size for storage in
large bins.

The caffeine extraction process will utilize the excess gas
not used in the drying process and a portion of the oil
produced by the GRPP. The extraction process is a thermal
method incorporating a recirculating carrier gas producing a
high caffeine content, aqueous phase product. This intermediate
product will be further processed to produce caffeine meeting
the purchase specifications of the sales contract.

The pulp residue from the caffeine extraction process will be
densified to approximately 36 pounds per cubic foot and fed via
metering bins into the GRPP for conversion to gas and oils.

The basis for the GRPP is a vertical bed, counter-flow device
operating at slight sub-atmospheric pressure utilizing hot
gases to decompose the solid material. The maximum temperature
at which the system will operate iz 850°F and it will produce a
char product with a high carbon content and a specific heat of
13,000 BTU per pound, approximately.

The plant is designed to produce between 180 and 200 tons of
caffeine from the extraction process and between 6,000 to 8,000
tons of carbon and approximately 1.0 million gallons of oil
from the GRPP operation.

The attached pro forma cash flow analysis illugtrates the
various financial parameters of the proposed project.

v. Special Considerations/Risksa

This will be the first time a project such as the one
described above has been designed using coffee residues as the
principal raw material for the industrial process. Recent
rulings by the U.S. Food and Drug Administration (FDA) have
resulted in a scarcity of caffeine in the international market
primarily because the mandated decaffeination process also
destroys the caffeine, which was formerly a by-product in the
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manufacture of decaffeinated coffee. Given the international
price of caffeine it was decided to design a process in which
the caffeine was produced from a product, the residue of which
would not to be used for human or animal consumption but
instead in the production of iniustrial products: carbon, gas
and fuel oil.

The financial viability of the project does not depend on the
ability to use debt swapping techniques to produce local
currency needed for capital investment and working capital. The
assumption is that local Central Bank officials will be
convinced of the merit of such a project in the coffee
cooperative sector and will approve a debt swap, which helps
ensure lower levels of risk, offsetting in a manner, the risk
associated with the innovative nature of the process.

Furthermore, analysis of the international caffeine market
indicates that demand will remain strong in the near term.
Other large coffee producing countries may also decide to
develop similar projects, however, in order to be a viable
process ripe coffee beans must be processed at central
facilities, as is done in Costa Rica. In most other coffee
producing countries, coffee cherries are depulped on the farm,
sun dried and brought to the mill in "pergamino®" form for
dehulling, drying and preparing for export. To our knowledge,
no such project is underway.
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DESCRIPTION ¢ YEAR 0 YEAR 1 YEAR 2 YEAR 3 YEAR 4 YEAR 3 YEAR & YERR 7 YEAR B YEAR 9 YEAR 10 TOTALS
REQUIRED CAPITAL -

Equity Investor 2, 000, 000

Financial Partner 3,000, 000 RASSUMPTIONS DESCRIPTION

Bank Loan 5, 000, 000 0.000  CENTS  FOB PRICE / GALLON OF DIL

100.000  DOLLARS  FOB PRICE / M. TON CHAR
S 1,58.000  DOLLARS  FOB PRICE / M, TN B.h.C.
Total 10,000, 600 6.500  DOLLARS  FOB PRICE / POUND CAFFEINE
6,000 M. TONS  HARD NUT SHELL
PROJECT COSTS 20,000 M. JONS  COFFEE SKINS € 50% WATER
1,200 M. TONS  6.A.C. PRODUCED
Installed Plant 400,000  BALONS  OIL PRODUCED
Working Canital 2,300 M. TONS  CHAR PRODUCED
perational Cxpense 2,000 M. TONS  GREEN COFFEE BERNS DE-CAFFE INATED

Engineering 105 M. JONS  CAFFEINE PRODUCED

Licensing 10.000  DOLLARS  DEL, COST / M. TON COF. SKINS

Contingency _ M8.00  DOLLARS  DE-CAFFEINATING FEE / M. TON

Structures(incl. offices) 0.030 WAVEODENT FiE

Start-Up Costs 0.030 ROYALTY FEE

Site Izprovesents

Land 0,500 U.S. Investor

Freight, Tax, Peramits 0.300 LOCAL EQUITY INVESTOR

gen. Liability Insurance 0.200 FINYCIAL PARTNER

Total 10,000, 000 0.0% INTEREST BANK LOAN

0.050 GENERAL INFLATION RATE

Branular Activated Carbon 1,881,600 1,975,680 2,074,484 2,178,187 2,287,097 2,401, 451 2,521,524 2,647, 600 719,980 2,918,979

Bulk Carbon '230,000 "241,500 '253,575 " 266, '219, '293' 54 308, "33, “333'815 ' 356,

Mkt ing-4 De-Caff Fees 89, 000 940, 800 987,840 1,037,832 1,089, 094 1,A35A8 1,200,726 1,260,762 1,323,800 1,339,990

CAFFEI 1,507,035 1,582,450 1,861,572 1,784,651 1,831,884 1,923,478 2,019,652  2)120,634 " 225, 2,337,999

Total 4,518,695 4,740,300 A, 977,A5. 5,226,304 5,487,640 5,762,022 6,050,123 6,352,630 6,670,251 7,003,774

DPERATIHG EXPENSES

Feedstock 500, 000 525, 000 551,250 578,813 607,753 638, 141 670, 048 703,550 738,728 775, 664

Personnel 613,700 BA4, 385 676, 604 710,434 745, 956 783, 822, AL7 1538 905, 714 952, 050

Utilities 203, 000 219,450 , 241,944 254, 041 266, 743 280, 1084 308, 783 304, 228

Other Direct Costs 421,500 , 45A, 704 487,939 512,336 S37, 564, B50 593, 093 B22, 747 1885

Indirect Costs 218,000 228, 00 240, 345 1362 264, 980 278, 229 292) 141 V748 3 333,195

Lab & O-Rssurance 255, 300 278, 565 292,493 307,118 3220474 338, 355,527 373, 304 391,93 Al1,557

Saies § Marketing 3M, 000 351, 200 379, 260 , A6, 134 439,041 450,993 A8A, 043 508,245 1657

Total 2,5711,50¢ 2,700,075 2,835,079 2,976,833 3,125,674 3,281,958  3,446,05 3,618,359 3,799,277 3,989,2Al

OPERATING INCONE 1,943,195 2,040,355 2,142,373 2,249,491 2,361,965 2,480,064 2,604,067 2,734,271 2,870,984 3,014,534
s tF 135, M1 142,213 149, 324 156, 790 164, 629
snagesent Fee 172, 861 181,504 190,579 200,108 210,113
Royalty 135, M1 142,213 143, 324 156,790 164,629 17%}551 181,504 190,579 200,108 215,113
Total 270, 882 284,426 298, 647 313,513 39,258 35,721 363,007 381,158 400,216 420,226
w&m 1 714,286 714,285 714,286 714, 285 Ti4,286
incipa i 714,286 714,286 5, 000, 000
Interest £50,000 335,714 1 257, 143 . 128,571 285 1,800, 000
Total 1,164,286 1,100, 000 1,035,714 971,429 %07, 143 842, 857 778,571 0 0 0 6,800,000
CASH FOP DISTRIBUTION :

Total Cash 508, 028 655,329 808,011 964, 483 1,125,565 1,291,485 1,462,489 2,333,113 2,470,769 2,594,307
LOCRL EDUITY (2,000,000) 152,408 1%, 779 242,403 289, 345 337,669 387, M6 A38, 747 705,934 231 7
FINWCIAL PARTNER {3; 000, 000) 101,606 131,185 161,602 192,897 225,113 ! 256,297 232,498 470,623 Z«ﬁ: 154 513:822?

~ U.S. Investor :
n 254,014 307,95 404, 006 AR, 242 562,782 £A5, 743 731,28 1,176,557 1,235,384 1,297,154



Naticnal Rural Eleciric
Cooperative Association
1800 Massachusetts Avenue, NW.

Washington, DC. 20036
Telephone: 202/857-9500

QY

DEBT CONVERSION FOR PRIVATE RURAL POWER INVESTMENT
IN COSTA RICA

Summagy

This proposal is for the creation of an on-shore financing
mechanism for private power generation by consumer-owned rural
electric systems in Costa Rica, which is facing near-term
national power shortages. These potential shortages were
brought on in large part by financial constraints in the public
power system and over-reliance on international financing of the
Costa Rican power sector. Ccosta Rica has one of the world’s
highest per capita foreign indebtedness. Uncertainty about
economic growth, inflation and foreign conversion reztes for the
local currency has sharply constrained the long-term debt market
in Costa Rica, making local financing for public service sectors
virtually impossikle today. Foreign-currency public sector
borrowing to finance bpublic service investment that can be based
on private investment using local resources, on the other hand,
is a needless risk.

Against this financial background, USAID/San Jose, in
cooperation with other AID offices including AID/W/S&T/EY and
ROCAP, and with the Inter-American Development Bank and other
donors has helped the Costa Rican Government (GOCR) to bring
about a landmark policy initiative to open up power generation
to private investment in Costa Rica. The proposed financing
initiative is a logical follow-on to this important policy.

The proposal’s central feature is to purchase Costa Rican
external commercial debt for conversion into a long-tern,
non-inflationary bond that will provide sufficient yields to
"buy down" market lending rates for medium and long-term power

would be used to support interest payments on long-term bonds
issued to the Costa Rican public for power projects, as may be
needed.



Advantages:

© Expands privateness of a government-dominated investment
sector.

© Responds to a critical national economic and security
need.

© Reduces Costa Rican demand for international financing
and associated economic risks.

© Gives impetus to a favorable energy supply policy in
terms of cost-effectiveness, investment risk reduction,
and environmental policy.

© Improves Costa Rica’s credit rating by removing debt from
books.

© Provides a pattern for starting up local private
financing schemes for power supply and distribution in
various other AID-assisted countries currently involved
in debt-reduction programs.

Constraints:

0 Inflation fears constraint long-term lending in Costa
Rica.

0 Legislation to lift legal restrictions on private power
was still pending as of June 15, 1989 (but expected) .

0 The secondary debt market and local debt-conversion
policy environment are uncertain and specific terms for
the debt conversion deal must be worked out.

In addition to the proposed power lending program, NRECA
proposes to raise voluntary resources to finance a debt
conversion to operate a reforestation initiative aimed mainly at
protecting small river basins threatened by Costa Rica’s serious
deforestation problem.

Background

A group of four cooperative electric utilities in Costa Rica
formed with USAID’s help two decades ago are in the process of
forming a new cooperative to undertake common-interest services
such as training, materials procurement, power generation,
insurance programs, and R&D. The Costa Rican legislature passed
enabling legislation for this venture in fall 1988, and a formal
establishment agreement is expected in the near future. This
utility consortium could also include two municipal utilities.
The four electric distribution cooperatives’ Boards of Directors
have already voted to authorize their participation.
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Primary importance has been attached to the development of power
generating capacity. Costa Rica’s national power demand could
exceed the pace of power generation development by the Instituto
Costarricense de Electricidad (ICE), the quasi-public central
power utility which now has a virtual monopoly over power
generation. ICE’s financial position was seriously eroded by
the rapid devaluation of the Colone, forcing non-payment on over
$400 million of its outstanding foreign debt which now surpasses
$1 billion. The small utilities now purchase most of their
power wholesale from ICE, and are concerned that ICE will not be
able to borrow sufficient resources to develop adequate new
power sources to meet their needs, beginning in the next fey
years.

The national implications of this development incliude curtailed
bower usage --- with certain economic and social consequences --
and/or heavy new foreign currency demands to import electricity
or fuel for thermal power generation plants. At the global
level, each increment of thermal generation adds to the
atmospheric C02 content and to the growing environmental risk of
climate change and global warming.

The consortium has begun assessment of small hydropower sites,
with the plan to pool financial and technical resources, and to
share in the power and energy produced from projects
constructed. The preliminary analyses indicate these to be
extremely cost-effective generation sites. These are
run-of-river projects, therefore causing minimal disruption to
the natural habitat, as well as being non-polluting.

NRECA, under a ROCAP-funded cooperative agreement, is presently
working with the Ministry of Natural Resources, Energy and Mines
(MIRENEM) , USAID/San Jose, and others to formulate an overall
strategy to facilitate 1ew, non-governmental investment in such
bower resources, including assistance in establishing the legal,
institutional, technical, and financial bases for such
development. This follows-up work by USAID/San Jose with S&T/EY
assistance in areas of power system analysis and policy change
that has been instrumental in bringing about a favorable
political environment for removing legal obstacles to private
power development. A legislative measure sponsored by the
MIRENEM to increase the allowable limit for private hydro
development from 0.35 MW to 20.0 MW is before the Costa Rican
legislature at present, and is expected to become law later this
year.

NRECA has recently completed a prefeasibility analysis of the
utility consortium which also investigated several potential
hydropower projects. The results show that small decentralized
hydro presents an extremely low-cost power supply option, given
Costa Rica’s excellent hydrologic and topographic
characteristics, and well-established power transmission
system. The consortium, including the two municipally-owned
systems, has a combined total demand of 100 Mw (15% of current
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national electricity demand) that is expected to double by the
end of the century. The identified ‘tydro resources within their
service areas can readily accomodate this growth.

A related necd is action to restore and protect watersheds which
are threatened with permanent damage from tree removal. In the
past thirty years, deforestation has resulted in the reduction
in total area forest cover from 71% to just over 20%. Although
the GOCR, with assistance by various donors, have been
committing resources to forestation and forestry-use programs in
recent years, special additional focus may be needed to maintain
adequate forest cover in the numerous small river basins outside
the reserve areas, particularly in the steeper reaches and in
corridors along riverbanks.

Debt Conversion Program

A key advantage to small hydropower development in Costa Rica is
that it can be managed and financed largely with onshore
resources. Utilizing design and construction management
techniques that are available to maximize local-resource
utilization, the materials, machining, engineering and
construction capabilities in Costa Rica are sufficient to
undertake a significant portion of these projects. The
turbine-generator and major electric components would constitute
most of the foreign-required. Preliminary analysis shows that
pProjects could have a local content cost percentage of between
50% and 70% of total investment.

Following this principle, the opportunity arises to mitigate the
foreign-exchange risk in future power sector investment by
developing appropriate debt mechanisms in the Cost Rican credit
market for financing small private power development. While
some of the smaller projects can be done quickly at low cost and
with cash (i.e. rehabilitation of existing small sites), most

new projects in the range of 2-20 MW will require debt financing
of some sort.

This opportunity is severely limited by the virtual lack of
long-term debt financing in Costa Rica. Most local debt
involves less than two years at rates exceeding 20%. Long-term
debt instruments offered today would bear interest rates
surpassing 30%.

Hydroelectric projects are typically long-term investments of 15
- 35 years, particularly if the pProjects are to serve a
predominantly rural clientele, where costs of power distribution
are relatively high owing to low consumer density.

Costa Rican commercial paper can be purchased on the secondary
market for approximately 15% of face value, according to market
indicators in May 1989. Based on this high degree of

leveraging, several debt-conversion activities are underway in
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Costa Rica that provide precedents for developing a market-based
debt financing mechanism that can meet the long-term financial
characteristics of these types of projects. One of these is an
official government debt conversion program aimed at various
public interest initiatives, but not including energy. To
confine the inflationary effects of debt conversion, these
programs provide for long-term payouts in local currency in the
form of bonds that pay modest interest rates. Unless this
mechanism can be used on a very large scale, this would not be
sufficient to capitalize the required power supply investment
program.

In consultation with the MIRENEM, NRECA has approached the
Office of Foreign Debt of the Costa Rican Central Bank (Banco
Central de Costa Rica, BCCR) regarding this matter. The Office
Director said that the BCCR is critically concerned about
public-sector borrowing for tie power facilities, which was a
major factor in the current national debt condition, and
eéncouraged the development of a proposal for a special
power-sector program that would be supplementary to the BCCR’s
current $45 million debt-conversion program.

Project Design and Implementation

The operational basis for the financing program conceived in
this propesal is similar to the BCCR’s existing debt conversion
program. NRECA would utilize dollar resources from donors
and\or investors to purchase the necessary paper to convert to a
long-term bond whose proceeds would be vested in a Costa Rican
intermediary financial institution acting on behalf of the bond
issuer (BCCR) and the consortium.

The intermediary would then issue bonds to the cCosta Rican
public for approved power projects utilizing the conversion bond
as a guarantee on a specified portion of the payable interest
and the bond face value. Interest would also cover the
intermediary’s administrative cost. There are several suitable
private and national banks that have indicated an interest in
serving as intermedijaries.

Based on this mechanism, NRECA proposes a project with total
funding of $6.1 million including a debt conversion program with
an estimated face-value of $34 million in three basic
components:

(1) The purchase of a 20~year bond of approximately $30
million to provide a guarantee on Power Development
Revenue Bonds to be issued by the consortium. The
effective interest rate of the debt conversion bond
would be keyed to the cost of money raised from the
development revenue bonds, and the actual financial
performance of the projects. 1In effect, the debt
conversion bond would pay revenue sufficient to cover

5



(2)

(3)

financing shortfalls, if any, for bonds auctioned by
the financial intermediary on behalf of the
consortium. This revenue would effectively "buy-down"
the auctioned interest rate for the power investment
bonds to the cost of money that individual power
projects could support.

To limit the risk to the central Bank, a ceiling would
be established on the interest that debt-conversion
bond would pay out. Similarly, interest rate floors
could be established for both the consortium’s share
of the cost and what would be covered by the debt
conversion bond proceeds. Any project surpluses would
be paid back to member utilities in capital credits or
retained as member equity on new investment. Any
unused portion of the minimum payout from the
conversion bond would be retained by the intermediary
as collateral for bond financing of additional future
projects. Given the very positive financial outlook
on representative projects that have been
investigated, with a resulting low default rate on the
power development revenue bonds and a good financial
return the conversion bond could provide backing for
financing beyond the initial $30 million portfolio.

The purchase of a $3.0 million 20-year bond, possibly
based on a conversion of ICE’s debt, to provide direct
local currency support for administrative costs of the
program and project preparation studies.

The purchase of a $1.0 million 20~year bond to finance
a small watershed forestation program to conserve the
maximum hydro potential in these energy-rich river
basins. NRECA would solicit dollar contributions from
its member utilities in the U.S. to make this debt
purchase on a grant basis. Counterpart GOCR funding
and in-kind contributions would be solicited.

Assuming an acceptable debt purchase and conversion can be

arranged,

the following illustrates how this mechanism can work,

based on preliminary analyses on hydropower projects the
consortium is studying:

o

o

100 MW of new plant built over a l0-year periecd.

Investment cost of $150 million, 40% to be financed by
multilateral development banks (MDB) or bilateral
loans (including the Inter-American Development Bank’s
new proposed private-sector generation lending
facility), 40% by member equity, and 20% to be raised
in local bonds under the proposed mechanism. The
debt-conversion bond would be purchased in the first
Year for the full value of the 10-year financing
program (i.e. $30 million).

6



0 Project investment cost averaging $1500/kW installed
by conservative estimate, with an average cost per kWh
of $0.029.

© Average bulk rate charged by the new generation entity
is $0.039/kWh (including demand charges to industrial
consumers) .

© The average financial internal rate of return on all
resources invested is 22%.

With this financial projection for a typical project, the
entity’s bulk sales to its members (any surplus to be sold to
ICE) should be sufficient to cover its general and
administrative costs and a majority of the debt service expense.

The NRECA International Foundation would be the conduit for the
debt conversion initiatives, as a tax-exempt organization and
the most effective means of raising private and thereby
leveraging US Doliar resources needed to make the needed debt
purchase. It is also envisioned that the Foundation would
acquire voluntary services of different types of technical
specialists as may be required. The Foundation would establish
a branch in Costa Rica that would be staffed by an NRECA project
advisor with a Costa Rican counterpart to provide coordination
and technical supervision of these projects. Proceeds from the
$3.0 million debt conversion would support the local costs of
this technical assistance mission.

Impacts

1. Reduction in Costa Rica’s external debt burden by $34

million and new foreign currency borrowing of at least
$30 million.

2. The construction of a minimum of 100 MW of new hydro
generating capacity whose annual import savings in fuel
costs would be equivalent to $25 million.

3. The establishment of public confidence in a new local
credit market for power supply investment.

Constraints

l. Fears about inflation constrain long-term lending in
Costa Rica.

2. Current law in Costa Rica permits private power projects
up to 500 hp. The Government has included a legislative
"rider" on its budget bill before the legislature that
would lift this ceiling to 20 MW for hydropower
projects. This provision is expected to go into effect
by July 1989.

\"3
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3. The debt conversion market for Costa Rican paper is
presently volatile, partly owing to the uncertain future
of rumored debt-reduction proposals for Costa Rica that

could raise the secondary market rate and/or temporarily
"freeze" the market.
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DRAFTING INFORMATION

The principal author of thie reve.
nue ruitng ¢ Flond G Hase of the
Corporanor Tay Dmvisiorn For fur-
ther nformaiion regarding this reve.
nue reinge contast M- Hase on (202
Sarad9ll (not a toli-frec cailr

Section 1001.—Determination of
Amount of and Recognition of Gain
or Loss

26 CFR
105$
+Aiso Secrion (70 !

11001-1 Computation of gain or

JTh-g

Gain or loss recognition: debt for
equity swaps. The federal income tax
consequences are set for:h for vari-
Ous trapsactions that are a part of a
foreign couniny’s »rogram 1o reduce
the amoun: of i+ outstanding U.S.
dollar denominat22 debt.

Rev. Rul. 87-124
ISSUE

What are the federal income tax
consequences resulting from various
transactions. described below, that
are part of a foreign country's pro-
gram to reduce the amount of its
outstanding U'nited States dollar de-
nominated debt?

FACTS

X, a LUnied States commercial
bank. holds a United States dollar
denominated debt (the Obligation) of
the central bank (the Central Bank)
of foreign country FC. The Obliga-
tion evidences a loan of $100 that X
made to the Central Bank. X°s ad-
justed basis in the Obligation, as
determ:ned under section 1011 of the
Internal Revenue Code of 1986. is
$100. Under the laws of FC. the
Obligation cannot be held by an FC
entity.

a corporation organized in FC and
engaged in busines: in FC but not in
the United S:ates. Prior to the trans-
actions described below, there was no
cross-ownership among X, Y. FX,
and the Central Bank. The functional
currency, as defined in section 985 of
the Code. of X" and Y is the United
States dollar.

The local currency of FC is the
LC. On July 1, 1987, the free market
exchange rate was §1 = 10 LCs.

FC has 8 progran
whereby a3 hoider of Unitec Srare
dollar denominated deb: of FC car
negotiate with the Centra’ Bany !¢
deliver the FC deb: to the Ceonoral
Bank for LC« if the holde: agreec 1o
invest the LCoan stoch of ar FC
corporaiton Or otherwise use the L (v
in FC ir. & manne: approves ir
advance by tne gosernmen: of FC
The Program controls the LCy b
aither (1) remitune the LC¢ tc. or
crediting them 1o the accoun: of. an
FC corporation that issues capitai
stock to the holder. or (2) otherwice
channeling the LC: to therr aesig-
nated use 1n FC. In the case of a
stock investment 1n an FC corpora-
tion. the stock cannot be sold or
otherwise transferred to FC entities.
The amount of LCs the Central Bank
will give the holder in exchang: for
the debt vanie:s according to how the
LCs are used.

In accordance with a prearrangec
plan pursuan: to the Program. the
following transactions occurrec or,
Julv 1, 1987

(the Prog-am:

Situation !

Y purchased the Obligation from
X for $60, which was the fair market
value of similar FC debt in the
secondary markets outside of FC. X.
on behalf of Y. delivered the Obliga-
tion to the Central Bank, which
credited an account of FX at the
Central Bank with 900 LCs. FX then
issued all its capital stock to Y.

Situation 2

The facts are the same as in Sirua-
tion [/, except that instead of selling
the Obligation
delivered the Obligation to the Cen-
tral Bank, which credited an account
of FX at the Central Bank with 900
LCs. FX then issued all its capital
stock 1o X.

Y it a domestic corporation. FX is /‘

Situation 3

'\_'__J

The facts are the same as in Situa-
tion 2, except that instead of credit-
ing an account of FX, the Central
bank credited an account of Z, a
United States corporation that is a
charitable organization described in
section 170(c)(2) of the Code. with
900 LCs. Under the terms of the
Program, Z can use the 900 LCs only
in FC for charitable purposes meet-
ing the requirements of section 170
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to Y for $60. X

tnctuding thost aescribed 1n Re
Rul 63.252, 1963-2 C.B 10!, ana
Rev  Rul 66-79, 1966-1 C.B. 48,

LAW AND ANALYSIS

Situation |

Under section 1001(a) of the Code.
the amount of loss from a sale of

propzriyv 1< the excess of the
property’s adjusted basic over the
amount reahized by the seller. X's

sale of the Obligaton to } preduces
a loss of $4C ($100 - $60). Y's
adjusted basis 1n the Obligation is
$60. see section 1011. The remainder
of the transaction will be treated for
federal income tax purposes as if Y’
received 900 LCs from the Central
Bank in exchange for the Obligation,
and then contributed the 900 LCs to
FA in exchange for FX stock. See
secuion 1271a) 1. Lucas v. Earl, 281
L.S. 111 (1930).

With respect to }. LCs are consid-
ered property: see Rev. Rul. 74-7,
1974-1 C.B. 19&. Thus, } has a gain
on the exchange of the Obligation
for 900 LCs with the Central Bank to
the extent the fair market value of
the 900 LCs exceeds $60, Y's ad-
justed basis in the Obligation. The
fair market value of the 900 LCs is
determined by taking into account all
the facts and circumstances of the
exchange. The limitation on Y's use
of the 900 LCs under the Program
will generally reduce their fair market
value below $90 (the value of 900
LCs convertible at the free market
exchange rate).

Y's basis on the 900 LCs is $60
plus the gain, if any, recognized on
the exchange. The fair market value
of the FX stock is presumed to equal
the fair market value of the 900 LCs.
¥7s basis in the FX stock received in
exchange for the 900 LCs equals the
fair market value of the 900 LCs.

Situation 2

The analysis is the same as in
Situation 1, except that X will be
treated as if it received 900 LCs from
the Central Bank in exchange for the
Obligation and then contributed the
900 LCs to FX in exchange for FX
stock. X recogrnuzes a loss on the
exchange of the Obligation for 900
LCs egual to the excess of X7s
adjusted basis in the Obligation
(3100) over the fair market value of
the 900 LCs.

\v *
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nable contribution deduction under
secion 170 of the Code equai tc tne
fair marker value of the 900 LC« at
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SUMMARY OF A.I.D. REGULATIONS

Objective - to reduce the foreign debt burdens of developing
countries and obtain a more favorable rate of exchange for U.S,.
provided resources provided to programs consistent with U.S.
foreign assistance programs.

Policy - PVO’s and cooperatives can develop proposals for
grants and cooperative agreements to implement the debt for
development initiative and finance the purchase of debt owed to
barties other than the United States Government. A.I.D. will
receive proposals in a wide range of program areas, issue
awards to develop proposals and provide technical advice in
purchasing and exchanging debt.

Procedures - A.I.D. will make foreign assistance funds
available to intermediary organizations to prepare proposals
and acquire and retire debt. Pre-award applications should
address the nature of the activity, steps to develop proposal
and reach agreement, availability and price of debt,
anticipated advantages of conversion, and costs and time to
develop a final proposal.

All programs will seek to reduce a country’s foreign debt
and assets acquired used for development activity of a NGO. The
activity must be consistent with the objectives of the category
of assistance from which A.I.D. makes the award.

The intermediary will purchase debt from reputable sellers
at the lowest possible price and obtain A.I.D.’s prior approval
of the transaction and sale price.

In addition to standard requirements the intermediary’s
proposal must identify the asset to be obtained, the program
to be financed, reach an agreement in principle with tke
debtor country and develop a budget and plan to achieve project
purposes. The intermediary will also demonstrate that it has
1nvestigated debt availability, identified a reputable and
willing seller, determined the likely price and transaction
costs and analyzed the financial and other advantages.

Separate agreements required and sequence are: a) A.I.D. and
the intermediary b) intermediary and the debtor country c)
intermediary and the debt holder. Funds may be used to pay
reasonable fees and transaction costs.

The intermediary will convert the debt promptly into the

local asset and report to A.I.D. the nature and amount of the
asset acquired. They may not retain title to speculate or

Agricultural Cooperative
E]G[ﬂ Development Interndtional ,

A\



exchange without A.I.D. approval one country’s debt for the
debt of another.

Quarterly reports will describe the use of the acquired asset
and transfer the asset to A.I.D. if unable to use it for the
intended purpose.

Local currency obtained shall be held in interest bearing
accounts and the interest earned before using the local
currency for the final program purposes shall be remitted the
U.S. Treasury. This also applies to installment payments where
interest may be earned.

This provision in the A.I.D. debt regulations, as discussed
above under I1.C.3. effectively eliminates the possibilities of
using A.I1.D. resources to take advantage of debt swapping
programs in Costa Rica or in other countries where the local
currency issued by the central bank in exchange for the dollar
denominated debt paper is "locked up" in interest bearing
gecurities or accounts.

Although the Cooperative Development Organizations (CDO)
understand the U.S. Government’s rationale for insisting
interest income earned from Federal funds be transferred to the
U.S. treasury under normal circumstances, they would also like
to point out that without a change in the Costa Rican program
OR a waiver or change in the A.I.D. regulation (or its
interpretation) recipients of A.I.D. development resources will
NOT be able to leverage their resources using debt swaps in
Costa Rica.

A copy of the February 1989 A.I1.D. regulation follows.

Agricultural Cooperative
EEG] Development International
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AGENCY FOR INTERNATIONAL DEVELOPMENT
WASHINGTON DC 20523

February 15, 1989

A.I1.D. ANNOUNCES DEBT FOR DEVELOPMENT INITIATIVE

In response to the debt crisis facing many developing countries,
the U.S. Agency for International Development (R.I.D.) 1is

initiating a new Debt for Development mechanism to finance
development assistance activities of non-governmental
organizations. Through this new Initiative, A.I.D. will support
certain programs of nongovernmental organizations in developing
countries through debt exchange transactions that will both reduce
the host countries' debt burdens and obtain a favorable rate of
exchange for foreign assistance funds provided to such
organizations.

I. INTRODUCTION TO THE R.I.D. INITIATIVE

A. Summary

With the Debt for Development Initiative, A.I.D. will use foreign
assistance funds to finance the purchase, by intermediary
organizations, of debt currently owed by developing countries to
foreign creditors. A.I.D. will finance the purchase of debt at

the discount price at which such debt is currently bought and sold
on the secondary market.

Instead of seeking to collect the full face value of debt acquired
through the Debt for Development Initiative, however, A.I.D. will
provide for the retirement of the debt in exchange for resources
that the debtor country will provide for use in development
activities. For example, debt acquired with A.I.D. funds could be
retired in exchange for local currencies to be used in
A.I.D.-financed health and nutrition programs in the debtor
country. By converting foreign assistance dollars into local
development resources (such as local currencies) through the debt
exchange market, A.I.D. will be able to reduce the debt burden of
developing countries while also obtaining local development
resources at a favorable rate of exchange.



Resources received through Debt for Development transactions will
be used for A.I.D.-financed projects of non-governmental

organizations, such as private voluntary organizations (PVOs) and. .
cooperatives. These organizations will play a central role in the

Debt for Development Initiative by serving as intermediaries
between A.I.D. and the current owners ("holders") of developing
country det, as well as between AR.I.D. and the debtor tountries,
for the purpose of acquiring and retiring debt. Intermediary
organizations will then be responsible for managing the use of
resources acquired through the debt exchange for development
activities approved by A.I.D.

3. Background on the International Debt Market

Many developing countries face serious difficulties 1in repaying
high volumes of debt owed to foreign governments and private
commercial lenders. Payments of principal and interest on debt
consume a large proportion of the foreign currencies earned by
developing countries. Heavy debt burdens also limit opportunities
for obtaining new credit, thus impeding development efforts,

In recent years a private commercial market has developed for the
debt obligations of nations ("sovereign debt"), which can be
bought or sold like other commercial property. Because of the
increasing risk that many heavily indebted countries will be
unable to repay either all or part of their debt, debtholders have
become willing to sell the debt for an amount less than the debt's
face value. Debtholders may wish to sell this debt, even at a
"loss" resulting from the discount price, in order to capture the
debt's current value and to reduce the volume of non-performing
loans in their 1loan portfolios.

Parties wishing to invest, conduct other forms of business, or
support development activities in developing countries may find it
Attractive to purchase the debt of developing countries at current
discount prices. After buying the debt, the new debtholders
exchange or swap the debt for assets (such as local currencies or
equity shares in local enterprises) provided by the debtor
country. The value of the assets received in this exchange may be
less than the debt's face value but grcater than the debt's
purchase price. Thus the buyer ultimately gains a more valuable
asset in the debtor country through the mechanism of the debt
exchange than through direct acquisition with dollars or use of
conventional currency exchange markets.



Developing countries ulso benefit from debt exchange transactions,
because these countries retire a certain amount of foreign debt
while gaining new participants in their economies (for example,
new investors in private enterprises). Debtor nations generally
cannot take advantage of the discount sale price of their debt by
purchasing their own loans directly, because the terms of most
loan agreements bar such purchase. Therefore, most debt exchange
transactions require purchase of the loan asset by a third party

serving as intermediary between the lender and the borrowing
country.

C. Participation by A.I.D. in the Debt Exchange Market

The new international debt market presents A.I.D. with an
opportunity to achieve several objectives, consistent with the
purposes of the U.S. foreign assistance program. Through the new
Debt for Development Initiative, A.I.D. will participate in this
market by using foreign assistance funds to finance the purchase
of loans owed by developing countries to foreign creditors.
Instead of collecting such loans, A.I.D. will provide for their
retirement in exchange for local assets needed for foreign

assistance activities of nongovernmental organizations in debtor
countries.

A.I.D. will finance all debt exchange transactions through
intermediary organizations, such as private voluntary agencies and
cooperatives. A.I.D. will dissue grants to intermediary
organizations to purchase debt. Intermediaries will subsequently
convert this debt into local assets, which the intermediaries will
use for either newly initiated or ongoing development projects
approved by A.I.D. Participation by intermediaries in Debt for
Development will strengthen the development programs of these
organizations while simultaneously advancing the other stated
objectives of the Debt for Development Initiative.

A.I.D. will finance debt exchange transactions yielding various
types of host country assets needed for development activities.
For example, debt could be exchanged directly for local currencies
needed to finance development activities, such as education and
health programs, in the debtor country. Intermediaries could also
exchange A.I.D.-financed debt for host country programs, such as
commitments to conserve natural resources or protect endangered
species ("debt for nature"), in a manner similar to the recent
debt exchange agreement between the Government of Bolivia and a
private organization (Conservation International) to protect
tropical rain forest in Bolivia. A wide range of A.I.D.-financed
programs of nongovernmental organizations will be eligible for
financing with resources obtained through the Debt for Development
Initiative.



Each activity of a nongovernmental organization financed through a
Debt for Development transaction must be approved by A.I.D. in

accordance with standard Agency rules and procedures applicable to
funding of nongovernmental organization activities. Both new and

ongoing activities of nongovernmental organizations will be
eligible for financing, either in whole or in part, through A.I.D.
Debt for Development transactions,

D. Illustrative Transaction

Each Debt for Development transaction will be accomplished through
a series of agreements and transactions involuing the debtor
country, the debtholder, A.I.D., and an intermediary

organization. The A.I.D. Debt for Development Guidelines, which
follow in Parc II, will govern these transactions. The following
hypothetical transaction shows in abbreviated form the steps
needed to complete a typical Debt for Development exchange.

Example: A private voluntary organization dedicated to
preservation of endangered species (in this hypothetical example,
the organization will be called "Preservation International”) has
received a commitment by A.I.D., or is preparing to submit a
proposal to A.I.D., to fund a pProject to preserve a species of
wildfowl in the Philippines. This project will require a sum of
local currencies to finance a wildfowl protection plan, as well as
a commitment by the Government of the Philippines to set aside a
significant acreage of public land as a wildfowl refuge.

Preservation International determines that the Government of the
Philippines owes a substantial quantity of debt to foreign
creditors (such as banks), and that certain creditors are selling
their Philippine Government debt at a substantial discount,.
Preservation International contacts A.I.D./Washington or the
A.I.D. Mission in Manila to determine whether the acquisition of
Philippine Government debt as part of a debt exchange to finance a
wildfowl preservation project in the Philippines would be
consistent with U.S. and multilateral economic policy and A.I.D.
project priorities in the Philippines.

If A.I1.D. responds favorably to Preservation International's .
enquiry, representatives of the organization (perhaps in
collaboration with USAID Mission personnel) initiate a discussion
with representatives of the Government of the Philippines, most
likely including representatives of the Central Bank. These
discussions explore the interest of the Philippine Government in
supporting a wildfowl preservation project financed through the
proceeds of a Debt for Development transaction financed by A.I.D.
Preservation International reaches an agreement in principle with
the Government on the basic terms of a Debt for Development
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agreement establishing the terms, mechanism, and schedule for
retirement of Philippine Government debt in exchange for local
currency and Gouvernment commitments to establish a wildfowl
refuge. Preservation International also confirms the availability
of Philippine debt for sale on the secondary commercial market and
the current price of such debt.

Preservation International then prepares a proposal for A.I.D.
describing, among other things, the wildlife preservation
objective of the project, the anticipated role of Philippine debt
in financing the project, the availability of such debt for
purchase, the proposed use of a broker or other means to acquire
and process the debt certificates, the willingness of the
Government of the Philippines to provide local currency and

wildfowl refuge commitments in exchange for retirement of debt,
and a plan for use of local currency to meet project objectives.

If A.I.D. agrees to finance the project, it enters into an
agreement with Preservation International setting forth the basic
terms and procedures of the Debt for Development transaction, as
well as other issues normally addressed in a project agreement.
With the financing for the transaction assured, Preservation
International enters into a formal agreement with the Government

of the Philippines setting the terms for the eventual debt
exchange.

Preservation International then negotiates a favorable discount
price for purchase of a volume of Philippine Government debt from
@ willing commercial seller. Consistent with the Debt for
Development agreement between A.I.D. and Preservation
International, A.I.D. provides grant funds to finance the purchase
of this debt. Preservation International takes title to the debt
but promptly retires it in exchange for the local currency and
commitments promised by the Government of the Philippines in the
Government's separate agreement with Preservation International.

Preservation International subsequently utilizes the local
currency, which the Government provided in exchange for the debt
retirement, for wildfowl preservation purposes. It monitors the
Philippine Government's compliance with its commitment to set
aside a wildfowl refuge, as provided in the debt retirement
agreement, and it administers the project in a manner otherwise
consistent with standard rules governing A.I.D.-financed projects,
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II. A.I.D. DEBT FOR DEVELOPMENT GUIDELINES

A.I1.D. has prepared the following Debt for Development Guidelines
to govern administration of the Agency's Debt for Development
Initiative. These Guidelines describe the role of intermediary
organizations in the Initiative, the types of A.I.D. grants that
will be available, and the various administrative and contractual
procedures required in order to effect a Debt for Development
transaction. A.I.D. expects to modify these Guidelines as it
gains experience with the Debt for Development Initiative.

A. Introduction

1. Scope and Applicability: The following Debt for
Development Guidelines govern the programming of funds made
available to the Agency for International Development (A.I.D.)
under the Economic Support Fund (ESF) and Development Assistance
(DA) accounts (including the Development Fund for Africa), to the
extent such funds are used to finance the purchase of debt owed by
developing countries to parties other than the United States
Government. All such debt acquired with A.I.D. financing will be
exchanged for local currencies or other assets (such as local
currencies or host country development efforts) needed to achieve
one or more objectives of the ISF or DA program.

Organizations receiving foreign assistance funds from A.I1.D. may
not use such funds to acquire debt owed by developing countries,
or engage in other transactions involving such debt, without prior
approval of A.I.D. All debt acquisitions financed directly or
indirectly by A.I.D. shall <2 undertaken in accordance with these
Debt for Development Guidelines.

2. Purpose of Guidelines: These Guidelines are
designed to ensure that A.I.D.-financed Debt for Development
programs achieve the objectives stated in these Guidelines and
operate in a manner consistent with United States laws governing
the use of appropriated funds.

3. Issuing Party and Authorityv: A.I.D. issues these
guidelines under the authority provided in the Foreign Assistance
Act of 1961, as amended.

4. Modifications to Guidelines: Modifications to
these Guidelines may be needed as A.I.D. gains experience with its
Debt for Development program. Parties cooperating with A.I.D. in
the implementation of this Initiative are encouraged to identify
problems that arise in applying these Guidelines and to suggest

any needed changes.




B. Objective

The objective of the A.I.D. Debt for Development Initiative is to
finance foreign assistance activities of nongovernmental
organizations (such as voluntary agencies and cooperatives)
through debt transactions that will:

-— (1) assist in reducing the foreign debt burdens of
developing countries that receive U.S. foreign assistance,
consistent with the general economic development purposes of the
U.S. foreign assistance program; and

-— (2) obtain a favorable rate of exchange for U.S.
Toreign assistance dollars that are converted into local

currencies or exchanged for other assets needed for foreign
assistance programs.

C. General Statement of Policy

To achieve the objectives stated above and consistent with A.I.D,
rules and regulations (including the present Guidelines), A.I.D.
invites non-governmental organizations, such as private voluntary
organizations (PVUOs) and cooperatives (which these Guidelines
refer to as Debt for Development "intermediary organizationsg" or
"intermediaries"), to develop proposals for grants and cooperative
agreements with A.I.0. to implement the A.I.D. Debt for
Development Initiative.

A.1.D. will review proposals by intermediary organizations to use
foreign assistance funds to finance the purchase, by the
intermediary organization, of debt owed by developing countries to
parties other than the United States Government. Such proposals
must provide for prompt retirement of such debt through an
exchange of the debt for local currencies or other assets
furnished by the debtor country to the intermediary for
development activities. A.I.D. will receive Debt for Development
proposals from intermediary organizations in a wide range of
pProgram areas, such as environmental protection, population
planning and health, and microenterprise development for both new
and ongoing project activities.

A.I1.D. will issue a limited number of awards to assist
intermediary organizations to develop proposals for Debt for
Development transactions that will achieve foreign assistance
Purposes. Once a Debt for Development transaction has been
approved, A.I.D. will closely monitor the intermediary's use of
A.I.D. funds to acquire debt and, in appropriate circumstances,
will provide technical advice (usually through consultants) to

assist intermediaries in purchasing and exchanging debt.

-
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D. Debt for Development Procedures

1. Role of Intermediary Organizations: A.I.D. will
not directly acquire debt of a developing country for use in a
Debt for Development exchange. Instead, A.I.D. will provide
foreign assistance grant funds to finance the acquisition of such
debt by intermediary organizations. In consultation with A.I.D.
Missions, intermediaries will negotiate with the debtor country
the terms of the subsequent debt retirement. Intermediaries will
also arrange for the Ppurchase of debt and will assume primary
responsibility for managing the use of assets generated by the
debt retirement. Intermediary organizations, therefore, will play
a central and critical role in the A.I.D. Debt for Development
Initiative.

2. Types of A.I.D. Awards: To assist the participation
of intermediary organizations in Debt for Development
transactions, A.I.D. intends to make foreign assistance funds
available to support both (a) the preparation of Debt for
Development proposals by intermediaries, and (b) the acquisition
and retirement of the debt itself once an intermediary's proposal
for a Debt for Development program has been approved by A.I.D.
A.I.D. expects to allocate a larger share of foreign assistance
resources to acquire the debt than to assist preparation of Debt
for Development proposals.

a. Awards to support preparation of propocals:
As described more fully in Part II(D)(5) of these Guidelines,

A.1.D. will agree to finance debt transactions only after an
intermediary organization and a debtor country have reached an
agreement in principle on the purpose and terms of the eventual
debt exchange, and after the intermediary has investigated the
availability and price of a particular country's debt on the
international commercial market, Extensive negotiations between
the intermediary and debtor nation, as well as various studies and
consultations regarding the availability of a country's debt for
purchase, may be needed to meet these preconditions.

A.I.D. will expect most nongovernmental organizations to furnish
the staff and resources needed to meet the above preconditions.
However, A.I.D. will issue a limited number of awards to assist
intermediary organizations in preparing Debt for Development
proposals and in negotiating the terms of the debt exchange with
the debtor nation. Such awards will be made only to those
intermediary organizations that can demonstrate a capacity to
urdertake successfully the complex tasks of a debt exchange
transaction, as well as to administer the development activity to
be financed by the transaction.

e
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Applications for financing to support pre—award Debt for
Development activities should address the following issues:

(1) the nature of the development activity or ongoing project to
be financed with assets acquired through the Debt for Development
transaction; (2) the information needed and steps proposed to be
undertaken to develop a final proposal and to reach agreement with
the debtor country on the use of assets generated through the debt
transaction; (3) the opportunities for purchase and the current
market price (to the extent such information is readily available)
of the country debt to be acquired with A.I.D. financing;

(4) the anticipated advantages of acquiring local development
assets by means of debt exchange rather than through direct
purchase with dollars: and (5) the projected allocation of costs
and expenditure of time needed to develop a final proposal.

b. Awards to finance Debt for Development
transactions: A.I.D. will also make resources available to
finance Debt for Development transactions by intermediaries.

The following provisions of these Guidelines set prerequisites for
the award of funds by A.I.D. to finance Debt for Development
transactions and establish procedures for effecting such
transactions once an intermediary's proposal for a debt exchange
has been approved.

3. Foreign Assistance Purpose of Each Debt .
Transaction: All Debt for Development transactions will advance
the fundamental foreign assistance purpose of reducing a country's
foreign debt burdens (see "Objectives" specified in Part I1(8)).
For A.I.D. to approve a Debt for Development proposal, however,
the assets acquired through a Debt for Development transaction
must be used for a specific development assistance activity of a
nongovernmental organization. The purpose of this activity must
be consistent with the objectives of the particular category of
assistance from which A.I.D. makes the Debt for Development award,
and it must be clearly defined in advance of the issuance of that
award.

For example, Development Assistance funds made available from the
Agriculture, Rural Development, and Nutrition (Foreign Assistance
Act ("FAA") Section 103) account will be used only to acquire debt
that is to be converted into assets needed to advance Section 103
purposes. Development Assistance funds made available from the
Population and Health (FAA Section 104) account will be used only
to acquire debt that is to be converted into assets needed to
advance population planning and health activities. Similarly,
resources from the Development Fund for Africa will be used only
to acquire debt to be converted into assets needed to advance
development programs in sub-Saharan Africa. Economic Support
Funds, to the extent available for Debt for Development
transactions, may be used more broadly to advance ESF objectives
of economic or political stability.
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In reviewing an application for a Debt for Develcoment
transaction, A.I.D. will consider whether the ultimate use of the
asset generated through the transaction is defined with sufficient
specificity and is within the purposes of an available funding
source.

4. Purchase of Debt at Lowest Possible Prices from
Established and Reputable Sellers; Requirement of A.I.D.
Approval: A.I.D. financing may only be used to purchase debt from
established and reputable debt holders, such as major commercial
banks. A.I.D. will expect each intermediary to use A.I.D.

financing to acquire debt from such sellers at the lowest possible
price, reflecting the full discount value of such debt in private

commercial markets. No intermediary may use A.I.D. financing to
acquire debt without A.I.D.'s express prior approval of the
proposed transaction and sale price.

5. Pre—-Agreement on Purpose and Terms of Debt Purchase
and Retirement: Debt for Development transactions will be used to
finance intermediary organization projects approved according to
the usual A.I.D. standards and rules governing projects.

In addition to standard requirements, however, before A.I.D.
agrees to finance a Debt for Development transaction, the
intermediary must demonstrate to the satisfaction of A.I.D. that
the intermediary has: (a) identified the asset to be obtained and
the program activity to be financed through the debt transaction;
(b) reached at least an agreement in principle with the debtor
country regarding the terms, mechanism, and schedule for
conversion of the debt into the identified host country asset;

and (c) developed a budget and plan for use of the host country
asset to achieve project pPurposes. An intermediary's mere
expression of intent to use assets generated from a debt exchange
for a general foreign assistance purpose will not be sufficiently
definite to enable A.L.D. to make a financing award; before
issuing an award, A.I.D. will require careful program planning and
evidence of the debtor country's prior concurrence (for example,
in the form of a signed agreement or a letter from the country's

central bank or ministry of finance) on significant aspects of the
eventual debt exchange.

A.I.D. will also require the intermediary to demonstrate that it
has: (a) investigated the availability of the host country's debt
for sale, (b) identified a reputable and willing seller of such
debt (as discussed in Part II(D)(4) above), (c) determined the
likely market price of the debt, (d) calculated the likely
transaction costs to be incurred in acquiring and exchanging such
debt, and (e) analyzed the financial and other advantages of
acquiring the local development assets through the mechanism of a
debt exchange rather than by direct purchase with dollars,
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To develop a Debt for Development proposal that addresses each of
the above points and that is sufficiently specific and definite,
an intermediary may, if needed, request pre-agreement funding from
A.I.D. (as described in Part II(D)(2)(a) above). A.I.D., however,
expects to make available only a limited amount of funding for
this purpose.

6. Various Agreements Required: To effect the various
transactions involved in a Debt for Development plan, separate
agreements among parties will be required, in the following
sequence: (a) vetween A.I.D. and the intermediary approving the
terms and conditions of the foreign assistance financing;

(b) between the intermediary and the debtor country establishing
the purpose and terms (as described in Part II(D)(5) above) of the

Planned debt exchange: and (c) between the intermediary and the
debt holder effecting the initial sale of debt.

In exceptional cases it may be most efficient to combine the first
two of these agreements into a single multi-party agreement among
A.I.D., the intermediary and debtor country. A.I.D. will not be a
party to the agreement between the seller of the debt and the
intermediary organization. aAas discussed in Part II(D)(4) above,
however, A.I.D. will require the intermediary to receive A.I.D.'s
express approval of the proposed transaction and sale price before
the intermediary expends A.I.D. funds to acquire debt.

7. Technical Assistance and Fees Incurred in
Purchasing Debt: To assist intermediaries to purchase debt in the
new inte-national debt market, A.I.D. may make available to such
intermediaries the services of financial consultants. A.I.D.
funds may also be used to pay reasonable fees and transaction
costs incurred by an intermediary in the purchase and exchange of
debt, if such use of A.I.D financing is included in the Debt for
Development agreement between A.I.D. and the intermediary.

8. Prompt Conversion of Debt into Development Asset:
A.I.D. expects intermediaries to convert A.I.D.-financed debt into
local currency or other development asset (as provided in the
various Debt for Development agreements among the intermediary,
debtor country and A.I1.D.) as promptly as possible after the
intermediary acquires the debt, Intermediaries may not: (a)
retain title to such debt for speculative or other purposes, or
(b) exchange the debt of one country for the debt of another
country without prior approval of A.I.D.

9. Use of Development Asset by Intermediary: The
intermediary shall promptly report to A.I.D. the nature and amount
of the development asset acquired through an A.I.D.-financed Debt
for Developmert transaction. On a quarterly basis the
intermediary shall also report to A.I.D. on the use of the asset
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for the agreed upon development purpose, and it shall comply with
any further reporting requirements included in project agreements
with A.I.D. The intermediary shall promptly transfer to A.I.D.
any asset that for any reason the intermediary has become unable
to use in a manrer consistent with its Debt for Development
agreement with A.I.D.

10. Interest Earned on Local Currencies Obtained from
the Debt Exchange: Local currencies obtained by intermediaries
through debt exchange transactions shall be held in interest
bearing accounts. Tne interest earned on all such currencies
before their use for final program purposes shall be remitted to
A.I.D., for the account of the U.S. Treasury, in accordance with
standard rules governing interest earned by A.I.D. grantees on
advances.

11. Installment Payments in Exchange for Debt
Retirement: The agreement between a Debt for Development
intermediary and the debtor country may provide for the debtor
country, in exchange for retirement of the A.I.D.~-Financed debt,
to furnish the development asset (such as local currencies) to the
intermediary in installments rather than in a single lump-sum.

Any portion of such installment payments attributable to interest,
or to an amount paid in lieu of interest, must be paid by the

intermediary to the U.S. Treasury in accordance with the previous
paragraph.

Installment payment amounts may take into account variations in
the rate of exchange of units of local currency for dollars
occurring during the payment term. For example, in exchange for
retirement of the debt, the intermediary could receive a
dollar-denominated note providing for installment obligations
equal in value to a fixed sum of dollars, with installment
payments to be made in local currencies in an amount calculated
according to the exchange rate from dollars to local currencies
applicable at the time of each payment,
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CONCEPTUAL FRAMEWORK

for

COOPERATIVES IN THE DEBT FOR DEVELOPMENT PROCESS

Country Selection

o Large private debt
o Established secondary market and highly discounted debt

o Involvement with U.S. banks, companies holding the
debt, i.e. Latin America, Philippines

o Inplace conversion system including previous
conversions for development related activities

o Stable government supportive of debt for development
schemes and staffed in key ministries (Central Bank)
with ability to make timely decisions

o Strong cooperative presence including capable partners
for debt conversion execution/project implementation
and access to governmental leaders

o Long term U.S. cooperative involvement, presence and
personal relationships

o Information available through country reports prepared
by Debt for Development Coalition, i.e. Argentina,
Bolivia, Brazil, costa Rica, Ecuador, Jamaica, Mexico,
Peru, The Philippines and Venezuela

o Contact others for information including environmental
groups with successful conversions in certain
countries.

Central Bank
o Conversion system which supports or can be adopted to
debt for development schemes

o Within Central Bank/government priorities for
conversion, i.e. to generate investment, increase
exports or support social programs such as low cost
housing

o Adopt cooperative scheme to related successful or
proposed debt conversion activities, i.e. cooperative
development around nature park, micro-enterprise,
nontraditional exports, tourism

1



If outside Central Bank pPriorities, clear path to open
up new cooperative activity within conversion system,
i.e. cooperative housing.

Adaitionality - may require new resources, not funds
already designated for government if aid funds are
involved.

Must be responsive to Central Bank’s inflationary
concerns.

Need to be cognizant of relationship of Central Bank
with other ministries and enlist their support for
project activity, if needed.

Require understanding of transaction, i.e. may be quick
if program already exists, or longer in countries
without formal programs or project is outside usual
activities.

May need to pool resources of several sources or
related projects to make activity large enough to be of
interest to Central Bank and financial instituticn
which will buy debt for client.

Financial institutions

(o]

o

Identify banks holding debt in targeted country.

Contact and gain overall intelligence on possible
banks’ interested in project activities, etc. through
discussions with bank officials who lead debt
negotiations with host country.

Discuss feasibility and interest with key bank
officials who manage debt, investment and
country/region in project concept, prior to fully
developing project feasibility, analysis, etc.

Banks which are active in country will prefer to work
with their regular clients and areas of financial
expertise in the country, i.e. American Express in
tourism, Chase in shrimp production

Bank may manage transaction if involves their regular
clients including using their own outstanding debt, or
act as an agent for a smaller, regional bank seeking
exit vehicle.

Banks will want investor, someone needs to bring money
to the table.

Need to understand local market, conversion costs, etc.
for determining reasonable commission rates, terms,
conditions and risks of transaction.

2



Banks usually interested in short-term return from
investment ~ 5 to 7 years

Banks prefer dollar cash flow in transaction for return
on impaired debt, i.e. shrimp exports to U.S. with
payback at time of sale.

While banks tend to be conservative, they are deal
driven and open to solid pProposals with strong
financial bottomline analysis.

There are a number of investment firms, bank services
and consultants who will arrange deals with banks, i.e.
Debt for Cooperative Investment Service, Multinational
Strategies, New York Bay for large nonprofits, Fund for
Private Assistance in International Development (PAID)
for blocked currencies. Need to understand transaction
to assure proper commissions. risks, etc.

Investors

(o]

Identity potential investors with interest in country
where project is to be developed.

Multinational companies may be willing to invest in
cooperative related activity which involves needed
inputs to their Production, i.e. coffee nicotine for
Coca Cola, macadamia nuts for Blue Diamond.

Banks may be investor if desires to convert
non-performing debt for shorter term and more reliable
return above that available in secondary market.

Bank may be interested in donateg debt for public
relations purposes, to exit a country and to recoup
U.S. taxes paid on interest arrearages.

Cooperatives or other businesses in developing country
who can convert and stretch existing resources through
conversion. Joint business activities with combined
resources would strengthen project proposal. ILocal
partner institutions may be able to put up land or
existing working capital as their contribution to deal.

Donor agencies, such as AID, CIDA and others, who are
willing to covert development assistance dollars for
local currency programs, i.e. AID policy is about to be
f nalized.

Other private voluntary organizations who may be
willing to use their own resources in joint cooperative
related activity



The

Deal

A country survey can uncover a group of prospects which
can be packaged for various potential investors, i.e.
the prospectus by Debt for Cooperative Investment

An opportunity by arise based on strong personal
contacts or previous activities, i.e. Chile and

A current project may require local currencies, i.e.
WOCCU program in the Philippines, NRECA in energy
generation in Costa Rica, ACDI in privatization of
fertilizer plant in Costa Rica.

A bank may contact U.s. cooperative or Debt for
Development Coalition with an interest in disposing of
debt through conversion, i.e. $2 million suggested for

An investor may seek U.S. cooperative support through
debt conversions, i.e. ACDI approached in Peru on
tomato processing plant export of paste.

U.S. cooperatives can dévelop own "deals" through
project development, i.e. VOCA innovative finance
Project; at suggestion of their field staff.

Approval gained by Central Bank and other ministries,
Financial details of approved project discussed with

Intermediary identifies source (a seller) willing to

Financial intermediary verifies with the Central Bank
that this particular debt is eligible for conversion.
U.S. cooperative organization/investor transfers

dollars to financial intermediary who in turn purchases

Financial intermediary notifies Central Bank that the
transaction is completed and requests the Central Bank
to transfer local currency equivalent to local bank
account designated by U.S, cooperative

o
Service in the Philippines.
o
Argentina housing approach
o
o
conversion in Honduras.
o
o
The Conversion Process
o
i.e. Finance, Planning
o
U.S. financial intermediary.
o
sell appropriate debt.
o
o
debt.
o
organization/investor.
o

Local currency funds are available for project
activity. The above three steps can be completed
simultaneously to minimize risk.
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7. Blocked Funds

o

Inconvertible currencies or blocked funds are another
source of local currency financing for cooperative
projects.

Source of funds is usually multinational corporation
with operations in a particular country. Multinational
corporation will provide local currencies for
charitable activity, i.e. workers housing for its
employees.

Bank would act as agent, but would first explore debt
conversion route for leveraging.

A number of brokers for blocked currencies specialize
in difficult countries such in Africa.

8. Pooling Arrangement

o

To operate in the secondary market, cooperatives,
private voluntary organizations and other non-profit
agencies may want to Pool their funds to facilitate
transactions with sufficient size.

Information on the needs for conversion must be
gathered from non-profits for amounts and target dates.
i.e. indication of funds for conversion per month,
quarter or year in particular country.

Financial intermediary would assist in setting up
pooling arrangement with banks operating on a cash
basis after they have verbally arranged but noct
executed transaction.

Information will also be needed as to whom the

equivalent local currency would be provided, i.e. bank
account.

0
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BANCO CENTRAL DE COSTA RICA
DEPARTAMENTO DEUDA EXTERNA
8 DE FEBRERO DE 1989

NORMAS PARA LAS OFERTAS DE CONVERSION DE DEUDA RXTRRNA
QUE PRESENTEN FUNDACIONES COSTARRICENSES (APROBADAS POR
LA JUNTA DIRECTIVA DRL BANCO CENTRAL DE COBTA RICA
EN SESION No, 433B-89, ARTICULO 7, CELEBRADA EL
8 DE FEBRERO DE 1989)

1. PROPOSITO:

El objativo de este programa es la conversién de documen-
tos de deuda externa en bonos de ostadbllizacién monetaria
donominados en colones © en d6lares (poro pagaderoms en colo-
nes) de acuerdo con lo estipulado an a)l Articulo 89 de la
Ley Orgénica del Banco Central, Y destinar lom recuraop reasul-
tantes al desarrollo de programas orilentados al campo de
los recursos naturales, apoyo a paguefios emprasarics y desa-
Trollo wducativo. £l Banco me resarva 6l derecho de rechasczar
total o pazcialmente cualquier oferta de conversison que no
satieface los propdsites astablecidos on estas normes, ©
que on determinado momanto el ante smisor no estime de cardc-
ter prioritario para el pals.

2. PARTICIPANTEE ¥ WONTO MINIMO:

Podran participar en el mecanismo de conversidn de deuda,
las fundaciones costarriceasas Que tengan entra asus fines
la conservacién de racursos naturales, el desarreclle educative
© el apoyo a. peQuefion ampregarios, Que presonten ofertas
POT un monto de UB32.000.000.00 (dos millones de délares
2e valor facial). Esas antidades podran financiar aus respec~
tivos programas con titules de 1a deuda externa del BCCR,
Que hsyan raecidbido como donacién o adquiridos con fondos
propics y Qua prescentan para cenjs al Banco Central dantro
del sistoma establecido POr esta normativa,




3. DEUDA ELECIBLY:

Pagards de la deuda externa de Costa Rica emitidos gor
el Banco Cuntral de qcuofdo & l10s piguientes convenios suscri-
tos con la banca comercisl internacionali

a4, Convanio ;e refinenciacidén del 9 de petierbre de
1983, modificado el 29 de mayo de 1585.

b. Convenioc de rafinenciscién del 29 de mayo de 1985.

€. Crédito por US$75.0 miliones del 29 da mayo de 1985,

El mento miximo es de U5$45,0 millones de valor facial
de titulos de deuda c*tornn. diatribuidqn In.ttl; pexzicdes
anuvales de US§13.0 millones cada uno, "inicidndose el primero
en la fecha de la aprobacién dal programa por el BCCR,

S. YJILIZACION DE LOS FONDO3:

&, Las ofartas ds conversién orientadas & progranmas
de rocursos naturales, debardn contar con la aprodacioen praevia
dsl Ministeriec de Recursos Naturalee, Xnargia y Minas.

9. El Sanco se reserva el derecho de solicitar de otro.
ente estatel la aprobacién para uaso de 1os fondos, en aguellas
ofertas de convarsién relacionadac con actividades de "spoyo
4 paquefios empresarios®, Anexo l, y "desarrollo educativo®.

€. 5in perjuicio de lo enterior, los fondos provenientes
de la conversiftn en proyectos de 8pOYO & pequenos smpregarics
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80N para .e)l. zinanciamion;o de programas de capacitacien,
asistancia téenica, inveltigacion. tstudiog de fnctibilidad,
de mercsdeo Y otorgamiento de Préstamos para invergian o
<8pital de trabado da los'emprcscrioa. Las fundacicnaes podran
asimismo, con el respaldo de estos rondqn. otorgar garantiag
Para hrtstamon Que obtengan log ampremarios citados en ios
bancos del sistema hacional o en cooperativas,

de edificios.
€. CANJE DE Lo TITULOS DE IA DEUIRA EXTERNA,

8) El BCCR rec!.ird los titules ®legibies por wn vaior facial
(menos tualquie:r pago efeactuedo gobre 8l mismo) Que ,dependerd
.de ‘la alt-rnstivn fus pge es20je en 1o que g refiere a 1la
deanoninacioen de los BEM ¥ 1oy canjears por bonos do estabiis-
eacin monetaria (BEM). krn easo de que los titulos de csuda

b) Con basa an lo estipulade nh,cl Articule §9 de la Lay
Orgdnica del Banco Central, log bonoa 98 eatabilizacien mone -
taria que amparan sstae operaciones do canje podrdan emitirse
en monsda nacicnal o extranjara.

Por lo anterier, 1lag institucioneg solicitantes podran
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optar por boncs de estabilizacion monstaria denominados en
colones © bien por titulos denominados en délares, pero paga-
deros an colones al tipo de cambic de compra vigente al momen-
to del vencimiano de leos ,Cupones asi como de 1los montos
del principal, Las condicicnes financieras de los BEM citados

anteriorments son las siguientes;

Dancminados en délares

Penc=inados an éol:ﬂcs

Porcentaje de )

conversidn B8OV del valeor facial
de los documepntos de
deuda externa

100t dal valor facic! w

da los documentos de’
dsuds axterna

Tasa de interds 2% anual, intereses 8% anuval, interases
pPagederos semeastral- pegaderos semestrale «
mente mente B

Caractazristica ‘No nejociables Ne nagocigbles

Plazo ' 20 afco 20 atos

Aamcrtizacion Para las dos denominaciones el pago de prine

cipal se realizara durante log Gltimos 5 a=sc
en suras proporcionales iguales y ce estral-

mente, la primera al completarse el Tigésime
primer semesstre y la Oltima al completarese al

Plazo de 20 ands citado,

‘7T« PRESENTACION DE LAS OFERTAS:

Las ofertes deben contener l1a sigulente informacidn:

&. Afteocedsntes, nombre y caracteri{sticas deo la enticad
(programas 'dcnarrollodos, expariencia, obhjativos, aoporte
econdmico), copia dal acta constitutiva y nombre de los direc-

tores acrtualen.
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b. Descripcidn da las actividades usuales.

c. Detalle del programa O proyectos a realizar mediante
.8l mecanisme de converaidn, incluido el plazo para llevarlos
a8 cabo.

ch. Monto de la oferta y pesibilidad a4e aceptar una oeaju-
dicacién parcial en csso de ser necesario,

d. Opcién de asceptar los .BEM objsto del canje, ya sca
en colones © en ¢dflares.

e. Datalle de los titulos Que esa entregarian (siempre
y cuando ge cuente con 1a informacién correspondisnte).

€. Aceptocion -de los términos y condicioncs da aste
programs, sn al entendido da que al BCCR pe Teperve el ‘derache
de rechazar total o parcialmente la oferte,

g. Nombre del. banco costarricanae que inta:medisxd en
la eperacidn de conversion.

h., Nombte del funcionario. o funcionarics autorizadon
por la entidad para pressntar la oferta.

4. Domicilie de la antidad e informacidn adicional gque
facilite las comunicasiones.

4. Las ofertes dedben presontarse en dos tantos. an sobres
cerrados separadcs a la Gerancia del Banco Central.

8. ROCEDIMIENTO

a. Ocho dias hé&biles daspués de publicada la aprobaclion
del programa por el BCCR, 88 ‘pondrda a disposicion de los
intearesados les normas correspondientes a este [ OQrama.
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b. Un mas despuds de publlcadn la aprobacién dal programa

en los principales medios de comunicacidn escrits del pais, se
abre un plaxzo de 60 d!na para la presentacién de las ofertas

de conversién de deuda.’ :
¢c. El Banco contaza con un periodo maxime da 2 meses

a partir del cilorre de la recaepcién da ofertes para astudiar~
las y comunicar 1los resultados. Dontro de este plazo el

BCCR podra requerir aclaracicnes a los oferentes asi como.

solicitar informacién adicional.

ch. LOB bancficiario- de la converaidn deberdn formaliser
la tranmaccién en un periocdeo. tal gQue no aea auperior a los
12 meses pooteriores a la facha @h gue .8l BCCR publiqQue la
aprobacion del programa. ' 84 transcurride ese plaxc oximten
oparaciones aprobadas sin formalizar, las migmas qQuedarén
sin efecto.

d. ZIsate prgoodimiénto,u- aplica a loa primeros 12 messs
de vigencia del mecanismo pudiendo rapatirse en forma semws-
tra)l a partir de la fecha en Que el BCCR ef«c:ds la comunica-
cién co:rc:popdionto'por medic de la prensa ascrita.

9. MONTO DEL PROGRAMA:

a. El1 Banco Central estsblece un montoe de UE$15.0 millo-
nas anualas por un periodo de 3 anos, empezandc el Primaro
a partir de 1o publicacién de la sprobacidén del mecanismo.

b. Unicamente sea conasiderardn eggquellas ofertaa gque a
1a fecha de cierre de zacoepcidn de ofartas rednan todos y
cada uno de loF reguisites aqul establecidos,

c. Para squellas ofsrtas Que retnen los requisitos esta-
blacidos y e cano de Qus la suma- total de las ofertap sobre-

P emcrema pamm aaD
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pase sl monto anual ‘asignado de US$15.0 millones, dicho monto -
“sera diatridbuido proporcionalmerite entre las solicltudes
aprobadasn,

.€h., En csso 'de no agotarse el monto anual de USEL1S.0
millones, &1 banco podré rapetir el procsdimiento durante
los uiguicﬁten 12 meses » acumular para otro periodo el rema-
nente . del ano anterior, en el onfendido QuUe se rasalizard
la publicacién corraspondients.

10. JORMALIZACION:,

8. Se ontiende por fache ecfactiva de formalizacién 1la
entrega fisica de los documentos de deuda axterns debidaments
andosados a favor @el BCCR u otra Institucién que al afacto
designe ‘el' BCCR, ‘eéon las correspondientus notificaciches
de ¢isién de titulos, ambos roguisiteos con igual fecha,
la formalizacidén requeriréd olamds, da la eontraga por parte
de lco interesados o dal banco intarmadiario d¢ toda la docu-
"mentacion que forms parte del convenio, y gua .gaa do acepta-
cién por loo agantes oncargados de los convenios de refinane
ciacién segin los procedimisntos establecidos para astos
cascs.

b. Antes de formalizarse una oferta de convarsidn, dedbera
suscribirse un acusrdo entre al BCCR Y un bance cemercial
costarricense, actuando aste 1LitiMo como banco intarmsdiario,
que oJercerd da daministracién del fideicomiso de Jos BEY,
easién, aendoso © traspase 4w loa tituloa'de davda axterna,
esi ecomo al control y fiscalizacién da los racyuracs y su
8plicacion al fiel cumplimiento del plen de inversién aproba-
do, de tal forma qﬁc ee cumplan las condicionss suficientes
que garanticen el Eolartollo del programa estipulado en la

! WSS 60-01-r
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oferta de conversién. Asimismo, el banco intarmndicrio se
compromete en forma inmediata a reembolsarle al BGCR cuaiqu;er
suma que haya recibido © que reciba en exceso, Por concepto
de amortizacidn ¢ intareses de los titulcs de deuda externa
objato ds la conversién,

.En ceso da que 1o anterior no es cumpla, el Banco
Central puede establecer un monto.de interesecs por ese periodo
de reembolso, en econcordancia con la ‘tasa de 4interds que
88 carga en la devda externsa,

c. La formalizacién podrd efectuarse an iractos, mediante
8l canje de los titulos de douda'oxtorné, por un valor facisl
Qus dapanderéd de la alternativa (que. ee s¥coja en lo Que se
refiere 8 1la denominacién da los BEM, an el entandido de
que le opeién no podrd medificerse.

sh. La ocepién o gtraaspasc ds los titulos de deuda axtarna
dcbo efectuarla el banco intermediarioc ' en la misma Zfacha
en que 89n endosados lnoe documentos a favor gel BCCR u otra
institucién que dasigne o) BCCR pegan los procadimicnto-
sstadblecidos en loms eoavenios de retinnn:inciod de la deuda
pablica externa de Costa Riza. . £n cano de gQue @a Yregquiera
ofeactuny uné.parttciOn de titulos se seguird el mimmo procedi~
miente de cesidn y endoso, ambos tramites con igual facha,

d. Los BEMS no serdn entregados el banco intsrmediario
de 10--9£ordntoc hagte tanto no se hayan cumplido los requisi-
tos de cesion, endoso o traspaso de loi titulos de dauda
externa, asi ¢omo cualguier otro requisito gue asi haya esta-
blecido el Hanco Central y recibida la aceptacién por parte
de 103 agenteas cnqgfgndos de los convenios de refinanciacidn
esgdn los procodimfinto- establecidos para estos casos.

& norgmn m'm 7906 .
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e, En &) acuerdo qua se firme saguin &l literal b. ante-
vior, se establecerd qgue los interasss Yy el princiénl da
los BEM entregados en virtud de la operacién de canje, solo
88 giraran al benoo intermediario en las raespectives fechas,
y este a4 su ver los giraré al intaresasdo dnicamentz si hay
'un‘qannr:pllo satisfactorio deal ﬁian de inversiun pectado,
lo curl dabers notificarse praviaments a) BCCR mediante comu-
nicncien.cscgita.

11. INFORMACION QUE EXIGIM EL BCCR @OBRE LA EJECUCION DE
LS PLANEES ACORDADOS: -

La Administracitn del Banco Contral gueda facultada para
exigir la presentacioén da {nformas trimestzales .mobre el
desarrolle de los  programas, tanto &l banco intermsdiario
como & l& entidad baneficiaria de 1la conversion da deuda
exte:'na. Lo wnterior sin porju;cio dea io indicado eomo procms~
dimiunto hecsaario para el codro de amortizacidn o .intereses
sobra loas bonea.

12. VZGENCTA.

El BCCR se resarva el deracho de modificar los lineamien-
tos aqui establecides cuande considers que se hayan producido
cambiocs en lee <ircunstanciaa dentro de lag cuelas se han
alaborade., Tal modificacidn podréd afectar las ofartas. gue
S8 sghouentrsn en -tramite de estudio y 1ac'que @sa presenten
®n el .futuro pere en ningin easc las ofertas Que . ya hayan
sido aprocbadas an firme por la Junta Directiva del Banco.

13. REGISTRO PREVIO.

Las o:ganicncionos into:oladnn an particular en este

- 327 3 ¢ |
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programa, podran golicitar que el BCCR las incluya enh un
ragistro de antidades ¢alificadas, pars ests efecto deberdn
proporcionar al BCCR la ‘informacien descrita an los apartes
a, b, e, 4 del punto 7 anterior, denominade 'Prasentacion
de las Ofertas”.

14. INFORMACION ADICIONAL:

Cualguisr informsa adicional eobre esta programa seris
atendido por el Departamanto di_Qnudn Extarns del Binco Cene
trel, al teldfono ;2-14-2(.
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Anexo )

Pars 10% afactos de estas normas se entisnde per peqQuefo
empresario lo siguiente:s

a) Peaguefio productes agropecuarios 1/

Aquellas personas filsicAs ¢ gruposr organi:ados ds déstos
que cumplan con 1os siguientes requisitos)

i) Que se dediquen fundamentalmante a las actividades
agropecuarias y Que odue dingresos originades en actividades
digstintas a las agropecvarias, na oean supariores al 25t
de)l limite de ingrasos bx-'utou catableooides en el piguientae.
inciso.

i4) Que svua ingresos brutos no excedan de €760.000,00.

b) Peguefio dndustrial y pequano artesancs 2/

i) ‘Que el duefic o ajecutivo dedique su tiempo pr'ncipul-
mente a xas labores adminiatrativas v técnicas v mea riaponaa-
ble de allal.

i1) Que =su proceso de produceidn se bLase on tenologla
simple, utilizando harramiantas manuales, maguinaria v equipo
mecanico no automdticos.

11i) .Que sl'valor de la magquinaria, equipo Y herramientas
propisdad de la empresa no exceda el eguivalente en ceolones
de US$50,000 valogr de mercado,

iv) Que ocupe hasta un méximo de 20 tradajsdores, incluyen-
do los propistarios.

ZIN:669Q Sro 2pz 993802000 P WOSSi8  6E=9T-Z ¢ W SIS M uDud A INTS
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NOTAS EXPLICATIVAS:

1/ La deuqicmn de pequeno productor fue tomada del panfleto
titulade "Programa Centroamdricano de Agroompresu.' A.1.D./BCIE,
BCCR™ eaitado por el Departamento Fondos para el Desarrollo
del Banco Cantral de Costa Rica.

2/ Loe requisitos gqua debe 1llenar un peguene 4indusirial
aci ¢omo la-definicién de artesania, que sa ¢stipula a conti-
nuacidén, fuaron tomados de) Dacrsto 6495 MEBIC, Articulo 3,
publicado en el Alcance 217, Gacata 226 dal 25 de noviembre
de 1876,

pefinicién,

$e antenderd por artesania aguella actividaa ‘humana de
produccien, transformaciodn .Y reparacién de Dbisnss madiants
un proceso ‘an quae la mano de obra constituye el factor pre-
dominante dando por resultade un producto indivi-valizado -
en Que gqueds improno 91 sello parsonal qua no co. r-pponaa
& 1a produccidn induetrial-mecanizeda y eh serie. ’
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I. INTRODUCCION

Para los que de una u otra forma hemos estado relacionados
con la agobiante funcién de la deuda externa del pais, estos apun-
tes tienen como propésito repasar la experiencia que sobre el me-
canismo de conversién hemos alcanzado, mediante una visién, por
decir doméstica, del grupo de trabajo que tuvo a su cargo, la eje-
cucidén del mismo.

La experiencia y los afnos nos han demostrado que las ideas
iniciales esbozadas en el esquema de conversién o canje, son com-
partidas por los funcionarios relacionados con la deuda de muchos
paises deudores. Desde sus inicios se quiso que el programa fuera
considerado como de reactivacién econdémica, no de estabilizacién,
con el fin de introducir un elemento innovador y creativo en la
problematica de la deuda, y al mismo tiempo iniciar una curva de
aprendizaje tanto en el sector‘pﬁblico como en el privado que nos
permitiera explorar nuevos rumbos en este gravisimo problema. La
informacién que sobre este tema existia era muy poca, por no decir
inexistente, solo Brasil habia tenido cierta experiencia en los
anos 60 con su requlaciér de inversiones extranjeras, Chile Y
México por su parte apenas estaban esbozando sus programas respec-
tivos, por este motivo se ha utilizado el término "doméstico” para
hacer referencia a la visién que se desea presentar sobre el es-
quema, con el fin de describir nuestra propia experiencia y dejar

para un segundo trabajo las impresiones sobre mecanismos similares



aplicados en otros paises.

Cuando se habla o escribe sobre el tema de la conversioén sur-
ge la duda de si la misma constituye un prepago de deuda, la res-
puesta a esta inquietud hace que cada uno de nosotros empiece a
tomarle gusto al asunto, por nuestra parte diremos que el esquema
de conversién en el caso de Costa Rica, lo hemos visto como una

operacién de canje de deuda externa por interna, légicamente que

existen posiciones en contrario.

II. ANTECEDENTES

A partir de la segunda reestructuracién de la deuda pidblica
costarricense con la banca comercial, (negociaciones conocidas en
algunos foros como Club de Londres), ocurrida en setiembreb éé
1985, se puso nuevamente en evidencia la inconformidad sobre tales
acuerdos, maxime que contenian cladsulas ain mis duras que las
incluidas en los anteriores convenios de 1983. Era previsible que
el pais en un cortisimo plazo estaria incumpliendo esos acuerdosﬁl
como de hecho sucedié en junio de 13986 con 1la propuesta de Costa
Rica a los bancos comerciales. Con un alto grado de pesimismo ante
la inflexibilidad de la banca comercial acreedora de Costa Rica
fue que a finales de 1985 fue tomando forma un posible mecanismo
de conversién o canje de deuda, hecho que coincidié con una pro-

puesta de un banco de New York para capitalizar una entidad ban-

caria costarricense por medio de pagarés de la deuda externa,



esta propuesta no se llegd a concretar pero dio lugar a otras so-
licitudes similares Y @ que el BCCR decidiera estudiar el asunto Y
tratar de establecer las condiciones bajo las cuales podrian acep-
tarse este tipo de propuestas. Fue asi como en la sesidén celebrada
2l 18 de marzo de 1986, la Junta Directiva del Fnte Emisor aprobé
los términos de referencia que servirian de base para estudiar las
ofertas, no obstante tenian que transcurrir varios meses para que
2l mecanismo adquiriera forma, dado que era necesario estudiar mas

a fondo aspectos de tipo legal, econémico y financiero.

l. Aspectos Legales

Como fue mencionado en la introduccién, el grupo de trabajo

consideré la conversién como una operacidén de canje de deuda ex-

terna por interna, sin embargo tal concepto en lo que se refiere a ~

los acuerdos de reestructuracién, no lo contemplaba, motivo por el
Cual el canje de documentos constituye una clara violacién de las
clausulas de prepago, ‘pari-passu” (trato igualitario) y "negative
pledge” (obligacién de no hacer). Asimismo los bancos entre si se
protegen por la claidsula de "sharing of payments“ mediante la cual
se estipula que si algin banco recibe un pPago en exceso del que le
corresponde, debe compartirlo con los demds. Sobre estos aspectos
se hicieron las consultas correspondientes y se sugirid que debia
hacerse una solicitud de dispensa ("waiver”) de esas clausulas,
tramite muy largo y sumamente oneroso para el pais, de tal suerte

que la solicitud no se prasentd ante Bank of America que es el

A

“~



banco agente de 1la refinanciacién. Se considerd también que Costa
Rica estaba ofreciendo una posibilidad para que los bancos acree-
dores recuperaran parte de las pérdidas. que podian sufrir en caso
de descontar sus titulos en los mercados securdarios, en vista de

que los mismos se transaban a un precio muchisimo menor del 100%

de su valor.

2. Aspectos econdémicos Y financieros:

Desde un primer momento se pensd que el producto de la con-
version deberia estar dirigido a aquellas a-tividades generadoras
de divisas, de tal suerte que se pudiera neutralizar el efecto in-
flacionario de 1ia "colonizacién" de la deuda. Se considerd que la
actividad exportadora es de caracter estratégico en la economia
nacional, motivo por el cual se le dio la mas alta prioridad, asi-
mismo se estiméd queé un programa de conversidn por un monto muy ba-
jo minimizaria el efecto monetario, méxime si se producian inver-
siones adicionales.

Aqui cabe destacar que aunque el mecanismo en referencia se
fundamenta en 1la depreciacién que han sufrido nuestros titulos de
la deuda en el mercado internaéional, la idea en ningin momento
era de un simple intercambio de documentos, sino aprovechar esa
Circunstancia, captura del descuento, para que los recursos resul-
tantes del intercambio, se orientaran hacia actividades como las
mencionadas, asimismo aquellas que vinieran a sustituir importa-

ciones o a ampliar las facilidades crediticias de nuestro sistema



financiero.

Con la idea de capturar el descuento de los titulos, se idea-
ron 2 formas: una mediante un precio reducido del valor facial Y
otra por medio de una tasa de interés castigada. En el primer caso
los titulos se reciben a menos del 100% y se canjean por documen-
tos en colones con tasas de mercado, en el otro caso, los titulos
Seé aceptan a un 100% y el descuento se refleja en une tasa de in-
terés menor, de tal forma que en términos de valor presente quede
reflejado dicho descuento. Esta modalidad aunque tedricamente es
equivalente a la primera, presenta problemas en cuanto a su trata-
miento contable y financiero, dado que el descuento no se puede
mostrar en libros y es cuestionable la utilizacidén de una tasa
apropiada para estimar el valor presente, ya que resulta complica-
do calcular el costo para una entidad bancaria como el BCCR u otro
indicador que sirva para descontar el repago y los intereses que
generen los titulos en colones.

Con este breve resumen de los antecedentes de la conversidn

veamos ahora como opera el mecanismo.

IIT. DESCRIPCION DEL MECANISMO:

La guia de conversién que puso a disposicién de los interesa-
dos el BCCR durante el segundo semestre de 1986, es bastante clara
en cuanto a los lineamientos generales, los cuales se pueden resu-

mir de la siguiente forma: el interesado somete al Ente Emisor un



plan detallado de las inversiones que se propone efectuar, el ban-
co de acuerdo a las prioridades que a tal efecto establecid, le
asigna un precio de conversidén en funcioén de su prioridad y de la
cotizacidén de la deuda de Costa Rica en los mercados secundarios
del exterior, asimismo establece un plazo determinado para forma-
lizar la transaccién en el entendido que un banco costarricense es
el encargado de supervisar Yy controlar dichas inversiones.

Al formalizar la transaccién de canje, se cancela la deuda
externa proporcionada por el interesado Y a cambio se le entregan
titulos en colones del BCCR por el equivalente en moneda nacional,
al tipo de cambio vigente Y a plazos similares a los pactados en
la deuda externa, légicamente que estos titulos se aceptan a un
precio menor de su valor facial, Ya sea mediante una reduccién di-
recta del precio o por medio de una tasa de interés "castigada“.

Dependiendo del origen de los recursos por medio de los cua-
les se adquirieron los documentos de deuda externa, el interesado
tiene la opcién de solicitar su registro como una deuda o como una
inversién de capital, con el propdsito de repagar el crédito ex-
terno o repatriar la inversidn extranjera. En caso de que no se
solicite tal registro, se puede pensar que se produce una repa-
triacidén indirecta de capitales o en el peor de los casos que se
haya acudido al mercado negro de divisas.

Una dltima observacién sobre el mecanismo es que se establece

que la deuda elegible para el intercambio es aquella proveniente



de los acuerdos de reestructuracidn de deuda externa y el financia
miento de US$75,0 millones, exceptuando la facilidad revolutiva de

creédito pactada en 1983 con los bancos acreedores de Costa Rica.

IV. RESULTADOS:

En el esquema de conversién se establecid un monto total de
US$180,0 millones de valor facial, monto que representa un 15% de
la deuda refinanciada con los bancos comerciales (USS$1.200,0

millones) y un 5% de la deuda total del pais en ese momento

(US$3.600,0 millones).

La primera transaccién se efectud en agosto de 1986 y la re-

cepcidn de ofertas tuvo que cerrarse en diciembre de ese ano, dado
que al cierre de la ventanilla se habian presentado ofertas por un
monto total de US$280,0 millones, correspondientes a 73 proyectos
diferentes, de los cuales se han aprobado 35, a la fecha se han
formalizado 32, 2 han sido retirados Y 1 se encuentra en proceso
de formalizacién.

La lista se presenta en el anexo 1 Yy en el 2 se «clasifican
los mismos, por el tipo de actividad, obteniéndose una reduccién
en la deuda externa de USS117,2 millones, a un tipo de cambio pro-
medio de ¢62,6 por délar, a un precio de conversién promedio de
65%, estos resultados corresponden a 32 proyectos debidamente for-

malizados.

En lo referente al capitulo del registro de capitales o de
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deuda, podemos determinar que la mitad del total de los pioyectos
presentan estas opciones para repatriar la inversién Yy los corres-
pondientes dividendos, asi como el de brindar servicio al crédito
externo incurrido por las empresas nacionales para adquirir los
titulos elegibles en el esquema de corversién. Los resultados se
muestran en el anexo 3 en donde dnicamente 3 empresas han hecho
uso efectivo del registro por US$639.720,0 y US$2.593.807,87 de
deuda y capital respectivamente. En cuanto a una tercera modalidad
de este registro, podemos mencionar que se permitid que un benefi-
ciario retuviera US$0,68 por caja de banano exportada para repagar
el crédito en que incurrié para adquirir la deuda externa, median-
te una "escrow account” en un banco del exterior, este registro
permite contabilizar un monto de US$9,0 millones para ese efecto,
de tal suerte que el servicio estd en funcién de la generacidn de
exportaciones de banano.

Cabe hacer notar que el dltimo rubro de las actividades del
anexo 2, conservacién de parques nacionales, merece especial im-
portancia por haber tomado un gran auge, dado el interés y la par-
ticipacién de bancos acreedores dispuestos a donar sus tenencias
de deuda externa, entendemos que con propdsitos tributarios en sus
paises de origen, a la fecha el BCCR esta abocado a ejecutar un
mecanismo no convencional de conversién, con el objetivo de finan-
ciar programas orientados al campo de los recursos naturales, apo-

YO a pequenos empresarios y desarrollo educativo.

\'



V. CONCLUSIONES:

En  la actualidad resulta facil obtaner una excelente visidn
de los diferentes mecanismos de conversién de deuda, llamese "deu-
da por deuda", -“deuda por productos“, "deuda por efectivo", “deuda
por capital” o “deuda por naturaleza", sin embargo al remontarnos
al ano de 1984 recordamos que cuando en Costa Rica se empezaron a
tratar estos asuntos, resultaba temerario y hasta cierte punto in-
moral pensar en aceptar titulos de deuda exteriia por menos de su
valor facial, ha cambiado tanto el concepto de que ahora se habla
de donaciones de deuda.

En retrospectiva en el caso de Costa Rica se pueden enumerar

los siguientes objetivos béasicos que dieron origen a la conver-

sidn:
1. captura del descuento
2. atraccion de nuevas inversiones extranjeras
3. reduccion y alivio en el servicio de la deuda
4, incremento de las exportaciones
5. repatriacién de capital
6. establecimiento de una curva de aprendizaje para Costa
Rica.
Consideramos que los objetivos se han alcanzado, la mayoria

en forma satisfactoria, otros parcialmente y un solo caso en forma

der~pcionante, veamos:

Y
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1. Captura del descuento:
El precio promedio de conversién es de un 65%, lo cual
indica que se ha capturado un 35%, segun los datos del anexo 2.
Cabe hacer notar que ese beneficio ha estado en funcién directa
del deterioro que ha sufrido la deuda éxterna de Costa Rica en los
diferentes mercados secundarios del exterior, dado que el mecanis-
mo establece un nunto de referencia basado en las cotizaciones de

nuestra deuda, que como sabemos han ectado decreciendo en forma

sosteniia desde los inicios del esquema.

2. Atraccién de nuevas inversiones extranjeras:

Este punto ha sido decepcionante ya que supusimos al
inicio, en forma muy optimista, que los bancos acreedores estarian
dispuestos a participar accionariamente en empresas costarricen-
ses, sin contar con todas las regulaciones a que estan sometidos Y
que la funcién de los bancos es hacer banca. Cabe mencionar el
problema que representa bara esas entidades su participacién, da-
das las restricciones que a tal efecto establecen los diferentes
convenios de refinanciacién que ha suscrito Costa Rica.

En el caso concreto de nuestro pais solo ura entidad bancaria

del exterior ha efectuado inversiones directas en una firma costa-

rricense, favorecida con la conversién.

3. Reduccidn y alivio en el servicio de la deuda:

Los datos en el anexo 2 son elocuentes, la deuda externa
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refinanciada con la banca comercial se ha reducido en, aproximada-
mente un 10%, monto nacionalizado de deuda interna que demanda un

Servicio en colones a plazos ligeramente superiores a los pactados

contractualmente, a tasas de interés que fluctdan entre un 20% vy
un 26%,
4. Incremento en las exportaciones:

Es un poco prematuro evaluar este concepto, dado que mu-
chos prryec:os todavia estan en la fase de ejecucién y otros to-
davia no han alcanzado las metas propuestas, sin embargo estudios
de auditoria indican que los preoyectos revisados estan cumrpliendo

los objetivos satisfactoriamente, excepto por 1 o 2 casos.

5. Repatriacidon de capitales:

Es valido suponer que una empresa que no ha formalizado
un registro de capital o de deuda para tener acceso al mercado
oficial de divisas, tiene que acudir al mercado negro o recurrir a
repatriar capital, supcnemos que esto dltimo es lo que ha ocurri-
do, para lo cual tomamos como base, en lo posible, que no hemos
detectado una variacién significativa de las cotizaciones entre el
mercado negro y el oficial durante la vigencia del mecanismo.
aébe agregar también que solo 3 empresas han solicitado re-

gistrc de capital o deuda, segin se muestra en el anexo 3, por un

total de USS$3,2 millones.
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6. Establecimiento de una curva de aprendizaje para Costa

Rica.

Consideramos que el proceso ha sido aleccionador, sin
embargo, si desde un primer momento hubiéramos evaluado todas las
ramificaciones vy complicaciones que un mecanismo de este tipo pre-
genta, probablemente se estaria, ¢n estos momentos, redactando las
regulaciones correspondientes, no obstante se partidé de una serie
de lineamientos generales que se fueron adaptando conforme se pre-

sentaban nuevas condiciones, resumidas en una guia de conversidn
de 8 paginas.

Obtener 1la curva de aprendizaje ha tomado tiempo, pero su
utilidad es sumamente valiosa para hacerle frente a decisiones que
Sé requieren tomar, no solo en mecanismos convencionales de con-
versién, sino en una serie de modalidades sobre el tratamiento de
la deuda externa, como son el reciente "macro-swap” de México, las
modal idades del esquema chileno, el pago de la deuda de Costa Rica
a México, el plan brasilefio de 1987 y en general las soluciones
que al problema de la deuda se han discutido y se discuten en los
diferentes foros.

Como un Gltimo punto se hace necesario mencionar el precio de
la factura de la conversidn, es decir todos aquellos aspectos que
Seé cuestionan de la bondad del mecanismo y que sumados esos rubros
representan el costo total que es necesario cancelar, dentro de
los cuales se pueden mencionar los siquientes:

- presiones inflacionarias

12



gran

Para

de

impacto,

guiente:

‘aprenda, aplique esfuerzo al trabajo, pero después, por lo

saturacion del mercado interno de valores
asignacidén de recursos
presidén en las tasas internas de interés

guerra de incentivos a nivel internacional

mercado negro

la bicicleta o "round tripping”

componente importado y valor agregado

peérdida del poder de negociacidén de la deuda externa
infraestructura administrativa requerida
nacionalizacién de la deuda externa

pérdida del control sobre la politica monetaria

finalizar hago mencién a lo dicho por un célebre ejecu-

ia industria automovilistica, que escribid un libro de

que mas quiera, ihaga algo!"

13
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ANERS

YECANISXO0 CE CONVERSION DEODA PUSLICA ZXTZRYA
"PROYECTCS APROBADOS POR JUNTA DIRECTIVA-
AL 21 DE JUNIO DE 1988

PROYECTO

-a0italizacidn del banco para
financiar proyectos exportacion

ixoorzacién de oanano..........

ixoortacidn de flores y
dlantas ornamentales...........

iroortacion de helechos.......,
xportacion carne de cangrejo. .
Exportacion de banano..........

Exportacion cosméticos y
articulos de tocador...........

Exportacion de yuca, malanga
fame y fampi...................

capital de trabajo (exportacion
orendas de vestir).............

Sonstruccion naves industriales

Fraduccidn huevo fértil
'sustitucion importaciones)....

fxportacion de cueros..........
Exportacion jugos concentrados.
Sxportacion de flores..........

Produccidn esquejes y
2xoorzacion de flores..........

fxportacidn puertas de madera..

YONTO
APROBADY
DOLARES (¢)

1.000.000,00

28.000.990,00

:.500.000,00
:.400.000,00
1.250.600,00

4.600.000,00

150.000,00

2.100.000,00

§.000.900,00
£.850.000,00

-0.500.000, 00
1.280.000,00
1.500.000, 00

2,925.000,00

2.900.800,09

[1.800.000,00

vALOR CE
w8 TITULS
RECIBIDOS !¢

2.930.001,38

$0.084.211,58

-.300.003,00
.-400.000,00
:.339.508,79

1.600.044, M1

150.000,00

~»

.100.000,00

3.800.000,09

x>

3.9, 56

2,502,017,

.280.000,00
7.500.000,00

.925.000,00

~>

.900.299,09

(17130534, 08

YANTD 0¥V EIRTIDY

380.300,30 39,287,000,
192,824, 12 53.050.442,83

1220.030,9%  192.235.343,09

166,200, 00 28.205.:00,06

- 482.135,0 96.5%:.2

1.596.300,00  712.522.500,%0

SBITATLTT O 300.600.252,58

5.828.785,1;
§05.120,9¢ 19.072.064,90
£.717.509, 00

S T85.TIE,50 0 108.829,176,88

- 132.500,00

<>
o
~>
<>
. -
Y
e
<>
<

TR 156,816,545,

{aatinda en 13 siguiente pigina
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PROTECTO

Flanta procesadora 4e pulpa....

1100rtac19n plantas
ornagentales...................

canservacion de Parques
Sacionales.....................

fxportacidn mariscos y pescado
‘resco congelado..............,

troortacion plantas
ornamentales...................

Produccion y exportacién de
QAR

Produccion helechos de cuero
par exportacién.......,.......

Produccifn y exportacidn
plantas ornasentales...........

fxoortacién melones............

ixportacion plantas
ornazentales...................

Expansidn actividad pesquera...

Produccion y exportacién de
productos plésticos...........,

Exportacion carrocerias de
tibras de vidrio...............

fxportacidn puntas de cantin
150 industria electronica......

HONTO
APROBADD
DOLARES (§)

1.000.000,00

500.000,00

5.400.000,00

1.568.000,00

1.500.000,00

1. 158.200,00

2.600.000,00
2.975.000,00

3.100.069,00
1.385.000,00

2,300.000,00

995.586,00

399.173,00

VALOR DE
0§ TITULOS
RECTBIDOS (§)

4.000.000,00
500.000,00

5.400.000,00

£.568.000,00

+1.500.000,00

1,150,000, 00

2,600.000, 00

1.100.000, 00
1.385.000,00

2.300.000,00

995.586.00

399,173, 00

fortinuacidn del anexg !

YO0NTO

2.405.000,00  :47.426.500,00

247.500,00 18.846.625,00

4.950.000,00  296.609.960,0¢

739.660,00 51.378.640,3¢
150.000,00 55.125.00%,05
§75.000,00 32.381.250,00
..118.000,60 §1.837.600,5¢
1.333.000,00 37.575.600,50
567.850,00 41.566.620,00
897.000,00 63.660.400,0
388.278, 54 28.528.472,43
135.677,47 i1.395.530,3¢

Continda en la siguiente pigina

CONVERTID D

\f@&



Conclusion de amens .

¥ONTO VALOR DE YONTS CONWERTIOD®
APROBADO b0§ TITULOS  -----semommmm o
FROYECTO DOLARES 1§)  RECIBIDOS () 5§ 1 -t (BEN)
1ID0rLac1on empaques
2olietileno v celofdn.......... LOB0.115,00  .380.1%6,80 121,245, 24 30,703,840, 28
txportacidn empaques nule...... LTSUI48,00 1L7ISL 148,00 §92.307, 72 30,676,325, 18
Sxportacidn articulos
plasticos uso rarmacéutico..... 929.839,00 329.819,%0 162.837,2 05.545.043,77
Srmortacion polsas plésticas... 1.150.559,00  i,150.559,00 40,778, 01 12846138, 10
Siemnra de banano.............. 5.915.788,00
Conservacion de Parques
Nacionaies..................... 5.800.000,00
Desarrollo Forestal 2/
TOTAL 140.679.209,00 117.253.030,50 76.704.589,8: 1.810.047. 415, 2:

L1 REPRESENTA EL VALOR DE LOS TITULOS RECIBIDOS AL PRECIO D CONVERSION.

2/ DORACION DE US$ 5.000.000,00 viL GOBIERNO DE ROLANDA-PARA CONPRA DE PAGARES DEUDA EXTERNA £°W
FINES DE REFORESTACION.

‘/\r .



1)

2)

3)

4)

5)

ANEXDO 2

COSTA RICA: MECANISMO DE CONVERSION

ACTIVIDAD/PROYECTO

Exportacidn
(agricultura,
industria y

productos
marinos)..

---------

Capitalizacidén
intermediarios
financieros........

Construccidén naves
industrales
zona franca........

Sustitucidén de
importaciones......

Conservacioén

Parques
Nacionales

~MILLONES-
VALOR VALOR
FACIAL FACIAL
DEUDA  DESCONTANDO PRECIO
Ne EXTER. DEUDA EXTERNA CONVER.
PROY. S $ ¢ 2/1%
(1) (2) (3) (4)
28 88,6 59,3 3.694,7 67
1 3,9 2,6 145,3 67
1 8,8 4,9 300,6 56
1 10,5 5,8 362,8 55
1 5,4 4,1 296,6 76
32 117,2 76,7 4,800,0 65
17

TIPO
DE
CAMBIO
¢/s
3/2

62,3

55,9

61,3

62,6

72,3

62,6



ANEXDO 3
REZGISTROS CONVERSION DEUDA EXTERNA
(ART. 14-BIS REGLAMENTO REGISTRO SELECTIVO)
- al 22 de julio de 1988 -

DEUDA CAPITAL

US$185.000,00

US$2.593.807, 85
Uss454.720,00

UsS$639.720,00 USs2.593.807,85

ANEXDO 4
COSTA RICA: SALDOS DE LA DEUDA PUBLICA EXTERNA
AL 31 DE DICIEMBRE DE 1987
- CIFRAS EN MILLONES DE U.S. DOLARES -

ESTIMACION PRELIMINAR

BANCOS COMERCIALES ........o'ovvemnnnn, 1.383,2
Refinanciado....................... 1.155,2

No refinanciado.................... 228,0
ORGANISMOS BILATERALES.........0vvuunu... 946, 3
Club de Paris............0uuuuo.... 362,3
Refinanciado.................. 121,3

Posible refinanciacidén........ 241,0

Resto. ... ..., 584,0
ORGANISMOS MULTILATERALES ... ......0.v.... 1.344,8
BONOS Y FRN'S....oviiiinnnninannnn, 76,5
PROVEEDORES . . .. iv it it 21,6
TOTAL. . ...oivin i e vnnnnn. 3.772.4

18
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INTRODUCCION \

El siguiente documento pPresents acercy del
meecanismo de conversidn de

denda externs e se ha vernido

desarrollando en Costa Rica, con las regulaciones que

establece para tal efecto el Banco Central de Costa Ries,

En segundo lugar se hace un analisis de la participacien que

el Banco Cooperativao Costarricense. R.L. hs tenida dentro de

éste proceso, referido en especial a  las Tonverciones

]
realizadas en 1988, Seguidamente ge hace una mencidén sobre

los problemas mas frecuentes que hemos identificadn durante

el proceso de conversioén asi  como de 1a durzcién que

conlleva una transaccién de £sta naturaleza.

Finalmente, Presentamos un modelo de conversion de deyuda que

tendria como uno de sus propdsitos contribuir econ 1ga

inversién vy el desarrollo nacional ayudando 2 1la

movilizacién del ahorro de 1los costarricense con roco efecto

en el proceso inflacionario,
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DESCRIFCION DEL MECANISMO DE CONVERSION DE DEUDA EXTEENA

El mecanismo de conversidén de dendsa externs

alternativa de contribucidn al dessrrollo, qne ine

inversion privada. Fue puesto €N operacion por e} Banco

Central de Costa Rica, aunque de una maners regstringids,

debido a su efecto inflacionaric en la economisz nacional.

Los primero Programas de conversién de deuda externs que el

Banco Central de Costa Rica autorizé, estuvieron orientsados

a incentivar 1la inversién de capital en proyecto de empressas

privadas que incrementaron el volimen de susg exportaciones .

Durante 1987, el Banco Central redujno significstivamente las

autorizacionesg para conversion de deuda, los dnieos

Programas aprobados estuvieron orientsdosg fundsmentalmente g

apoyar el desarrollo de la conservacion de 1los recursos

naturales.

Cualguier empresa interesada en la conversion de denda

externa, debe de cumplir con los siguientes tramites para

participar en el proceso:
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2 Yaleopr de |-

e Vipo de cambieo

BSolicitud yv aprobacitn de la conversion FOr parte del

Ranco Central.

Lo OO TAC AN que doeema 2V rie e O orecibir 1z

demraci fny o, st s intoresses o ACOOr s

ol ConveEresifn (e Al a e ber Ay, defies e sy LRI

CeEera bo a la aoficina de: deur s Rrteprna de]

Central, Dicha solicitud e= Posteriormente conocida
fror la Junta Directiva (e PFanecno Centrai, quien 1a
CHEVeDa e Aoy g a 0 G Sesin resneckioga

Dr2 s aprabizaga Ia solicitag, Tl Banco Lenkeal

=
COMLL) 3 Ay il beneficiario su FeEE0lucidn Y las
conclico ingymeg hajo  Jasg Cua ez fiies 2Pt a, En e}

ALuerdo el ey yee Lentral BN donde o sutoriza 1a
tAnversion, ca Especificg Entre Osas  lo

siguicnte:

1. Monto autorir-ado Para la conversign Y =u finalidad,

PConocimiento de los titule- presentadgs

Para s conversidn,

reconorido de] ablar,



w

Plazo de liquidacioén de los Certificadog

Tasa de interés quie se pagard por log certificados

(Bonos de Estabilizacién Honetaria),

Plazo establecido para 1a formalizaciop de 1g

referida transaccidén

Tipo de documentos reconocidos para sy conversion,

los que de acuerdo con lasg roliticas del Banco

Central son:

“Refinancing Agrrement deted as of the 9th day of

September 1983 and amended and restated as of the

29th day of may 1985" .

"Refinancing Agrrement deted as of the 29 th day of

may 1985",

"U.S. $75 MM credit agreement deted as of the 29 th
day of may 1385",



S
ELECCION DEL BANCO INTERMEDIARIO

De acuerdo con la politica del Bancao Centypal de Cosgta

Rica, toda conversitn de denda  externs debe =er

.
-

administrada POr una institucidn financiersy nacional,

debido a que éeEste tipo de Ltransaccinnes no  eg

reconocida por Jog bancos coordinadores de la denda

externa de Costa Rica y estsa €n contraposicion con los

acuerdos establecidos entre el  PBanon Tentral y 1los

Baneco acreedores.

Las funciones basicas del Banco intermediario dentro

del proceso de conversién son:

a. Firmar un acuerdo con e] Banco Central, en donde

Se compromete gz administrar 1los recarsos de 1la

conversion de contformice con el

respectivo de 13 Junta Directiva. El Banecon

intermediario S€ compromete ademasg

Q

reintegrar al

Banco Central cualgquier pago de interes v/0

amortizacién que reciba por concepto de la deuda

que fue transferida ai Banco Central para su

conversioén.

b. Establecer un contrato de administracieén (Mandato

0 Fideicomiso) con la institucion o empresa

beneficiarisa de 1la conversion,



Evaluar y garantizar e]) cumplimiente de) plan de

inversién ante ¢l Banco Central, vy Figsealizar on

ejecucidn

Adquirir o recibir 1lgs titnleos de deuda vy

transarlos ante el Banco Central rpor bonos de

estabilizacieén monetaria.

Actuar como depositario Yy administrador de los

recursos producto de la conversioéon,

Llevar la contabilidad del Fideicomiso y

suministrar informes periddiceos a log interesados.

Tramitar y documentar los desembolsos.

Administrar 1a custodia de valores vy efectuar

inversiones.

Asesorar al beneficiario en los asp

al Fideicomiso,
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OBLIGACIONES DE LA ORGANIZACION PARTICIPANTE EN EL
PROCESO DE CONVERSION

LLa empresg beneficiaria N un proceso  de Lcanversion de

deuda externa. adquiere ciertnsg compromisos, eiendeo los

MAS relevantes los Siguientes:

1. Firmar un contrato de administracien de 1la

conversion con un Banco Intermediario.

[a%)

Girar 1los délares al Banco intermediariog para que

éste adquiera los tituloes rara Ja conversién u

ordenar al Donante que Sean transferidos gzl Banco

intermediarios los documentos de deuds donados.,

w

Elaborar un Presupuesto de gastos Y pPresentarlo gl

Banco administrador.

4, Solicitar los desembolsos

(]

Utilizar los recursos unica y exclusivamente para

los fines autorizados.



DESCRIPCION GENERAL DE UN PROCESO DE
DEUDA.

CONVERSION DE

Una vez qne e} Banco Central de Costs PRiecn, 2utoriza 1a

conversidon de deuda, establece np plaza determinado ern

el cual, los titulos deben ser prese

intercambio, estos plazos normalmente son los

solicitados por el interesado.

El tiempo necesario para efectuar una operaciéon de

conversidn, depende del monto de los titulos 3 adquirir

Vv de los Precios que por ellos ce desesn Fagar, pues e}

valor de éstosg documentos son gensiblz=s 4 variacionesg

en la oferta Yy demanda.

La adquisicion por ejemplo de montos inferiores a ysg t2

millones en valor facial que no afectan

significativamente el precio de mercado, puede demorar

entre 22 diag vV 2 nmeses, bpara que £sStos  sean

trasladados formalmente a1l Banco intermediario Yy unos 8

dias para su respectiva asignacién 3] Banco Central.

Despuées de Que  la deuda eg Lransferids 3] Banco

Central, se requieren de unos 15 a 22 diasg pPara que

éste gire 1lgos Bonos de EstabilizaciOn Honetsria 31

Banco intermediario, siendo reconccidos 1lpg intereses g
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O

2]

rartir de 1la fecha de asignacién de la dends 51 Baneo

Central por parte del Fanco Intermediaria,

Debido a 1a naturaleza de este tipo de nedociaciones y

2 las normativas establecidas por el Banco Central y el

Panco Coordinadcr de la deuda externa de Crstg Fica

y SE

hace indispensable realizar el siguiente tramite para

hacer efectiva una conversidn:

Se debe elegir un barico ténedor de deuda o

intermediario financiero de recounocidn rrestigio, que

€sté dispuecto g vender deuds exXxterns A precios
competitivos., Lo Aanterior por cusnto 1a nefociacion se

realiza en  Fforma indirects, requiriendo  en algunos

cas0s efectuar depdsitos de dinero por adelantado

Establecer un contacto de contra Y venta de documentos

de deuda, el cual debe serp firmado en wriginal por

parte del comprador Y vendedor.

Elaborar 1sas notas de asignacién de asignacion de

ragaré, las cuales deben ser firmadas en original por

ambas partes.
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Distribuir las notas de acignaciaoy nrifinales 5 lag

rartes vincularas. fundamentalmente Al Bancao lenftral,

3] Baneo Coordinador de la deuda y al Hinisterieo de

Hacienda. Esta informacian debe

9]

cs
~

r recibids vy

registrada por estas instituciones Fars

Lransferencia se considere efectiva.

Al Banco Intermediario de la conversién le corresponde

recibir las documentos originales de cdeuda ‘pagarés ),

En caso de que e haya negociado uns fraccion de un

Fagare. el  banco vendedor debe de remitirleo 3] Banco

Central para Su particion vy posteriormente endosar 1z

rarte correspondiente Y enviarlo al banco comprador,

El Banco Intermediario debe Posteriormente firmar con

el Banco Central un contrato de conversion, vy luego

elaborar 1las noticias de asignacidan Y entregarlas Junto

con los pagarés al Banco Central Para su conversion,

Copia de estas noticias de asignacion deben ser

D]

remitidas g} Banco Coordinador de 1a deuda y 3]

Ministerio de Hacienda.

E1 Banco Central recibe 1g documentaCiOn Yy de estar

adecuadamente confeccionada, Frocede g elaborar las

bonos de estabilizacion monetaria,
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Mianda  nn ragare e denda  ee rEtravinde, el Bapee

cenedor dehe solicitar 1g repocicidn ) Panco Central,

rara lo cual se requiere firmar un contrato entre las

rartes., publicar en el Diario Oficial un edicto y

finalmente. confeccionar los documentas de nuevo,

Adiunto al presente documento e anexa para fines

ilustrativos, un fluxograma descriptivo del proceso de

conversion de  deuda eXterna, elaborade con fundamento

€n las experiencias de BANCOOP R.L.

PARTICIPACION DE BANCOOP, R.L. DENTRO DE LOS RECIENTES

PROCESOS DE CONVERSION AUTORIZADOS POR EL BANCO CENTRAL

La Junta Direotiva del Banoo Central de Coeta HKiga, mediante

articulo No. s de la Sesién No.4148-88, celebrada el 28 de

noviembre de 1886, dispuso Suspender
recepcion de ofertas de conversién de deuda
obstante, dentro de Su politica de apoyo g
de los Recursos Haturales el Banco
brinden beneficias financieros & ¢
conversion  de  deuds eXterna, 3 algunas

conservacionistas dedicadas al desarrollo del

temporalmente 1a
externa, no
la Ccnservacion
Central dispunioe que se
ravés del mecanismo de
organizaciones

sector
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forestal. especialmente en 1o relativo a 1a administracianp

de  parques nacionales vy areas equivalentes Yy 5 la

reforestacidn nacional.

Debido al interes nacional y social de estos Programas, el

Bancao Central, dispuso ademas que los intermediarios

financieros de estas conversiones de deuda fueran uUnicamente

los bancos del Estado vy el Banco Cooperative

R.L..

Costarricense

BANCOOP R.L., dentro de sn politica de 3p0YO 3] desarrollo

nacional, tomé 1ga iniciativa de apoyar asctivamente estos

rrogramas, constituyendose hasta la fecha, en el Unico Banco

en  Costa Rica ceon experiencia en 1ga administracién de

conversiones de deuda £Xterna orientados » la conservacien vy

desarrollo de los Fecursos naturales.,



Las vonversiones autorizarus por el Banco Centra) durante el

Periodo  1987-19883 pars estos finesg Se detallan g
continuacion:
A. Conversién Fundacién de Parques Nacionales:

A ésta organizaciéon se le sntorizé  un mento de $£11.0

millones de valor facial en titnlos de deudg externa,

los titulos estan €N proceso de adquisicién For parte

c

de Bancoop, R.L.. Los recursos necesarios para lg

adgquisicion de los titules tuvieron =i origen en

donaciones en délares

La finalidad de la conversioén es la de financiar con

los rendimientos v/0 ratrimonio, todo  tipo de

actividades relacionadas con la ¢

recursos naturales del pais, especialmente.,

1. Planificacién, manejo, proteccion Y administracién

de parques nacionales vy reservas equivalentes,

incluyendo desarrollo de infraestructura para

fines de proteccién, ecoturismo, investigacioén

cientifica y administracioén.

2. Adquisicioén de tierras, €Quipos y materigl=s pars

rarques nacionales y reservas equivalentes.
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3. Desarrollo de Frogramas  de educacigg ambiental,

incluyendo capacitacion, rablicaciag de

materiales, adiestramiento de Fersonal v otrasg.

4. Control de 1la deforestacion Y Promocion de 1lg

reforestacion en reservas
proteccion en cuencas hidrograficas y

areas de vocacidn forestal.

S, Desarrollo de Programas de investigacion

relacionadas con el medio ambiente en general

6. Consolidaciosn Yy funcionaniento de la propia

fundacion y otras orgdanizaciones conservacionistas

asociadas.

Las condiciones aplicables por el Banco Central para la

conversioén de deuda externa, a este programa fueron:

1. Titulos autorizados para conversidon: Unicamente deuda

refinanciada.
"Refinancing Agrrement deted as of the 9th day of

september 1983 and amended and restated as of the 29th

day of may 1985"



]

“Refinanciny Agrrement deted as of the 29 th day of may

1985"

"U.S.$75 MM credit agreement deted as of the 29 th day

of may 1985"

Valor de reconocimiento: 78% sobre los primeros US
$3.4 millones y 30% sobre los J.5.$5.6 millones
restantes

Tipo de cambio: El vigente (libre interbancario para

la compra de divisas) g} momento de tformalizar 1a

transaccion,

Documentos a recibir y plazos: Bonos de estabilizacion

monetaria no nedociables, con Porcentajes de

amortizacion igual a 1losg titulosg adquiridos mas dos

anos,
Tasa de interés: Entre 23.5% bara los primerosg
vencimientos y 28% para los Ultimos, pagaderos

trimestralmente.
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Conversion Ministerio de Recursos Natursles, Energia y

Minas.

A ésta institucién ge le autorizo 1y conversion de Us

¥32 millones  de ddlsres, valaor facial en Lituleos., Los

recursos utilizados Fara la adquisician de log titulos

provienen de una Donaciéan dey Gobierno de Holanda.,

Estos recursos gon también administrados For Banecoop,

R.L., mediante un contrato de Fideicomiso, establecido

entre el gnbierno de Holanda y Bancoop, R.L.

El propo¢sito de la conversion es 1a de financisr con el

ratrimonio y/o rendimientos, a través de créditos o

donaciones, actividades de desarrolilo torestal vy

afines, especialmente en lo relativo a:

1. Protecciosn de bosques y la vida Silvestre
2. Reforestacién
3. Manejo forestal
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Las rondiciones autorizadas por el Baneco Central para esta

conversion fueron:

1. Titulos autorizados pars COnversisén:

"The revolving trade credit agreement . deted as of
September 9, 1983 as amended and restated

1985 .

3s fo may 29,

“Refinancing agrrement deted as of the 9tp day of

September 1983 and amended and restated as of the 29th

day of may 1985"

”Refinanciny Agrrement deted as of the 29 th day of may

1985"

"U.5.$75 MM credit agreement deted as of the 29 th day
of may 1985"

2. Valor de reconocimiento: 30% sobre el valor
facial.
3. Tipo de cambio: El vigente (libre interbancario

para la compra de divisas) g1 momento de

formalizar |ga transaccion,
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4, Documentaos recibidos y rlazos: Bonos de

Estabilizacidn Honetarig no

negociasbles., oon
cuatro amortizacionesg iguales en long afios 1,2,3 y

4.

N

Tasa de interés: 15% anual

Semesitralmente.

Conversion, Ministerio de Recursosg Haturales, Energiaz y

Minas, a traves de 1a Fundacidon de Parques Hacionales.

El Banco Central autorizo 3 égte Hinisterio la

conversidn de arroXimadasmente s $25 millones valor

facial en tituleos. Los recnursos que se utilizaran para

la adquisicién de los titulos tienen SU origen en una

donacidn del Gobierno de Suecia. Lg administracisn de

est.os recursos Posiblemente esté g cargo

R.L..

de Bancoop,

La finalidad de este Programa de conversion es 1g de

financisr con el patrimonico y/¢  sus rendimientos, e}

desarrollo del Parque Nacional de Guanacaste Vv

constituir un fondo patrimonial Permamente para e]

desarrollo y la operacion de dichn Parque.

—t
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Las condiciones Altorizadas por e} Banco Central para

este programa sopn:

1, Titulos autorizados: unicamente los originados en

deuda refinanciada, a saber:

”Refinanciny Agrrement deted as of the 23 th day of may

1985"

”Refinancing Agrrement deted as of the 9th day of

September 1983 and amended and restetad as of the 29 th
day of may 1985"

“U.5.3$75 MM credit agreement deted as of the 29 th day

aof may 1985"

2. Valor de reconocimiento: 704 sobre e}l valor

facial de 1lgs documentos Presentados.

3. Tipo de cambio: El vigente (libre interbancario

para la compra de divisas) ai momento de

formalizar 1a transacciop,

4, Documentos ha recibir v plazos: Bonos de

EstabilizaciOn Monetaria no negociables, con

cuatro amortizaciones iguales en los afios 1, 2, 3

y 4.
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L, Tasa de interés: 15% anual ragaderos anualmente .
- Conversion privada para e] desarrollo industrig],

Otra de las conversiones administadas paor Pancoop, R.L.

en 1988, fue la de una empresa Industrial privada

dedicada a 1a exportacidn en un 1007,

Esta transaccion fue antorizada en en afios anteriores,

ror el Banco Central POor un monto de US$ 398.177,00,

valor facial en titulos. Log Fecursos neceszrios para

adquirir los titulos fueron aportados por ia empresa.,

La finalidad e ésta conversion  fiye la de spoyar la

inversion e e provecto  dedicade s 1

o

produccion vy

exportacidén a terceros mercados, log recurs

=4

n

0!

U

; producto de 1g
conversion, fueron otorgados rparsg financiar rapital de

trabajo.

Las condiciones autorizadas por el Banco Central para esta

transaccion fueron:

1. Titulosg autorizados: Unicamente lgg originados en

deuda refinanciada a saber:
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”Refinanciny Agrrement deted a2z of the 23 th day of may

lyygh

"Refinancing Agreement deted as of the gth day of

september 1%383 and amended and restated as of the 29 th

day of may 1385"

“U.S.$375 MM credit agreement deted as of the 29 th day
of may 1985"

Valor de reconocimiento: 30% sobre el valor facial de

los pagares bPresentados.

Tipo de cambio: El vigente (libre interbancario para

la compra de divisas) a} momento de formalizar,

Documentos ha recibir: Bonos de Estabilizacion

Honetaria negociables vy amortizaciones eop Forcentajes

ifualesg

o

la estructura de pago de 10 Pagarés de denda

Mads tres afios.
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FRORLEHAS HAS FRECUENTE 3 DURANTE EL PROCESO DE CONVERSION

Dentro de los problemas mac,

Precnentes que e presentan
durante |a trangarcidn de dends sxterns, Vv que afectan e]

tipo de negociscian, rodemos citar:

Lentitud del Banco vendedor de los documentos de deuda,

fara comunicar la transferencia al Banco Central de

Costa Rica vy al Banco coordinador de 1la Deuda externa
de Costa Rica Y para transferir los ragareés de deuda al

comprador.

Extravig ge lags noticias de asignacian v/o documentaos

Noticias de asignaciop g) elaboradsas  por  part

O

del

vendedaor v/ comprador, Jue rosteriormente  son

rechazadas por el Banco Central v/o Banecn coordinador.

En algunos casos se requiere de g particion de psgares

de deuda, 1lo que tarda aproximadamente un mes desde que

e€s hecha 1la solicitud por parte del Banco vendedor al

Banco Central, hasta que el comprador reciba 1a

Proporcion del pagaré comprado.
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A= GERERALIDADES DEL PROCESO DE COEVERSIONR DE DEUDA EXTEREA

Antecedentes
alvecedentes

A partir del afio 1986 el Gobierno de 1a RepGblica de Costa Rica,

dentro de su politica de ApOoyo a la inversiGn Privada y de

promocitn a las exportaciones, dispuso brindar apoyo financiero a

través del mecanismo de conversitn de deuda externa a aquellas

rganizaciones que desearaon ampliar sus inversiones en Costa Rica

/ mantener y / g ampliar su nivel de exportaciones.

lasta 1la fecha mAs de veinticineco empresas se han acogido al

iistema, con muy buenos resultados,

BANCOOP R. L., en 1a actualidad tiene en administracign cinco

millones ‘cuatrocientos mi}] dGlares de La Fundacién de Parques

Nacionales bajo este mecanismo Yy trescientos noventa y
de

nueve mil

memn_nuu;m-ﬁn_nmn_.mm

A. Solicitud Y aprobacién POr parte del Banco Central

La empresa interesada en acogerse al sistema Je canversi6n

de deuda externa deben de solicitarle Por escrito a la

oficina de deuda externa del Banco Central. Dicha solicitud

€S posteriormente conocida Por la Junta Directiva del Barco

Central, quien 1la aprueba o deniega en su sesi6n respectiva.
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Condiciones establecidas por el Banco Central

De ser aprobada 1a Solicitud, el Banco Central le comunica

al cliente su resolucitn y las condicicnes bajo las Cuales

fue aprobada, siendo 1las condiciones maAg relevantes las

siguientes:

1- Se autoriza 1a conversitn de US$ en valor facial, con

el prop6sito de que la empresa invierta loe recursos

qQue genere la conversitn en expander sus actividades.

2= Las caracteristicas Para la conversi6n son:

a- Reconocimiento 0 velor de conversidn: 39% sobre el
valor facial de los titulos presentados.

b~ Recursos recibidos: bonos . de estabilizaci6sn
monetaria en colones con las siguientes caracte-
risticas:
- El +tipo de cambio reconocido sers el libre

interbancario para la compra de divisas
vigentes en el momento de la transaccion,

- El plazo de liquidaci6tn de los bonos ser&
igual al de 1losg titulos mis tres afios.

- La tasa de interés reconocida 1la determinars
el Banco Central de Costa Rica con base en
los rendimientos respectivos.

3- Los recursos de 1a conversitn de deuda debersan ser

depositados Y administrados POr un banco intermediario,

qQuién debers firmar un acuerdo con el Banco Central.
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3- Se establece un Plazo maximn de 45 dias, para la

formalizacion de 1la referida transaccior.

Ir&mites para la conversian

Los pasos requeridos para bPoner en operaci6n el Sistema,

los siguientes:

1~ Establecimiento de un contrato ( mandato 0 fideicomigqg)

entre la empresa Y el banco intermediario qQuien fungirs

como dépositario Y administrador.

2= Establecimiento de un contrato entre e} bancao interme-~

diario y el Banco Central,

3- Comprar 1loe tituloe Y Ppresentarloe al Banco Central

Pars e&u conversifn,

Compromisos de BANCOOP comp Banco Intermediario Y del

Cliente

1- DE BANCOOP R. L.

- Aprobar el Plan de inversien del cliente |,
Supervisar y fiscalizar su ejecucitn e informar al

Banco Central cuando é&ste 1o solicite sobre su
avance y resultados.

- Garantizar el cumplimiento del Plan de inversitn

ante el Banco Central, con un aval del 15% del
valor facial de los titulos
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Presentar al Banco Central antes de formalizar 1a
transacci6n, evidencia de que analiz6 Yy evalug el

pProyecto de inversi6n para determinar sy factibi-
lidad econ6Gmica y financiera

Adquirir los titulos de deuda y transarlos ante el

Banco Central pPor bonos de estabilizaci6n moneta-
ria.

Actuar como depositarios y administrador de los
recursos o bonos de estabilizaci6n y desembolsar
conforme al Plan de 1inversi6n de la Empresa. ¢
incluye 1a comercializacitn de log B.E.M.),

De el cliente

Otorgar los d6lares para la conversi6n,

segin el
pPrecio de compra de los titulos.

Preparar e} Plan de inversi6én Y garantizar a
BANCOOP su ejecucitn con  un aval equivalente al
otorgado por BANCOOP al Banco Central

Mantener vigente el contrato de. exportaci6n.

\\.)
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ROTA

dia de cada trimestre

un el vencimiento, suje-
por parte del Banco Central

Pagaderos el yltimg

Intereses y anortizacion

¢ (del 231 al 261 5@

Intereses aplicable

to a Bdificacion
de Costa Rica
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C- PRECIO DR MERCADO DE LOS TITULOS
( Enero, Febrero 1988 )

Sondeo del Mercado

La Empresa y BANCOOP R. L., recibieron oferta telef6nica de
titulos de deuda externa antes de que se iniciara el Proceso

de compra a valores que oscilavan entre el 20% Yy 23% para el

tramo I, precios que se consideraban normales dentro del

mercado.

El sondeo del mercado se inicia mediante el levantamiento de

una lista de aproximadamente S0 instituciones financieras

nacionales e 1nternacionales. con operaciones en Cosia Rica,

Panami y en los Estados Unidos. Se mantuvo conversaciones

telef6nicas con funcionarios de estas instituciones y se

eligieron 11 de ellas que mostraron interés en 1la transac-

ci6n y que ofrecian precios atractivos.

Solicitud formal de cotizaciones ¢ primera ronda de negocia-

ciones ),

A cada una de las 11 instituciones elegidas, se les solicits

por via telex una cotizacien con fecha limite de entrega.

De estos, BANCOOP R. L., recibis 1as siguientes siete

cotizaciones:
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a- Banex Valores, varios tipos de titulos a 21% en
promedio

b- Banco de San José, varios tipos de titulos a 20.5% en
Promedio.

c- Banco Internacional de Costa Rica, tramo A1l y Il a 20%
: en promedio.

d- Latin American Financial Services, Corp. Tramo Al a
18.25%.

e- Estudios e Inversiones de Occidente, S. A. Trano Al a
19. 00%.

f- Swies Bank Corporation a traves de Fintech, Inc, Tramo

New Money y Tramo I a 18.25%.
g- Ariana Trading and Finance Inc, Tramo I a 18.00%.

Solicitud de nuevas cotizaciones ( segunda ronda de negocia-

ciones ).

Después de recibida las 7 cotizaciones anteriores, mediante
llamadas telef6nicas a estas compafifas, se identifica la
Posibilidad de lograr mejores pPrecios, mnotivo pPor el cual

se decidi6 solicitar una nueva cotizaci6n con fecha limite

de presentacitn. Durante esta ronda de negociaciones, e=

recibieron las siguientes cotizaciones:

a- Swiss Bank Corporation a través de Fintech, Inc,

que
cotiz6 el tramo I a 17.125%.

b- Estudios e Inversicnes de Occidente, S. A., que ofrecif
el tramo A-1 y A-2 a 17.50% Y el tramo B a 16.50%.

c- Latin American Financia

1 Services, Corp. que cotiza el
tramo Al a 17.25%

-

—~—

[
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O-RENTABILIDAD OE UNA CONVERSION DE $299173 PARA EL CLIENTE
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8= NOV-ENE.
| FEB_ABRIL
9 MAY-JUL.
8  AGD.-OCT.
== NDV-ENE.
| FEB_ABRIL
9 MAY-JUL.
9 AGD.-OCT.
0==  NOV-ENE.
1 FEB_ABRIL
9 MAY-JUL.
9 A60.-0CT.
== NOV-ENE.
| FEB_ABRIL
9 NAY-JUL.
9 AGD.-OCI.
2==  NOV-ENE.
1 FEB_ABRIL
9 MAY-JuL.
9 AGD.-GCT.
== NOV-ENE.
19 FEB_ABRIL
94 MAY-JUL.

Total

TRIMES

TRES

N?

|
2
3
4
5
6
1
8

9
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X
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u
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2
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TRAMD 11
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854,6¢€9
854,669
1,139,559
1,139,559

11,395,590
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RENTAEILIDAD DE LA INVERSION

A- VENDIENDD EL BONO AL 803
B- VENDIENOD EL BOND AL 75%
(- DEJANDOSE LOS BONOS ACT. AL 343

0- RENTABILIDAD EN DOLARES (caso B)

INGRESOS
9,116,472
8,546,693
8,338,936

109,573

Inte-
reses

308,091
739,823
139,823
139,823
739,823
139,823
139,823
139,823
139,023
139,023
139,823
139,823
139,823
694,419
648,124
601,830
555,535
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416,651
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214,803
259,250
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'}
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51,850
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40,739
37,036
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29,629
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20,740
16,296
11,851
5,926

1,155,603

REL. B/C
1.14
1.63
1.59

68,857 40,715.645

saldo
de
convet .
283,443
£80,637
£80,637
££0,637
£80,€37
£60,637
£80,637
€80,637
620,637
660,637
£60,637
680,637
1,392,862
1,351,090
1,208,499
1,265,908
1,223,317
1,180,726
1,136,135
1,095,544
1,195,397
1,144,288
1,093,179
1,042,070
1,275,850
1,207,708

saldo
al
34.00%

261,238
578,11
532,876
491,130
452,655
417,192
384,510
354,387
326,624
301,036
217,452
285,117
482,305
41,189
364,882
343,183
205,656
271,903
21,562
214,306
215,520
190,143
167,420
147,090
165,980
144,806

24,685,021 8,338,936
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15 de Marzo de 1988
Ref: GG-123-88

Sefior
Rodrigo Chacén
Departamento Deuda Externa

BANCO CENTRAL DE COSTA RICA
Presente

Estimado seflor:

Por este medio nos permitimos comunicarle
Cooperativo Costarricense R, L

en el proceso de conversjion de de
ie autorizé a . . ...

celebrada e} 23 de diciembre de 1987,

POr un monto
US$399.173.00.

Asi mismo deseo manifestarle, que el
nresentado por - '

determinado cono factible desde el punto
economico. El funcionario de BANCOOP que firmara ei
conversion con e] Banco Central, es e}
Gambero, casado una vez, Ingeniero
Guachipelin de Escazid, con cédula de

€n su calidad de Subgerente General
Costarricense R. L

Comerclal, vecino

Sin otro Particular y agradeciéndole sy
es grato suscribirme,

Atentamente

BANCO COOPERATIVO COSTARRICENSE R.L.

S ~
N\ ~\,
ING. Federico HerTsTo Serrano

GERENTE GENERAL

FH/GA/mi sm

AFDO 8521100 AN JOSE TELEX 9 BANCOOF C. R. TELEFONO B4N4¢ IANA J03e, C. R.

que el Banco
*» actuard como Banco Intermediario

uda externa que el Banco Central
-y €N su sesidn ¢ 4265-87, articuio 5,

Plan de Inversién
y ante este Banco, ha sido evaluado y

de vista financiero Y

convenijo de
sefior:Marcos Salazar

ldentidad nimero 8-047-377,
del Banco Cooperativo

amable atencion, me

A


http:US$399.173.oo
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ACUERDO BANCOOP R. L.

7/ BANCO CENTRAL DE COSTA RICA



ACUERDO

Do conformidad con lo dispuesto por 1la Junta Directiva de

Central de Costa Rica, en Sesidn No. 4265-87, articulo 5, Celebrada
el 23 de diciembre de 1987, (esa disposicién forma parte de este.
acuerdo y sge adjunta como anexo) el Banco Central de Costa Rica,
representado pPor el senor Carlos Hernandez Rodriguez, mayor,
una vez, Licenciado en Ciencias

con cédula de identidad nimero 2-224-638" ac
General, con facultades de
Suma de dicha Instituciosn
R.L. (BANCOOP) representado
Mmayor, casado una vez, 1Inge
con cédula de identidad numero 8-047-377
con facultades de apodera
dan lo siguiente;

1l Banco

1. Propésito.

Costa Rica yque 1e Presente "1a:

+A. hasta por-la. suma de US$399.173.00- (valorzeg.:
i “que dicha¢firma:invierta'los?récnﬁké

. en un Proyecto de p{pducciOn'y exportacidn;
de ' puntag: de cautin 2 “terceros mercadoe.??especificam

ente en e}
siguiente rubro-del plan ﬁe‘inversién:: L &nm:, “S:Ex
| | . © ol
Capital de trabajo US$399,173.00 ] 1§ i Q\.
| | R
‘..‘ é {.:’m.:“-:!‘ -:'.r-'m’
- . ) 0 . : ."‘ .‘x" .?#Z.‘”\
2. Régimen de incentivos Y precio de conversioén: R L

La inversién clasifica dentro .
para 1la conversion”, Y se le asigna un precio o valor de conversion
fijo de un 30%. ' ‘

Lo anterior, dentro de los lipe

bara la conversisn a colones.de;titulos'de la deuda externé;del
Banco Central de Costa Rica" T .

3 Titulos en colones:

A cambio de los titulos de la

deuda, el Banco Central eéntregara
documentosg en colones (Bonos de

EstabilizagiénFMonetaria)ﬁggnalam
siguientes caracteristicas; '5;>"““§
a.

Los montos seran jos resultantes'deiaplicar;-a loé'balﬁréaqtg



de conversion definidos on el punto anterior, el tipo de cambio

Tibreinterbancario para Ja cumpra de divisag vigente al momento
el que se formalice la transaccion.

versioén, mas tres anog, Si se opta por un margen mayor q.esqs;
tres anos, éste sge aplicara por igual a8 ‘todos los titulog en ' .rala.-
Nes que se entreguen en el canje.

c. La tasa de interés la determinara

Rica con base en 1csg vencimientos de los :Bonos de Estabilizacion:
Monetaria .o titulos simj i

4.. Control Y fiscalizacioén:

A efecto de que el Banco Central.
control sobre 1lag

transaccién, 1os

'pueda'ejercer"\nmjadecuadoi
. inversiones. que  ge ~realicen con. bage .enziesta}
Técursos ; en colones producto de 1la conversién:
la deuda deberan sger depositados Y administrados:

a cuyo efecto ega entidad bancaria se commremae.

siguientes condiciones;:

-

2.  Previamente a 1la formalizacién de 1a transaccién, “el1:
BANCOOP pPresentard al Banco

Central evidencia de que analiz6:elZ
broyecto y lo evalus para determinar. gy factibilidad econémirn—€¢. =
hanciera,

’

b. Ei sancuop serd el depositario
dus originados en la conversion,
forme: se ejecute el plan d
fondos no utilizados deber
Monetaria emitidos en el canje.

c. El BANCOOP ‘fiscalizara el
Se:realicen con base

e informara al Banco Central, cuando asi se ]Je solicite,}_sob;ef
el avance Y resultados del Proyecto. ’ T

5. Contrato de exportacién:

se les deducira Cualquier suma
elado por concepto de amortizacién © refinancia-



-t
“ é
cion. Los intereses vencidos de di /4

cancelado al momento de formalizar el canje por titulos en colones,
podran ser tratados alternativamente como. sumas pendientes que
serdn atendidas de conformidad con 1los términos que se lleguen
a negociar con los acreedores externosg de Costa Rica, o ser incluis
dos en. la operacidén junto con el principal de los documentog, -

7. Rendimiento de garantia:

E1l BANCOOP rendird al Banco -éntral vuna garantia equivalente
al 15%.del valor facial de 1o0s titulos de 1a deuda externa. que
Seé presenten para el canje. Tal garantia debera -Sujetarse ‘en :todo

eXistentes sobre ‘el- pParticular., ~. 'En

'i'.'lcump,l.;i--.
miento que se detecte. vy
A ey
8. Registro de capital © de deuda: R
" T3)
Se autoriza el registro de ca

. L

_dUe puede ' ser" ampliado a juicig :1,_de_
i razonesg- Plenamente justifica<’

das. Para otorgar 'dicha ,ampliacién, -

el : derecho -de ‘modificar ?1a

el Banco Centrall ser,reserva=

5 condiciones- aqut establecidas _par
el " intercambio, gj considera que. 13 situacion existen't‘e\-,.en‘..cg_'ge' El
momento,: amerita modificar alguna . o.alaunae - §

" “~Ztales .condicinnag .


http:justif.ic

el
firmamos en la ciudad de S&n Jose, ’/{é
A los veintiun dias del wes de marzo de mil novecientos ochenta -%~-~
Y vwcho,

TR O\

P B
- . R ”-
Ir & / -;\ el ¥ S
‘arlos Hernandegz Rodriguez

‘ B ==
. MarcOS'Salazug Gambero .- —“\\SQ
'/Banco”Central de Costa Rica P/BANCGOP — .
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CONTRATO DE ADXINISTRACION
BANCOOP R. L. / CLIBRTE

-}



1"
12
13
14
15
16

17

13
20
21
22
23
24
25
26

21

29

po |

CONIRATD DE MANDAIN

Entre ol BANCQ COOPEERA'IIVO COSTARRICENSE R.L. de esle domirilio Deport

e
mento o mercial, con cédula de persona Juridica nimerq tres- cero cero cuatro-

cero
sesents y un mi) doscientos sctents -y cinco cerp tres,

inscrita an el Ministerio de Trae

r'o_quinientos ochentz y tres, Tomo

dos, Folig trescientos quince, Asientg mil setecj

entos trece del veintisiete de ‘dicie mbpy

de mil Novecientos ochenta y tres, y —ae

7.y con cédula uridica nimero tres -cien.

efectos de este contrato simplementL

"BANCOOQpP" Y Por su funcibn en este contratg ¢

omo "E} Mandatarip" Y viene fepresen-

Lado en este actg por sy Gerente, sefior Federico Herrero Serrano. quien eq mavor,

Cid=-

sado dos veces, Economisty Agricola

1. vecing de San Pedro de Montes de Qra, cédula
nimero ung-

doscientos sesenta y ochg- cuatrocjentos siete, cuva Rersoneria juridica

consl:

—U-Q-ﬂl.brame_cﬂ.m.n_;_-zi—;mcn 10"a Mand

ante'y viene representadn en petn

actn nor el

| Sefiar Mareq Antania Peres Bonilla, I Byar, casadn 1ina uez,

Adminiqf'radnr de Fm'm-pq&.-h

con cedula de Identidad nig ero_uno-trescientog sesenta vy cy

vecino de Residencial L gg Colegios,

Asiento
noventa y nyeye,

CONSIDERAND g; 1-

oceds a intercg mbisr, por titulpg en

colones, pagarésg de la deuda piblicg externa, emitidog por el Banco ‘Central 'de’ Costa

i399.173.00(Trescientos novents v nueve mil ciento sat:

tenta y treg Jalares), —e—emo

2-  Que los TeCursos en colones producto de 15 conve

Ision de los titulos de 1 deuda, te-

beran ser depositados y_8dministrades pPor un Baneg Intermediario. siendo jnteres de Pﬁ

N\



16
18
17

2

22
a1
24
28
28
27
H )
23

30

Contento de Mandato
Pag. N? dos

Primorn: Para efecuthr el Mandgtp, el Mandante denokitaes co BANCAODP R

1a cuma

_firma ecte conteatn

V.5, $6R.852,34 (Scepntn-y nmmummmmmmw@_a_h_

Scqunda: £an este dinero seqin disposiciones del Mandante, BANCOQQP R.L. proceders

8 la compry de titulos de _deuds externa de Costa Rica del Tramo U, por un monto de

U.S. 3399.173.00(Trescientos novents y nueve mil Ciento setenta y

(Valor facial) al Swiss Bank Coporation Brand.,

tres con 00/100),

Tercero: BANCODP, R.L., trensferirg al Banco Central de Coste Rica, In totalidad de

los titulos de deuda externa edguirides y recibe de #ste, Bonos de estabilizacibn Mone-

tario en las condiciones y términog indicados en el scuerdo de 13 Junta Directiva de)

Banco Central de gy sesion N04265-87, Articulo 5, celebrada el 23 de d

iciembre de

1.907, v e) respectivo scuerdo establecido entre BANCODOP R.L.

Cuvartos Lgs Bongg de estabilizacion Monetaria Tecibidos por BANCDOP R.L, permane-
ﬂmﬂmuammmmwm £on lo estioulado en m] acuerdo

Y el Banco Central

1a_Junin Directiva-del Banca Central de

Quinto: BANCOOP R.L.

a_liquidar los Bonos de estabilizacion monetaria 8 traves de aug Agentes Aytorizados

en_J1a_Bolsa Nacional de_Valores.

Sextn: 8 solicitud de

.Y de conformidad can la ejecucion del plan

Inversiones,

BANCOOP R.L. girara a el producto de 13 venta de los Bonog de estabili-

zZacith_monetaria., Hientras elln ocurre,

los fondos no vtilizados permaneceran’ en Bonos
de estabilizacion monetaria_en Custodia

Septima: ===, 5e compromete a invertir log recursos

|_el proyecto de produccion y exportacion de puntas de cautin p terceros mercados en

el rubro de copital de Irebaj, de conformidad con e} plan_de Inversian aprobado por

L1n Cuminian de Craditn de BANCQOP.R.L.

l t | l | .o l | ] [ l. e l l N conyve .—n

LProducto de la conversisn en

2 Lonuro et g B ROterer vigerte |

Octavo: . ..-

i . rendirhd a BANED QP una_qarantia equivalente al )¢

$% del valor fa- {.


http:olcbra.oj

3
"
13
H
3]
n
13

b1

Contrate de Mandato
Peg N® tres.

cinl de los titulos de In deuda externa que se presente para

el canje ante ¢] Banrg Cen-
tral: tid gnronlin deberb tuylerce en toda o lna requlsciones qQoncralen cwuntentes enbre
cl particular. €n el caro de incumplimiento en lo relztiva a lo scfialado en la_clausula

relimn 1o qoarantin merd Circutndn por BANCDOF R.L. propore

lonalmerie o) grado ge |

et mplimiento que se detecte.
Novena: Las pertes acuerdan que BANCOOP perciburd por eoncepto de honororios pur

e ¢ i .000.0

nil colones), v a= mutorize A "o

ite del fondo lom maontns corresnondienten, Oueda

g
luns e lan disno-ieiniea bancarias que reaulan a Brr hanroes privadne con reeapct

Qaextd

Yipn oe erryicion

tamhitn BANCOOP nutarizads parg |

Decimo: €1 presente Mandato tendra una viguncia_de tres meses, contedos a partir de

sy firma, no obstante en caso de necesidad podra Ienovarse por periodos iquales hasta

-3 sea_congluido el plan de inversipn presentado por finalizach tambisn e]

HMandalo ayn an d a

fcom n abolsos u

 Dcima Primern: BANCOQP sotregarh

2! Mandant 12 final i L H;

1o entrega del ‘afurme BANCOOP QQzard de un plnzn adici

onnl de 15 digq hahilea des- |
L oupa de In pe ‘acian del Mandato y el Mandante tenden quince dias parn ohirtar o

fiere da clivmila sextn anterior, Jog Bonos de estabilizacion 52 hubiern concumido,—— |

¢ ] o . . . \ informg
t . t ] t log § i

s conforme y firmemos en la ciudad de San José el dis veintidos dc merrzo _de mil no-

veciettosiqetenta y ocho.a las Hos p.m.
7

Imm 51['( h <ﬁ-/ \

’ (4
Sr. Marco Antonia Perez Bonilla Sr. Iyederic:/HerzM%no

—
Apoderedo Generalisimg -~ - . -

Gerente General- BANCOOP R.L.

/é;..
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REMISION DE GARANTIA AL BANCO CENTRAL

3



MNQOOP &y BANCO COOPERATIVO COSTARRICENSE . L.

Telefono 435049 — Apasudo 486-1(0)7
Sian Jose, Costa Rica

SOLICITUD PARA GARANTIA

Monto ¢ 4.382.919.60
......................................... Monto $

O Participacion K Cumplimicnto
I |

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

Fecha vencimicnto para presemtacion de oferas ....wevevorroooes
Plazo: ... 3.Meses Fecha de vencimiento .....2..§..99..i!49.i9..g§...1.:.9.§.8. .............
Licitacion O Pablica O Privada N e
Para: . Sarantizar plan de Inversion de - e 9. conformidad con el punto 7. del
._aszs%?r.sie..f..ir..rnés.i.?..sn.t.rs..@.&t?.@gg.*?...Fi.-.l.-.:..y..s.!..@.ans.q..C..sn.t.r.a.l.l..s!s...c..eat.é..B.i,s;.a..?.!..2.1..9.9..(03(:.
zo de }.988

Pablicada en Gaceta Nv o del e
Adjudicada en Gaceta N ..o del e
Garantia ofrecida:

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

Firma ..Mar.co..A..P.ér.ez.Bonilla...\ ]

Cédula N*

NOTA:

Favor presentar la siguicnte documentacion como requisito para darle tramite a su solicitud:

a) Copia del cartel de licitacion, ‘

b) Balance de situacion y Estados de Pérdidas y Ganancias debidatnente auditados de los ires
Wltimos aiivs y owo a la fecha mas reciente,

¢) Lista de accionistas y su partici

pacion en el capital de la cmpresa.
d) Copia de la escritura de const

itucion y modificacion a la misma.
Costo del servicio:

Participacion’ trimestral o fraccion minima G
Cumplimiento: trimestral o fraccion minima ¢ 200.000.00

\
Para uso exclusivo del Banco:

Comusion ¢ % 6:§£0— 66' ?L

Timbres
- Estudio
TOTAL 8
Y
\

Gv;,\..u._' AJL (np--—{(: ()c (,ﬂla]-T)


http:200.000.00
http:4.382.919.60

BANCOOP - BANCUOCOOPLRAIIVO COSTARSF “ENSE, R. b. :
[f'ﬁ TELEFONO"33-50-44 APARTADO 33 - 1000 Ly .

SAN JOSE. COSTA RICA. 8. r

= >

GARANT1A DE CUMPLIMIENTO : -

Scitores: BANCO CENTRAL DE CUSTA RICA

Estimados sefiores:

Sirvase tomar nota de que hemos establecido a favor d

e ustedes una garantia de pago
irrevocable sujeta a los siguicntes términos y condici

ones:
NUESTRO NUMERQ: 1"+ *GC-91
POR CUENTA DE:

POR ORDEN DE:

A FAVOR DE:- BANCO CENTRAL DE COSTA RICA ..

POR VALOR DE: CUATRO MILLONES TRESCIENTOS OCHENTA Y DOS MIL NOVECILENTOS
UTILIZABLE a partir del giy” ECIVVEVE COLONES CON SESENTA CENTIMOS
a partir del dia: 28 DE MARZO DE 1988 hasta las

quince horas del dia 28 DE JUN1IO DE 1988

GARANTIZADO:  ppay DE INVERSION DE DE CONFORMIDAD CON EL PUNTO 7
DEL ACUERDO FIRMADO ENTRE BANCQOP R.L. Y EL BANCO CENTRAL DE
COSTA RICA EL 21 DE umw,lwlaa."

e

. ectiva esla garantia |a presentacién del docy-
mento original.

El uso del valor de esta garantia
por el valor correspondiente
da por ustedes a Banco Coo
las cuales hacen efectiva lag
me responsabilidad nj compr
hacer efectiva exponga:

debe ser hecho por ustedes
acompanando al giro una declara
perativo Costarricense, R. L., exp
arantlia. El Banco Cooperativo Co
omiso alguro por la veracidad

girando a nuestro cargo
cién en duplicado dirigi-
oniendo las razones por
starricense, R. L., no asy-
de las razones aue nara

BANCO CENTRAL DE ‘COSTA RICA -
en la declaiacion mencionada en este parrafo,
.ni en verificaciones, todo lo cual ¢1eda a rie
el Banco Coopcrativo Costarricense, R. L.,

ni se obliga a intervenir en inspecciones
sgo do los interesados, en consecuencia
se limitara a efectuar el Pago de la suma que

. BANCO CENTRAL DR COSTA RICA.

gire en las condiciones antes expresadas, dentro del plazo de validez de esta garantia.
Si al venci‘micnto de la garantia, ésta no ha sido hecha efectiva, su validez caduca au-
tomaticamente y tanto nuestros principales, como los suscritos quedan desligados de
todo éomb(omiso 0 responsabilidad, no solo para lo futuro sino que también a lo refe-
rente 'a lod, hechos ocurridos durante |a vigencia de esta garantia.

Nos suscribimos de ustedes sus atenlos y se

(N2

10s servidores,

\

L RS
.0 N / I .o K
N emeemcm— - . 2.
Firmas m.\i;\mdus

\ BANCQ; COORERATIVO COSTARRICENSE, R. Ls ..
A\
)



http:ELEIONO33.50.44
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RECIBO DE DOLARBS DEL CLIENTE PARA
LA COMPRA DE LOS TITULOS



BANCOOP Y

10 coorerativO COSTARRICENE W, L

/ \r' — 22 de marzo de 1.988

Sefior:
Marco Antonio Perez Bonillg
Apoderado Generalisimg

Por este medio hago constar, que he mosg recibido e) cheque

N2 021443, del Banco Central de COsta Rica, por un monto de
U.S. $ 50.000.00 (Cincuenta mil dolares), y el cheque N2 102 dej
Bank Of América por U.S. $ 18.857.34 (Diesciocho mil ochocien-
tos cincuenta y siete con 34/100). Dichos recursos seran emplea-
dos para la co mpra de titulos de deuda extefna » de confor midad

con el Mandato que se establezca entre 1a £ iﬁpr%a
y BANCOOP R.L.

Atentam ente,

Banco Ceoparative Costarricense R.L.

N s'(. ) -~
Sn* /ht § m.
Gamalifl Alvarado Bogantes.

ATDO, 850 - 1000 PAN JOSE TELEX 520 BANCUP O. BR. TELEFONO 83-80-¢¢ 8ANM JOSE.C. R,


http:18.857.34
http:50.000.00

G- CONFIRMACIOR DE COMPRA DE TITULOS Y DEPOSITO
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ASSIGNNENT AGREBENENT ( Prelinminar )



AFNWIE

LU

AT TN

EFCR N LTI

KARow v, Lagn

BANCO COUF&RAL1VO COSTARRICEUSL . L.
COSTA RICA

MARCLL BALAL AL GAMBEKO

SWISE BARK '..URI'L)I\'A'IJ'UH, hkw (UK

KURT SUHMID

ASETGNMEN MNoRLELKEN] LATI:L Bhewt,, Sy e

BIELWhN 5wy win EANK CURDIURAT Vi ARL  alce,
COOI'ERAT LIV L.CJSTI:RR]CEHSE R. L.

N\
\
] .
N v \.
\ \
HQ. KATC,UL SALAZAR GAMLEFO
' wUB GERENTE GEUTLAL
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ASSICNMENT AGREEMENT

March 23, 19gg

TO: Banco Cooperativo
Apartado 8593-100¢
San Jose, Costa Rica

tn: Ing. Marcos Salazar Gambero

COstarricense, R.L.

Gentlemen:

We refer tqo tha Obligationg -
(the n i

. Y agree ¢o sell, ransfer apq
A531ign tg You, ang you hereby

all our right: title ang interest in ang under the
Obligations, °n the followj 1

9 Date, ang until delivery thereor to
You the Documentation will pe held by yg for your account.

8,857.34, Such Payment shoulqg be
Ouse Account no, 0-467-860050-080 of

W York Branch (ABA no, 026007993).

Closing Date and, in the event
that You recejve any such interest or fees, You shal) bPromptly
1 €St or fees (as



interest or fecea, we chall Prompt)
hd credit Such interest or fees (ag
dccount no, 5006~60009 with Bance

’ Florida, to the account
of Dancoop R.L., with teleyx advice to 3230 Banccop.

take a1l other actions
reasonably deemed necessary by us to effact Such assignment
Pursuant to the Documentation.


http:againei,.us

simited to, 7/ .ie fees and disbursements of ! . legal counsel.
Any notice to be given hereunder, other than in accordance
with Secction 4, shall be in writing and sent by telex with
confirmed answerback or by facsimile transmission and will be
decmed to be given when rcceoived. Each party will promptly

excecute and deliver all further instruments and documents, and
take all further action,

as may be necessary or appropriate to
implcement the terms of this Agrecment.

(6) Except with respect to the representations,
warrantics and agreements contained in Section 5, this

Agreement and the assignment made hereunder shall be made
without recourse, and we shall have no liability to you under
or in connection with the Obligations. We do not make any
warranty or representation nor shall we be responsible for (a)
any statement, warranty or representation made by any obligor
Ox guarantor in or in connection with the Obligations or any
document relating thereto or for the financial condition,
creditworthiness, status or nature of any such obligor or
guarantor, (b) the proper execution, leyality, validity,
enforceebility, genuineness, sufficiency or collectibility of

the Obligations or any document relating thereto or (c) any
event of default under the Documentation.

You acknowledge
that you are familiar with the Obligations and the
bocumentation. You also acknowledge that you have,
independently and without reliance upon us and based on such
information as you have deemed appropriate, made your own
credit analysis and decision to enter into this Agreement.

(7) This Agreement may be executed in any number of
counterparts and by different parties in separate
counterparts, each of which when so executed shall ke deenmed

to be an original and all of which taken together shall
constitute but one and the same instrument.

@



(8) This Agreement shall be governed by and
construed in accordance with ¢t}

1e laws of the State of New
York. This Agreement contains

the entire agreement between
the partice hereto and supursedes all prior otal and written
stataments.

Please confirm your agreement with the fore
executing the cnclosed c

going by
opy hereof and returrning the
us.

same to

Very truly yours,

SWISS BANK CORPORATION,
NEW YORK BRANCH

v A S0P

chmid

esident
piden’,

——

Y
Title: /é
v LoD Spictjarse

irst y

Agreed and accepted as of the
date first above written:

BANCO COOPERATIVO COSTARR

ICENSE, R.L.
. —<if’~jifi:iL .
(G 'f? :
By V/ / \\T\\\
Title: Z;”—___—‘—"///

loe Prosidene



OBLIGORS:

AGREEMENT:

COORDINATING AGENT:

EXHIBIT A

DESCRIITION OF OBLIGATIONS

The Obligors identifjed in the Agreement referred
to below

Agreement, dated as of September 9, 1983, as
amended and restated as of May 29, 1985 . among
Banco Central de costa Rica, Republic of Costa
Rica, the Obligors, Banke and Syndicate Agents
listed on the signature pages thereor and Bank of
America National Trust and Savings Association, as
Coord.nating a

gent (including the Guaranty set
forth therein)

Bank of America National Trust and
Savings Association

AMOUNT AND TRANCHE OF

OBLIGATIONS ASSIGNED:

U.5.$399,173 (Tranche 11I)



EXHIBIT B

NOTICE or ASSIGNMEHT, ACKHOWLEDGHEHT
AND AGREEMENT TO BE BounDp

— , 1988

and Savings Association, as Coordinating Agent
315 Hontgomery Street, 15th Floor

Californja 94104
tention: Ms. Sharon Sch

wartz
Globayl Agency

Telex: 2163 BANCENT
Attention: Robertg

Avendano
Oficing

de Deuda Externa

Re: Agreement, dated ag of September 9, 19s3, QS amendeg
and restated ag of May > » 1985, among. Banco Central
e Costa Rica, Republje Of Costa Rica, the Obligorg
Banks anq Syndicate Agentsg listed op the Signature
Pages thereof and Bank Anerica Nationa} Trust ang
avings Association, as cQordinating Agent (including
the Guaranty get forth erein)

Gentlemen:

"AS
C + R.L. (the “Assignee") of a of the
Ssignor’g right, ti¢ €, interest and Obligationg Under gycp
agreement with effect fro ¢« 198 the Aggregate
Pfincipal amount op U.S.$399,173 (Tranche I1I) togethey with
ACcrued Nteresgt thereon in respect of any perieogd commencing
N or aft —., 1988,

'Grees to he bound by,

greement,
‘itle, interest and obliga

the right,
86igned to

the extent of
nNsferreq and g



all of the Assignor’s obligationg under, and to pe under
' Sare obligationg towards each of you asg j
.ginal bank bparty tg,

£ it had been an
such agreement with respect to euch
-ncipal amount,

the assignee £or notices-anqg other
is Apartado 8593-~100¢0

r San Jose, Costa Rica,
Marcos Salazar Gambero,

All payments to the
account no, S006-60009 with Banco
1l de costa Rica in Mlami, Florida, to the account
Bahcoop R.L., with telex advice to 3230 Bancoop,

4. Thig Agreement may bz executeq b
the Assignee {p Separate counterparts, e
executad ang delivered chall be
all of which

taken together sha
€ agreement.

Y the Assignor
ach of.which when
deemed .to be an original
11 constitute one and the

IN WITNESS WHEREQF,

sed thisg agreement to be e

each of.the unde;:
igent thereunt

‘Signed has
Xecuted by itg official, officer
o duly authorizeqd,

35S BANK CORPORATION, BANCO COOPERATIVO
W YORK BRANCH, COSTARRICEHSE, R.L.,
3 Assignor ' 88 Ass.gnee

— By
tle:

Title:

tle;

e~
Y



I~ ABSBIGNMBNT AGRENBNT Y NOTICE OF ASEIGNMENT RIRAL.
Y RECIBO DE TITULOS DE DEUDA EXTERNA



AN P

TANCS COMTALING ContamKcinn A, &

24 de marzo de 1.588
Ref: GG 1)8-88

Seflor:
Roberto Avendafio
Director Deuda Externs

Banco Central de Costa Ricas
Presents

Eatimado senori

Conformers lo indicado en el punto 3 del scuerdo firmeado

el 21 de marzo de 1.988, entre el Banco Central de Coste r
Ricsy el Banco Cooperstiva Costarricense R.L.
mitimos molicitarle que

Bonos de Estabilizacion

Sin otro particular Y sgradeciéndole su amable etencion, me
es grato suscribirme,

Atantlnonte,

BANCO CODPERA%VO {P\SIARRIC[NSE R.L.
\\ ”‘..'l /}(”

lﬁh, Herp f'Sofoilr Gambero
Subjerente )

\/ 9‘

ATED. 08 « 400 BAN JOBE TM“WGLI!WWM“I JOaL, Q. R,
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PAY 10 THE ORDER oF SWISS BANX CORPORAIION NEW YORK, WITHOUT
R[CUURSE_

—_—— m«ﬁz.aa %@

SECURITY PACIFIC NATIONAL BANK, NCW YORK.
SAN JOSE, COSTA RICA
MARCH 23, 1.988.

PAY TC THE ORDER OF BANCO COOPERATIVO COSTARRICENSE R.L,
COSTA RICA , WITHOUT ﬁ/;s SE. '

- M@@%@Cﬁj

SNISS BANK’ CORPORATION, NEW,_YORK,
SAN JOSE, COSTA RICA
MARCH 23, 1.988.
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ANNEX D
CURRENT COS5STA RICA DEBT SWAP PROGRAMS

As background iaformation, market interest rates in Colones
are 24 to 30 percent for most general lending in Costa Rica.
Debt can be bought at 12 - 15 percent of face valu= but the
rates are going up because of conversations in New York,
Washington, and with the Paris Club to renegotiate foreign debt
and try to take advantage of *he "Brady Plan.*"

Two of the options they are considering are: use IMF/IBRD and
possibly AID resources to buy back their paper at a discount
and some kind of debt swap program.

Debt paper is held by foreign banks for non-performing loans
taken out by the Ministry of Hacienda, the Costa Rican Electric
Institute or company (ICE), CODESA (a Costa Rican Governmental
holding company) and the Central Bank of Costa Rica (BCCR). The
BCCR has been willing to consider swapping debt paper back
through at 30 - 40 percent of face value but in monetary
stabilization bonds. Example: You buy £1.0 million in face
value paper. The BCCR only gives you US$300,000 in Colones in
monetary stabilization bonds paying 23 -26 percent interest,
zome of which may be convertible (negotiavle) and others which
may not be. Long term bonds that are negotiable can be
discounted on the local stock market at about 60 - 70 percent
of face value, depending on the interest rate, the period of
maturity, etc. Non negotiable bonds can, however, be used as
collateral to secure a Colon loan from a local bank if you
"assign" the .ncome stream to the lending bank to pay down your
loan. This is apparently a common practice, we were told.

An important issue and goal of the Costa Rican authorities
1s to try and structure the deal in such a manner that the
"investor" is unable to make disproportionate profits on the
transaction, i.e., they try to ensure that the "investor" makes
what is considered a fair rate of return in Costa Rica - for
example: something in the neighborhood of 25 percent. On the
other hand, the authorities are also subject to pressure from
local groups, like the cooperative sector, for example, and
nave apparently been willing to undertake special programs to
benefit sectors or the economy that have been especially hurt
by circumstances beyond their control (international coffee
price fluctuations, deregulation of local financial markets,
etc.).

There are several other "special" debt swap programs that
are in the making and which are outside the ragwylar Costa Rican
Central Bank program. A brief description of these programs is
presented in the main section of this paper, however,
additional comments are also presented below.

Agricultural Cooperative i
EG[{' Development International '
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ANNEX D Page 2

1) FEDECOOP (Federation of Coffee Cooperatives) and
FEDECREDITO (Federation of Savings and Loans Cooperatives)
conversion program for coffee and savings and loans
ccoperatives.

In these two programs, the cooperative federations will

borrow in Colones from any bank (BANCOOP, for example) - or use
their own funds - and be authorized to buy US¢ cn the “grey"
market (the official exchange rate is about C/. 80 = USS1 but

they are apparently paying about €/.86 to US$1) with which they
will purchase sovereign debt on the secondary market. The
following example illustrates the point: The cooperatives use
©/. 3,600 and buy US$100. With the US$100 they buy Central
American Bank (BCIE) paper or other debt instruments on the
zecondary market. The ECJE paper is apparently se..ling at about
'1S50.16 for face vzlue of USS$1l. This raper is then exchanged in
the Cos .a "ica Central Bank for Colon denominated monetary
£tabilization bonds at approximately 40 percent face value at
“he official rate of exchange. The bonds will apparently pay
about 17 percent interest and are redeemable in 15 years.

The following numbers illustrate the concept: US$100 buys
US$625 in paper which is turned into colones at tlie BCCR at the
nfficial bank rate of about 80:1. This yields C/. 50,000. But
zince the BCCR only recognizes 40 percent of this, the
—ooperative federations are issued C/. 20,000 (USs$232 * at
36:1) in bonds at 15 years earning 17 percent. The federations
may be allowed to negotiate the bonds in the local stock market
or perhaps part of the C/.20,000 will be issued in currency to
permit the federations to pay off the loans they took out to
buy the dollars. The income stream from the remaining bonds
will continue to flow to the federaticns over 10 - 15 years.
Alternatively, a portion of the inccme stream may be "assigned"
to the local bank to ensure payback of the original loan the
federations used to buy the dollars. The remaining income
stream from the moaetary stabilization bonds will be used by
the federations for their programs.

The savings and loans cooperatives (credit unions) will
apparently use the income stream to buy down interest rates the
credit unions are paying on certificates of deposit issued to
members through savings mobilization campaigns, the proceeds of
which were invested in unregqgulated "financieras" or venture
capital institutions which went broke in 1987. Some of the
credit unions have faced serious liquidity crises due to the
failures in the banking systems and have been unable to pay-off

dv Agricultural Cooperative
E]G Development International



ANNEX D Page 3

the CD’s or even pay the interest promised. By allowing the
credit unions to earn substantial "profits" (bicycling effect)
on the debt swap, they will be able to recover.

In the case of the coffee cooperatives, the situation 1s
very similar. Apparently they got into trouble due to attempts
by certain European and local coffee intermediaries to corner
the market for Costa Rican coffee. This bec:ime important when
the European Economic Communicy (EEC) eliminated tariffs on
processed coffee exports from one country to another within the
Community. Large processors tried t» secure direct lines of
supply to be better able to compete with processors in other
countries. The upshot in Costa Rica was that non-cooperative
buyers representing European processors bid-up the praice of
Costa Rican coffee higher than the international price and
oflered "advances" to farmers in excess of what the
cooperatives were paying. So as to be able to handle cecifee ard
obtain repayment for the coffee loans given under the USAIL
financed coffee technification program, the coffee cooperatives
were forced to match the advances offered by the European
processors. S50 the local price was bid-up to levels higher than
the world price and in the end, the cooperatives and the non-
cooperative firms, had inventories of coffee for which they had
in effect paia more than the world price. Heavy losses were
incurred and the cooperatives were forced to borrow to cover
them.

By permitting the coffee cooperatives to buy Jdollars,
acquire debt instrume .ts and, in effect, make significant
profits on the swap, the GOCR and the Cooperativa Institute
hope to recapitalize these cooperatives and solve their debt
situation caused by the "coffee war" between the big processors
in Europe.

2) FOSECOOP (Cooperative Stabilication Fund) isn’t a legal
entivy but a fund to save weak cooperatives. It is a Costa
Rican cooperative strengthening project involving INFOCOOP and
through the purchase of non-performing ICE (government
el ctrical company/agency) debt instruments (reportedly xn the
hands of Canadian banks, primarily), save cooperatives wiilich
have suffer 2d by recent economic turmoil in Costa Rica. In this
scheme, apparently US$ 2.0 million will be purchased by
INFOCOOP at the BCCR at the official exchange rate. INFOCOOP
will buy ICE paper worth about US$0.125 per dollar of face
value. INFOCOOP will exchange this daollar denominated paper at

N
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ANNEX D Page

ICE for 40 percent of face value, which they estimate will
vyield about C/. 500 millions. At this peint, INFOCOOP recoups
it’s original C/. 160 million and the remaining C/. 340

million will earn 26 percent - estimated to be about C/. 80
million per year. This money will be used for four program
elements: a) bank guarantees for cooperatives wishing to borrow
for productive projects, b) to subsidize interest rates on
loans the cooperatives ~ill obtain or already may have
obtained, c) technical assistance, and d) training.

The original BCCR program was closed in 1987 apparently
because of inflationary pressures, fake deals and corruption
within the program, we were told. Adequate controls just were
not in place. The BCCR initiated a nature only program on a
cage by case basis as presented by Costa Rican nature
foundations. Because of pressure from other groups, the BCCR
developed the current program consisting of debt for nature,
gmall and micro business and education.

The official program, the guidelines of which are annexed
hereto, "nacio’ con nombre y apellido" (born with first and
last names), we were told.

In the official program the basic concept is to allow swaps
for Costa Rican foundations who are interested and able to work
in three fields, i.e., a) conservation of natural resources, b)
educational development and c) small and micro- enterpraise
programs. Purchase of land and buildings are specifically
prohibited and other program areas are mentioned, such as:
financing training programs for small business, technical
assistance to small business, working capital loans, purchase
of training materials and equipment (computers, for example).

The minimum amount of any "project" or swap proposal is
US5200,000 and the GOCR has authorized up to 845 million face
value over a three year period. Specific debt instruments are
mentioned (for example: debt covered under the refinancing
agreement dated 9/9/83, later modified on 5/29/85) as being
@ligible. The debt instruments will be swapped for monetary
stabilization bonds that are denominated in either dollars or
colones as per the following:

4
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ANNEX D Page )

Item Dollars Colones
Percent converted: 80 ¥ of the face 100 % of the face
value of the debt value of the debt
instrument instrument
Interest rate: 3 % annual paid 8 % annual paid
semestral semestral
Characteristics: not negotiable~ not negotiablew=
Maturity: 20 years 20 yeara
Amortization: ‘he principal will be paid out only in the

last five years in equal sums semestral.

* Although these are not negotiable, they can be used as
collateral to obtain a loan provided the income stream is
"assigned" over to the bank to pay back the loan.

The Cooperative Bank (BANCOOP) has performed an analyses or
different situations for prospective foundations and other
interested parties. A sample analysis, including a sensibility
analysis is presented in Annex C. The analysis illustrates that
if the "investor" (interested foundation or development agency)
conserves his paper in dollar denominated bonds, the net
present value of a 100,000 investment will be 8235,000, or a
135 percent return on investment will be realized. If the ktonds
are denominated in colones, the net present value will be
approximately $245,000 and the investment will yield a 145
percent return. Of course, this assumes the BCCR will be able
to pay interest as promised and redeem the bonds in cash as
they are held more tnan 15 years.

Several persons we met recommended the investor would be wise
to "assign" the income streams from these monetary
stabilization bonds to a local bank to pay off a loan for
colones which could be used today in their development
programs.
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Debt for Development:

Currently much attention is being focused on the issue
of Third World debt. Daily reports are aired on the
prorouncements of policy makers and bankers in industrialized
nations as well as political leaders in developing nationsg. The
statistics speak for themselves.

The total external debt of developing countries reached
slightly over U.s. $1.2 trillion as of year-end 1988. The burden
of the debt measured on virtpally any scale has been
staggering. Total external debt as a percentage of exports of
goods and services is high and has grown sharply since 1980.
Debt servicing obligations continue to absorb a crushing portion
of resources available to debtor naticns. Policy adjustments
have sharply curtailed their imports of needed goods and
services. Opportunities in countries that traditionally supply
these exports have been sharply reduced.

The interdependency of developing and developed
economies is critical, We must seek measures that trim foreign
debts accumulated by developing countries, lessen the risks of
serious financial crises, and promote economic development. New
initiatives are needed to reduce the hurden of the external debt
in ways that are most likely to foster future flows of trade

credits and other financial capital for development.

\«
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It is in our best interest to promote worldwide
financial stability by facilitating solutions to the Third world
debt problem. Former Secretary of the Treasury Baker supported
the debt for development concept in a September 1987 address.
Governments of several countries, including France and Germany
have forgiven officjial debt to various countries recently. Debt
for Development should be a2 major component of the discussjons at
the economic summit of the major industrialized nations in Paris

next June.
Debt conversion:

Conversion of debt into equity is an old technique. It
is, however, very flexible and can be adapted to the
circumstances of very different debtors. Debt for development is
one special approach within the overall framework of debt
conversions.

Debt for development seeks mutually beneficial
arrangements among several interested parties: the debtor
governments:; the creditor banks; the not-for-profit groups based
in the industrial countries which have substantial operations in
the developing debtor countries; the NGO’sg, universities,
cooperatives, and agriculture research centers in the developing
countries; and the governments of the major creditor banks. The
arrangements need to be wocsked out carefully because of differing
accounting conventions impacting commercial banks from different
industrial nations and because tax accounting is often, if not
always, different from public financial accounting within a given

country.
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Debt for development has beconme a frequently used
term. It has not, however, been defined carefully. Debt feor
development envisions using hard currency denominated obligations
of developing countries experiencing external debt servicing
difficulties as - well as local currency assets that represent a
potential demand for foreign exchange for development programs by
not-for-profit groups. The external debts of developing
countries could be obtained from donations or purchases at a
discounted price. The Process allows not-for-profit groups, in
the industrializea nations and in the developing countries, to
leverage their resources for use in Third World countries. Debt
for development represents an effort which allows interested
parties to convert a pProblem into an opportunity.

The basic building blecks for any debt for development
program are the financial claims that exist on less developed
countries that are experiencing difficulty in servicing their
external debt. These claims are frequently claims held by
commercial banks, but in fact are quite significantly broader
than that.

First, these clainms must include all the external hard
currency denominated loans to all the international creditor
banks whether North American, European, Japanese, or other.
Beyond that, there are many non-commercial bank corporations that
also have claims on these countries. Some of the claims have
been generated because of trade or other business that these
firms have done in the developing countries. Some represent

unremitted profits.



Claims can be divided into: 1) private and 2) public
sector claims. For many of the middle sized or economically
smaller countries, total claims on less developed debtors by
governments or governmental agencies of the Public sector are
significantly larger than are Private sector claims on these
countries. Up until now, only private claims have been used in
these transactions.

Beyond the "hardn currency claims -- most of which are
denominated in u.s. Dollars -- are various types of claims that
are currently booked in local currency. However, the owner hopes
to convert these claims into hard currency at some time in the
future. Many multinational or international corporations that
provide goods or services around the world have generated local
currency holdings in many of these countries. These claims when
they cannot be repatriated back to the head office of such
corporations are often referred to as inconvertible currencies
or, more popularly, "blocked funds." Again the public sector
holds a substantiaj} amount of local currency claims. Funds
generated by the Pubiic Law 480 program for instance represent a
substantial pool of resources in many less developed countries.

The goal of debt for development is to convert these
resources which are troublesome both to the developing country és
well as to the firms or individuals who own them into productive
assets. Normally, the mechanism for doing this conversion of
claims into opportunities is through a debt for equity or debt
for development swap. In undertaking such a swap, the claimant

will sell or donate his assets at some discount to a party that



is able to use them in local currency.

In order for debt to equity or debt for development
conversions to occur on a broad scale debt restructuring
agreements must permit sales of commercial bank debt to non
financial institutions. Fortunately, many of the debt
restructuring agreements Now in effect between debtor governments
and the commercial banks allow such conversions. Also, lawyers
in a number of cases have worked out ways to permit such
conversions to take place.

If a bank does not wish to sell or donate at a discount
its claim on a less developed country, a debt for development
Swap program cannot occur. However, one encouragement for a
commercial bank to sell an obllgation or especially to donate
claims would be an understanding that the projects undertaken
will strengthen the country and provide a stronger future market
for its services.

Also, a less developed country government and in
Particular officials of the central bank, finance ministry,
planning agency, and other governmental units must agree to pay
the obligation in local currency and to allow the resulting local
currency funds to be used for specific development piojects. In
doing the specific Projects within the various less developed
countries, the local not- -for-profit groups within each country
are also important participants. The local not- ~for-profit groups
are important in discussions with government in terms of the
breadth and depth of Program that is required, the priorities to

be set, and the ways of implementing prograns.
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The not-for-profit organizations in the United states
Oor other industrijal states want to be able to conclude a debt for
development Swap reasonably quickly and efficiently.
Furthermore, they seek to work with and strengthen loca}l NGO or
Cooperative groups in the developing countries through
development and implementatjon of mutually agreed upon

Projects. 1In the past, not-for-profit groups have had difficulty

Qf zourse, thig means that care must be taken to
minimize, potential inflationary and negative budgetary
consequences on the less developed country. The Possibility of
Creating trust or endowment funds would allow substantia}l long-
term resources tp be accumulated but the actual impact on the
local money Supply minimized and made more manageable.

The governments of the major industrijal nations have an
interest in seeing the 7Third World’s debt Problem worked out in
as constructive and Painless a manner as Possible. The debt
problem is not only a concern to the financial system and
financial institutions, but it also nNegatively impacts other
firms that have Or would like to sell gocds and services to the
developing countries experiencing debt servicing difficulties.
Countries in the midst of.an austerity program are not good
Prospects for new business. Also, as mentioned earlier,
gcvernments and governmental agencies of industrial countries

themselves are significant creditors to developing countries.

4
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Austerity measures required by lenders have had a
devastating impact on the standard of living and the quality of
life for citizens in developing countries. In their effort to
stabilize their economy and raise the foreign currency needed to
repay their external debt, these countries are not making needed
invesiment in their own country. The average investment rate in
Latin Americs‘was 24.5% of gross national product in the 1970g
compared to 16.5% in 1988, Per capita GDP went down 2.1% per
Year between 1981 and 1985 and has been stagnant ever since.
Expenditures for infrastructure and social prcgrams are necessary
for the growth of the local eéconomy not to mention the
amelioration of existing social conditions. Instead, needed
capital is flowing back to creditor nationz; debtor nations
currently are repaying loans and servicing debt with foreign
exchange to a far greater extent than they are receiving new
loans. Debtor less developed countries are transferring about
$30 billion a Year to the developed nations. Economically this
is an untenable situation.

Increasingly, social deve;Opment efforts -- spending on
health or education -- are sesn as expendable in tight economic
times. Yet Protecting the health and educational opportunities
of today'é children are the most basic of investments in a
country’s future Physical and mental capacity. Health statistics
show the impact. For instance, in Brazil’s impoverished north-
east, infant death rates increased by almost 25% in 1983-84 as a

result of economic recession. Rising death rates among children,



rising pPercentages of low-birth weight babies, falling figures
for the average weight for height of children vnder five and
lower school enrollment ratios among 6 to 11 year olds al] point
to the decline in the quality of life. Hope falls with the level
of social investment. The per capita income of the average Latin
American was 9% lower in 1988 than it was in 1280. Recent cuts
in LDC government spending have fallen disproportionately in tre
health and education fieids (24%) Compared to a 9% cut in
military spending. Yet the Proportion of national budgets
devoted t.. “Liltary spending is already 30% higher than the total
Spent on health and education.

The attached table (Attachment A) shows the impact of

debt on Latin American economies.
Development and the Epvironment:

Environmental concerns must also be addressed by
development adavocates. Fifteen years ago, it was widely believed
that the environment was an industrialized world problem - a
function of affluence unrelated to the developing world. Today,
the deforestat’ ~n of lands, the erosion of soils, the silting of
lakes and rivers, the natural disasters of drought and flood and
industrial disasters such as the Bhopal incident show that
environmental concerns affect the developing world also. Rising
concern cver the depletion of the ozone layer from emissions of
chemicals such as chlorofluorocarbons (CFC) and methane, the
warming of the earth’s atmosphere gue to cthe greenhouse effect of
carbon emission from fossil fuels, ang the unknown but certainly

serious consequences of the destruction of the world’s tropical



forests and other ecosystems show the pervasiveness of
environmental problems and the world’s increasing
interdependence.

In considering how best to change the lesg developed

country debt problem into an opportunity, one must look at the

the environment, it should be realized that local People do not
slash and burn forests out of likaness or a desire to cause
Problems elsewhere. They slash and burn forest areas because
they have the Pressing needs of obtaining land whijch will grow
more crops as compared to the poor soil that they used 1ast Year
or need fuel to keep warm or to Frepare food. Therezore, a
comprehensive approach is needed to assure that the resources
used will have the desired resul;s over the long run. TI1f people
are hungry or cold or have no option to feed their families than
to cut and burn a forest area they will do it.

If however, an economic development program includes
environmental conservation and Productively uses envirormental
resources and if the local inhabitants can understand that
maintaining a forest or providing for sustainable development is
more important teo improving their livelihoods than is
continuation of existing practices for survival, then one has
hope for saving the world’s fores’.s and even expanding them. The
world’s best hope for conservation and enhancement of our

renewable environmental rescarces comes through a carefully



balanced development program.

resources within limits of environmental good sense. For it

profits developing countries little jif the development of their

effects with health implications for the citizens ot the
developing country as well as worldwide. Development ig

fruitless jf by improving ore situation we unwittingly worsen

another,
Obtajning DRebt .

The Secondary market for LDC debt is corposed of
investment banks, commercial banks, such as the major money
Center banks with internationa} operations as well as regional
banks, ang traders and specialists, Accounting or law firms can
play an important role. The Prices of Lpc debt have been
declining from 67 in January 1986 to 36 in November 1988,
according to a weighted index developed by the Intrados group.

The debt for developument concept includes varjous
alternative ways to obtain debt: 1) donation of existing
external debt of commercial banks or other firms to rot-for-

profit organizations, 2) donation of interest arrears, 3)



identifircation of investment opportunities, including joint

ventures, 4) purchase by not-for-profit groups of debt on the

In the first instance, creditors may in effect donate
LDC debt instruments. For a vu.s. taxpaying creditor, %he

donation to qualify as a tay deduction under Revenue Ruling g7-

codes. However, from a strictly, financia} point of View,

donations are equal to writing off the debt ertirely. Banks may

Such agreements:

l. Debt for development could be used ag an exit
vehicle for banksg holding smal}l portions of a country’s
outstanding debt, This could be helpful in streamlining the
negotiating process. Generally, only 20 percent of the total
number of creditor banks hold about 80 percent of the total
commercial bank debt. A prcposal might allow al}l banks to donate
up to a specific amount of debt or allow only banks with up to a

certain level of ¢Xposure to use this option.
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2. Bank steering committees could allow some portion
of the total interest payment to be used for agreed upon debt for
development projects within the country. This might be
considered where analysis snowed that the country would be hard
pressed for some limited period of time to pPay in hara currency
the market rate of interest, especially with recent increacas in
rates.

3. In debt for equity conversion programs, there is
generally some loss to the bank that supplies the debt used in
the conversion. 1In cases where banks were using their own debt
for conversion into investments for thuir own account, the
difference between the face value of the debt and the conversion
rate could be devoted to debt for develcpment prograhs. This
would allow the commercial bank to record a donation rather than
a loss in its public financial statements. Research important to
the investment pfoject Cr education or medical care for workers
involved in the Project could be undertaken.

4. Also, variations on the Mexican external debt
exchange transactions could be considered. For example, the
banks’ steering committea anJd the debter country might agree that
any bank willing to make a donation to a debt for deyelopment
fund ot perhaps $0.XX cents conld exchange $1.00 external debt at
face value. In this way, the banks and the country would agree
beforehand on the percentage discount on the external debt that
is mutually acceptable and the target or maximum amount of
external debt to be exchanged. The country could be assured of

the maximum amount they would refinance. Also, individual banks

- 12 -
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would not have the problem of having to write down the value of
debt that was offered for exchange but not accepted. Finally,
the portion of external debt written down would not simply vanish
but would be used for development projects that all parties
believed to be beneficia).

5. Debtor governments might be able to allow
commercial banks to shift the implementation of certain
responsibilities to not-for-profit organizations. Some
governments require banks to have a certain rercentage of their
lending activity in small business loans or loans to "small"®
farmers. Some not-for-profit groups might be better able tb
carry out these labor~intensive policies since they often have
offices throughout the country while foreign banks usually have
only one representative or branch office in the capital city.
For example, if governments would agree, banks might contribute
the amounts they are required to lend to micro-enterprise
activities or to "small" farmers to not-for-profit groups for
them to implement this policy directed lending.

Arrearages might be brought current through a debt for
development program. Commercial banks might have a financial
incentive to donate arrears that were valued, for accounting and
regulatory burposes, at full face value into a debt for
development fund.

The economic incentive for the banks results from the
differences in treatment of interest arrears from a tax and from
a public financial accounting viewpoint. Generally accepted

accounting Principles for public financial statements do not
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allow a bank to accrue as income interest pPayments that are more
than 90 days past due. However, for tax accounting purposes the
90 day rule does not apply. Therefore, banks subject to U.S. tax
continue to accrue interest income and are subject to tax on such
accrued but unpaid income.

The advantages of such donation are numerous:

1. The indebted country clears up a portion or all of
its interest arrears without spending scarce foreign exchange.

By bringing the debt current, U.S. or other industrial country
regulators might be able to reduce the severity of the country’s
classification regarding its Ccapacity to service its external
debt (thereby increasing the likelinood of néw loans.) The
country is provided more funds for broadly defined development
efforts. Of course, care needs to be exercised to assure that
resources are devoted to Priority needs of the country and are
within an appropriate macro-economic framework to manage any
inflationary potential of the transaction;

2. The banks reduce an obstacle to a rescheduling
agreement (the need to clear up interest arrears), get credit for
a donation without having to arrange additional loans, and most
importantly, have a positive cash flow from the refund of taxes
prepaid on the unpaid interest;

3. The not-for-profit group in the U.S. and the local
groups with which they work obtain additional resources for
development activities in the affected country.

Joint ventures and other investment opportunities are

another form of debt for development. In this instance, the

e
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investment opportunities involve the conversion of LDC debt held
by commercial banks into equity or local debt with SOme special
function. The resultant monies are then invested in projects
which have a growth potential in economic and social terms.
Examples are housing projects, production for export or to
substitute for imports, rural electric and credit entities. To
date, the cooperatives have developed most of the project
Proposals in this area.

Another method is the purchase of debt or blocked funds
on the secondary market and converting it into local currency.
This is the technique utilized in the publicized debt for nature
swaps in Costa Rica, Bolivia and the Philippines where the
resulting local currency has been utilized to purchase and
protect natural resources such as rain forests and park lands.
The process of converting debt to productive use in a developing
country could be expected to involve the following scenario.

The critical initja)l Sstep for a debt conversion is to
obtain the approval for the proposal from the host ILDcC country
involved. This Process can vary from country to country,
depending in particular whether or not a program for debt
conversion has been incorporated in the underlying restructuring
agreement. Such approval usually involves a discussion with the
appropriate people at the Ministry of Finance and the Central
Bank and sometimes with other departments of government as
well. Normally, the host government will want the prcject to be
very specifically delineated. The terms of the approval, if

obtained, will set forth in some detail the nature of the
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project, the amount of money involved, the date by which the
conversion will be executed, and the particular type of debt to
be used in the conversion process.

Once the approval has been obtained from the host
country, the actual transaction must be undertaken at this end.
Private groups, individual brokers, traders, specialists, or the
Debt for Develorment Coalition, on bahalf of the particular
member or members involved, would approach the various players in
the secondary market of such debt to discuss the financial
details of the transaction with them and to obtain an indication
as to whether or not they are prepared to handle this particular
transaction and, if so, on what basis and at what cost. Then,
taking into account the speed and quality of services provided
(including documentation services), safequards against potential
risks, and the competitive costs, a financial institution is
chosen.

An important question is how much time will it take to
execute the transaction. 1In those countries such as Brazil where
a program authorizing such debt conversion is already in
existence and the secondary market is functioning fairly
smcothly, a transaction c€an usually be completed in anywhere from
24 to 48 hours. In those countries that do not have su:h a
program, it will vary depending upon the nature of the
transaction and the particular country involved and will, of
course, take a substantially longer period of time.

Financial institutions handle these matters on a "cash

basis", that is to Say once the bank has identified the sourcing
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of the debt and has agreed to handle the transaction, it will
normally request the dollar amount "up front". By demanding the
cash up front the banks elimirate the credit risk. Basically
this is the risk that once the financial institution buys Third
World debt for a client, the client jis unable to come up with the
money to buy the debt for its own account. There are various
technlques that can be used to deal with this pProblem, such as
arranging simultaneous transactions or using options.

Financial institutions are willing to consider various
sizes of transactions, especially where the discount is steep.
As a rule of thumb, many Ssecondary market participants have
indicated that the minimum u.s. dollar amount for a debt

conversion transaction is $500,000. 1In sourcing the debt tor

usually they will go into the secondary market through their
"trading" account.

The documentation for Such transactions is, of course,
extremely important. In practically every instance lawyers are
involved at both ends of the transairion, but this documentation
is becoming increasingly standardized. The Principsl agreement
to be executed is an "assignment agreement" between the seller,
the purchaser and the acting agent.

The banks generally agree that it would be very
advantageous for one entity to act on behalf of its members. In

the past, they have seen clear evidence that too many different



entities going to the same host country creates unnecessary
competition and confusion.

To summarize, the typical steps of a debt conversion
transaction are as follows:

1. The not-for-profit as purchaser gets apprcval of
the project from the host country (including the Centra] Bank
and, where necessary, the Ministry of Finance and other
appropriate ministries). Thig abproval can be done via tha
financial intermediary or in some instances by the local
affiliate of the not-for-profit itself working with the local
authorities.

.2. The not-for-profit discusses the financial details
of the approved project with a u.s. financial intermediary and if
agreement is reached between the two, a letter of intent is
executed.

3. The financial intermediary identifies a source (a
Se.ler) willing to sell the appropriate debt. (Occasionally the
financial intermediary will utilize a part of its own portfolio
debt for such purposes).

4. The financial intermediary verifies with the
Central Bank that this particular debt is eligible for
conversion.

5. The not-for-profit transfers dollar funds to the
financial intermediary, who in turn purchases the debt.

6. The financia) intermediary notifies the Central

Bank that the transaction is completed and requests the Central

3
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Bank to transfer the local currency equivalent to a local bank
account designated by the not-for-profit.

7. Local currency funds are available for uge by not-
for-profit and/or its local affiliate(s).

There are often variatinns on this typical example, of
course. To avoid or minimize risks, the actions in the last
three steps akove should be completed simultaneously or within
the shortest possible time frame.

Objections to Debt ity Swaps:

Although various objections to swaps have been raised
in official circles, an analysis of the balance sheet
implications for the host government and residert investors shows
these objections to be less onerous than originally thought.

1. Adverse monetary consequences. 1In the first
instance, a debt/equity SwWap requires the monetizatijon (in local
currency) of converted debt. Other things being equal, this
expansion of the local currency money supply subsequently must be
sterilized by the issue of local currency debt instruments, or
else the effect of the cebt/equity swap will be to raise the
inflation rafe. Since money and capital markets in indebted
couniries typically are thin and poorly developed, there is
inadequate Scope for the central bank to conduct the necessary
sterilization operation which would be required if debt/equity
conversion is to proceed in meaningful amounts. Therefore, the
widespread use of the debt/equity swap is likely to have

inflationary consequences:
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2. Debt/equity swaps implicitly provide a Preferential
exchange rate for the conversion of foreign direct and portfolio
investment inflows. A subsidy is provided in effect, because
debt purchased at a discount with foreign currency can be
converted to local currency at full face value. Moreover, the
subsidy that is Provided may have no payoff, since the
debt/equity SWap mechanism may attract direct investment flows
tha’ would, in any case, have taken bPlace, i.e., debt/equity
swaps may encourage no "incrementaln capital flows;

3. Adverse fiscal consequences. Assuming that the
monetary effects of the debt/equity Swap can be sterilized by
issuing local currency debt, the effect will be to raise the
government fiscal deficit. Tpis will occur because the rate ot'
interest on local currency financijal instruments is likely to
exceed by a substantial margin the rate of interest paid on
sovereign foreign currency loans. This is likely to be true in
both nominal and real terms. In effect, high cost domestic debt
is being substituted for low cost foreign debt;

4. Nationalism. Tt jig argued that increased foreign
ownership and control of domestic firms is politically
intolerabile. Therefore, the debt/equity Swap could never play an
important role in solving the debt problem;

5. Cost. Investors expect a higher return on equity
investments than banks eéxpect from loans. Also, loans once

repaid are extinguished while dividends fronm equity go on

forever.



A careful analysis is needed to understand the depth of
these concerns and the extent to which they can be overcome. The
debt/equity swap involves three conceptually Separate steps: (1)
a buyback by the sovereign of its foreign currency obligations in
exchange for local currency claims on the central bank: (2)
exchange by the commercial bank of its local currency deposit for
an equity position in a local business pPreviously held by a
resident investor; and (3) sterilization of the increase jin the
money supply. These steps are depicted in Figure 1 in the
Appendix. External debt converted to local currency for
charitable use within the country is basically the same except
charitable organizations will ultimately use the funds for
activities that normally will not generate future dividends nor a
desire to repatriate capital.

The following is in response to the objections raised
to swaps:

l. Adverse monetary consequences. Local markets can
absorb the increase in Supply of government Paper (required for
sterilization Purposes) because resident inves:ors who have sold
equity claims to foreigners have temporarily unbalanced their
portfolio and will want to reinvest or increase consumption. The
latter option Presumably existea before the debt/equity swap and
was not taken, so it can be assumed that reinvestment in either
the local equity market or government paper will be the option
chosen. While evaluating new investmen s, the resident invecrtor
is likely to seek at least a temporary haven for funds. And if --

debt/equity conversions are used to privatize certain state-owned
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facilities, the funds would accrue directly to the account of the
government and there would be no need to sterilize the swaps.

2. Debt/equity swaps are subsidies. Conversion of
debt at parity need not be assumed - the host government can set
the rate at which it will convert discounted debt to local
currency. Also, what matters igs whether the Swap contributes to
increased investment spending and growth, not just whether there
is an increase in new money. Swaps expand the financial
resources available to the private sector.

3. Adverse fiscal consequences. The new, domestically
issued local currency debt may carry a higher interest rate than
concess1ona1 rates of interest on rescheduled foreign debt.
Although increased debt servicing costs seem to result,
consideration must be taken of the tax burden. Before the swvap,
residents were taxed to Pay interest on foreign debt; aftervards,
the tax falls on ~on-resident owners of domestic factors of
Proauction and the revenue generated is used to make interest
payments to residents who have acquired local government paper.

4. Nationalism. 3 key factor in the foreign
investment question is control versus ownership. Swaps can be
used as a vehicle for portfolio investment - it does not have to
signify loss of control of local productive facilities. The -
government still retains the power to tax, regardless oy
ownership and contrel. The argument that foreigners will be able
to acquire local assets at "firc sale” prices is a threat only if

SwWaps are limited in number. If permitted on a sufficiently
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large scale, competition will ensure that local equity claims are
rapidly bid up in price.

5. Cost. 1In theory, investors do expect higher rates
of return from equity investments than from loans, but data
analysis does not support this with regard to private, commercial
bank rates. Dividends are not paid unless earned and host
government.s can direct foreign investment toward certain sectors,
such as export generating activities. Finally, governments may
be able to work out agreements calling for selling investments to
nationals after some period of time.

Erojects and Participants:

- Our concentration to this point has been on the idea
behind, the need for, the mechanics of doing, and possible
objections to debt for development conversions. But what kinds
of projects are envisioned? The not-for-profit communitieg --
whose component groups are higher education organizations,
Cooperatives, agricultural research, ncn-governmental
organizations and environmental organizations -~ have innumerable
on-going projgcts in developing countries. Their use of debt
contributed of redeemed (into local currency) will afford them
the opportunity to broaden their scope and depth of existing
programs, as well as jnitiate additional programs.

The cooperatives are interested in working mainly on
the business aspect of possible transactions. Natur~lly, their
interest isg to strengthen local Cooperatives. Toward this end,
they are willing to consider either viable business transactions

with commerciail bank partners or Projects that include a not-for-



profit segment alongside a business venture. The latter could
include, for example, an agriculture project producing goods for
export as part of a buffer zone around an environmental park
coupled with a not-for-profit social service project funced
sep-rately for training of workers, health care, potable water,
etc.

The cooperatives are also knowledgeable and well
positioned to undertake housing projects. Developing countries
have a need for low and middle income housing. The cooperatives
have an extensive local organization to implement this type of
labor intensive activity. The Secondary and tertiary economic
consequences resulting from an increase in housing construetion
is, of course, substantial. With the strength of cooperative
financial institutions in the developing country along with other
expertise, it shpuld be possible to create a strong secondary
market for mortgage instruments.

Finally, rural electric cooperatives are developing
Plans to collaborate on common service ventures such as power
suppiy. They are virtually dependent for electricity on the
federal power agencies, which are facing severe debt servicing
problems. They are having trouble keeping up with needed pnwer
generation investment, and national power shortages are a real
threat to development. The rural electric cooperatives would use
New money for system expansion or rehabilitation, either of which
promotes economic development. System expansion would be the

most attractive from a prospective investor’s viewpoint.
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The environmental community has expressed interest in
providing assistance to groups in many developing countries to
conserve wetlands and fore.t areas and establish long-term
resources management plans, training local conservation experts,
and assisting small-scale sustainable agricultural Projects.

They recognize that to enlist the support of the local
population, environmental efforts must be designed to add to the
quality of life of local residents -- not to subtract from the
total resources available to them. Buffer zones around forest
preserves and parks that Provide employment and tourist
opportunities are of interest in their planning.

There is substantial interest among many research
organizations to assist by focusing on short-term projects with
high rates of return. International agricultural institutes that
worked on the "green revolution" are Preparing ideas that could
be applied in many of the major debtor nations. The agricultural
industry is vital to many local economies, but funding is in
short supply to promote and enhance the sector. Consequently
rural education, health, and other social services are lacking
funds.

Funds generated through the dabt for development
initiative would make it possible for the local and United
States’ higher education and research communities to cooperate in
a number of long term activities of mutual interest and

benefit. Illustratively, these might include:

Expanded faculty exchange programs over a broad

range of disciplines.

- 25 -



Creation of sharply expanded opportunities for U.S.
undergraduates and graduate students to study at
local universities - language and culture as well
as the various scientific and professional
disciplines.

Professional internships and cooperative work/study
programs for U.S. and local students.

Long-term collaborative research among local and
U.S. scientists and scholars in all areas of the
sciences, humanities and the arts.

Linkage of local agricultural scientists with
ongoing multi-national colilaborative research
support prograns.

Local/u.s. university cooperation in strengthening
hew or less-strong local schools and universities.
Endowment fund for competitive grants to local
scientists and educators.

Joint local/u.s. development assistance programs in
Third World countries.

Support for nationals from Third World countries to
take graduate degree work in other Third world
universities.

Income from endowment and other funds to "top up”
salaries of local educators and scientists to
assure their retention in universities and research

institutions.
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The above illustrates a few of many possibilities.
Through time, other opportunities to collaborate in areas of
mutual interest will arise.

Many private voluntary organizations have expertise
that would be useful to development efforts. A series of
community credit funds as well as training and technical
assistance for small scale farmers and for agri-business
pProduction to be undertaken by women are being considered. These
Projects would provide benefits for numerous small communities in
the country. A wide range of other social service and relief
activities are also possible.

Local universities could benefit from an expansion of
private voluntary agency Programs supporting educational
exchange, faculty development and university affiliations with
U.S. institutions of higher education. Particularly appropriate
fields might include science and technology, urban environmental
problems, public health and agriculture. Similar opportunities
exist for literary programs jointly supported by the Ministry of
Education and U.s. not-for-profit groups which have developed
management systems for computerized individual learning methods
with software easily adapted to the local educational system. In
the public health area nursing education, prevention of drug
abuse, control of infectious diseases and education/prevention of
the worldwide AIDS threat are all fields where American
experience and research could make major contributions to local

development.
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Third World countries could benefit from the
implementation or application of many of the environmental,
Public health, agricultural and educaticnal programs cited
above. Many non-profit members of the coalition have local staff
who are experienced in these fields. Furthermore, local non-
governmental agencies are in Place and are logical and necessary

pParticipants in any development program.
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Real per capita GDP
(3 Change)

Consumer Price Level
(3 Change)

Investment (% of GDP)
Exports ($ Billian)
Imports ($ Billion)
External Debt ($ Billion)
Debt as § of Exports

Debt Service as §
of Exports

Net Capital Transfers
($ Billian)

Source: The Americas in 1989:

1380 1281
3.7 -1.9
56 58
23 22
94 100
97 105
231 288
183 210
34 42
12 10

1282
-3.5

85

21
90
85
333
273
51

ATTACHMENT A

Latin America‘’s Iost Decade:

1983

-4.7

131

17
92
64
344
292
40.8

Consensus for Action, p. 4

Some Figures

1384
1.4

184

17
102
65
362
277
40.9

=27

1983
1.4

275

18
98
63
371
296
40.3

1986
1.6

65
18

80

382
351
45.0

199

18
91.4
7.6

411
340
35.5

1988
-1.5

473

18
104.2
77.5
413
309
42.8
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Notes on Debt for Development:
The Debt Conversion Process

The Debt for Development Coalition seeks to aid not-
for-profit organizations leverage their resources by acquiring
discounted debt on the secondary market and where feasible
acquire inconvertible currencies at favorable rates. This paper
seeks to discuss the process involved in doing a debt conversion.

The critical initial step for a debt conversion is to
obtain the approval for the proposal from the host LDC country
involved. This process can vary from country to county,
depending in particular whether or not a program for debt
conversion has been incorporated in the underlying restructuring
agreement. Such approval always involves a discussion with the
appropriate people at the Ministry of Finance and the Central
Bank and sometimes with other departments of government as
well. Normally, the host government will want the project to be
very specifically delineated. The terms of the approval, if
obtained, will set forth in some detail the nature of the
project, the amount of money involved, the date by which the
conversion will be executed, and the particular type of debt to
be used in the conversion process.

Once the approval has been obtained from the host.
country, the actual transaction must be undertaken at this end.
The Coalition, on behalf of the particuiar member or members
involved, will approach the various players in the secondary

market of such debt to discuss the details of the transaction



with thgm and to obtain an indication as to whether or not they
are prepared to handle this particular transaction and, if so, on
what basis and at what cost. Then the Coalition will determine
which financial institution is in the best position to execute
this particular transaction, taking into account the speed and
quality of services provided (including documentation services),
safeguards against potential risks, and the competitive costs.

An important question is how much time will it take to
execute the transaction. In those countries such as Brazil,
where a program is already in existence authorizing such debt
conversion and the secondary market is functioning fairly
smoothly, I understand a transaction can usually be completed in
anywhere from 24 to 48 hours. In those countries that do not
have such a program, it will vary depending upon the nature of
the transaction and the particular country involved and will, of
course, take a substantially longér period of time.

Financial institutions handle these matters on a '"cash
basis", that is to Say once the bank has identitified the
sourcing of the debt and has agreed to handle the transaction, it
will normally request the dollar amount "up front". By demanding
the cash up front the banks eliminate the credit risk. Besically
this is the risk that once the financial institution buys Third
World debt for a client, the client is unable to come up with the
money to buy the debt for its own account. There are various
techniques that can be used to deal with this problem, such as

arranging simultaneous transactions or using options.



Financial institutions are willing to consider various
sizes of transactions, especially where the discount is steep.
As a rule of thumb, many secondary market participants have
indicated that the minimum U.S. dollar amount for a debt
conversion transaction is $500,000. In sourcing the debt for
conversion, the banks will sometimes look to their own debt
portfolio in that particular country and sell their own debt but
usually they will go into the secondary market through their
"trading" account.

The documentation for such transactions is of course
extremely important. In pPractically every instance lawyers are
involved at both ends of the transaction, but this documentation
is becoming increasingly standardized. The principal agreement
to be executed is an "assignment agreement" between the seller
and the purchaser and the acting agent. The Debt for Development
Coalition has obtained two different copies of such agreements.

The banks generally agree that it would be very
advantageous for one entity, to act on behalf of its members. 1In
the past, they have seen clear evidence that too many different
entities going to the same host country creates unnecessary
competition and confusion.

To summarize, the typical steps of a debt conversion
transaction are as follows:

l. The not-for-profit as purchaser (or the coalition
acting on its behalf) gets approval of the project from the host
country (including the Central Bank and, where necessary, the

Ministry of Finance and other appropriate ministries). This



approval can be done via the financial intermediary (usually a
New York bank) or in some instances by the local affiliate of the
not-for-profit itself working with the local authorities.

2. The not-for-profit (or the Coalition) discusses the
details of the approved project with a U.S. financial
intermediary and if agreement is reached between the two, a
letter of intent is executed.

3. The financial intermediary identifies a source (a
seller) willing to sell the appropriate debt. (Occasionally the
financial intermediary will utilize a part of its own portfolio
debt for such purposes).

4. The financial intermediary verifies with the
Central Bank that this particular debt is eligible for
éonversion.

5. The not-for-profit transfers dollar funds to the
financial intermediary, who in turn purchases the debt.

6. The financial intermediary notifies the Central
Bank that the transaction is completed and requests the Central
Bank to transfer local currency equivalent to local bank account
designated by the not-for-profit.

7. Local currency funds are available for use by not-
for-profit and/or its local affiliate(s).

There are often variations on this typical example, of
course. To avoid or minimize risks, all components of 5, 6, and
7 should be completed simultaneously or within the shortest

possible time frame.



III. Parallel Ioans or Utiljzation of Blocked Funds

Blocked funds are another source of local currency
financing. Most of the banks are willing to assist us in tapping
this market, although Citicorp in particular said that they shy
away from this activity. Apparently, Citicorp has had its hands
slapped for doing this by some of the host countries.

The source of such funds is usually multinational
corporations with operations in a particuvlar country. once a
source hés been identified, the transaction, I am told, can be
executed within 24 to 48 hours under normal circumstances. 1In
most instances, the multinational corporation will want to know
for what purpose the funds will be used, in order to satisfy
themselves about the nature and legality of the transaction.

The banks point out that it is almost always cheaper to
go the debt conversion route, if such be possible in the host
country, than to utilize blocked funds. A number of smaller‘
brokers specialize in blocked funds for very difficult countries,
including Africa, (the commercial bankers caution that one should
be careful in dealing with these brokers). The Coalition would
need to assure itself that these smaller brokers can deliver as
promised.

IV. P i of Funds

In order to operate in this market the Coalition needsg
to set up a "pooling of funds" arrangement for its various
members to facilitate the execution of these transactions. The
Coalition wants to be able to faci_ itate this pooling service on

a confidential basis within the near future.
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One of the first things that needs to be done is to get
the necessary information from the individual members permitting
us to coordinate the pooling of these amounts and the target
dates. For instance, information is needed on how often and what
amounts a particular not-for-profit member needs funds in a
particular country. In most instances this will involve an
indication of how much money a not-for-profit needs per month,
quarter, or per yecar for its operations in a particular
country. Strict confidentiality of this information will be
assured by the Coalition.

Once a4 pooling arrangement has beein set up by the
Cocalition with a financial intermediary, the particular
interested not- -for-profit members involved will need to deliver
their funds by a specified date. While, as mentioned earller,
the banks operate on a cash basis, most banks will only ask for
the cash after they have in fact verbally arranged but not
executed the transaction.

Information will also be needed as to whom the
equivalent local currency should be delivered at the other end
and where, inc;uding the bank accour:. Sometimes a not-for-
profit member may not need all of the funds at once, in which
case the Coalition could investigate hedging possibilities in the
country involved.

Attached is Exhibit a, setting forth a format of the
type of information we will need. Those in the Coalition wishing
to participate in pooling arrangements are asked to review

Exhibit A, and contact the Executive Director, Jack Ross



telephone (202) 822-8200 with any problems, suggestions,
questions, or additions you may have. Once there is agreement on
the format, implementation will proceed. Please supply your

comments by November 18 at the latest.



